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For  Reference 

Do  Not  Take 

From  the  Library 


Every  person  who  maliciousfy 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 
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lomorrow,  there'll  be  even  less  room  at  the  top  in  banking. 

Today,  only  a  few  institutions  hold  truly  commanding  posi- 
tions. Tomorrow,  there  will  be  fewer  still. 

Bankers  Trust  understands  what  will  be  required  of  leaders. 
Of  those  institutions  who  will  continue  to  command  respect  and 
trust  worldwide. 

Substantial  capital,  and  the  earnings  to  increase  it. 

High-quality  assets  — with  the  liquidity  changing  times 
demand.  The  ability  to  assess  and  manage  risk. 

An  integrated  global  presence,  not  scattered  outposts. 

A  full  arsenal  of  product  powers,  to  deal  with  an  increas- 
ingly deregulated  world. 

The  skills  to  compete  on  an  efficient,  lowest-cost  basis.  To 
exploit  technology  to  its  fullest. 

And  to  attract  outstanding  people  by  providing  an  environ- 
ment in  which  the  best  can  thrive. 

All  of  these  criteria  must  be  met  by  leaders.  Our  commit- 
ment to  be  among  the  leaders  is  unqualified. 


DBankersTiaist  Company 


Because  today  isn't  yesterday. 


ForinJormcrtion 

about  Trump  Tower 

0011212-751-0250 

Fax  212-935-0141  or 

write  Trump  Tower  Sales 

Office.  725  Filth  Avenue, 

NY  NY  10022 


THE  RESULTS  ARE  IN- 
TRUMP  BUILDINGS 
DOMINATE  THE  MARKET. 

The  Corcoran  Group  has  just  released  its  widely 
recognized  annual  survey  of  the  top  ten  condo- 
minium sales  in  1988.  As  in  1987,  Trump  properties 
dominate  the  list.  Amazingly  four  of  the  top  ten 
condominium  sales  based  on  purchase  price 
were  located  in  either  Trump  Tower  or  Trump 
Pare.  Six  of  the  top  ten  sales,  based  on  price  per 
square  foot,  were  located  in  either  Trump  Tower  or 
Trump  Pare.  Seven  of  the  top  ten  condominium 
sales,  based  on  price-per-room,  were  located  in 
either  Trump  Tower  or  Trump  Pare. 
In  her  survey,  Ms.  Corcoran  points  out  that  "spec- 
tacularly endowed  units  with  full  luxury  features 
are  the  hot  sellers."  We  seem  to  have  a  record 
unprecedented  in  the  history  of  New  York  City  real 
estate.  1  am  proud  to  be  a  part  of  it. 


For  information 
about  Trump  Pair 
oall  212-247-7000. 
Fax  2 12-957-9260  or 
wnte  Trump  Pare 
CondominiuiTi  Sales 
Office.  106  Central 
Park  South  NY  N'/ 10019. 


TRUMP  TOWER 


TRUMP   PARC 


The  first  in  a  series  to  help  set  the  record  straight. 


The  Price  M^V 

"Some  of  our  competitors  would  like  you  to  believe  you  ca 
save  20%  to 30%  onyour  bottom  line  versus  AT^.  We  say 
they're  wrong.  And  we  have  a  guarantee  to  back  it  up!' 


Joe  Nacchio,  AT&T  Vice  President 
Business  Services 


I  Destroyed. 


Joe  Nacchio,  AT&T 


The  AT&T Guarantee."If  your  business  spends  $120  a  month  or 
more  with  another  long  distance  company,  call  us  about  AT&T PRO^" 
WATS— our  discount  plan  that  saves  you  an  average  of  10%  to  26% 
or  more  off  AT&T  long  distance  rates. 
If  you  sign  up,  we'll  pay  the  initial  fee. 
And  any  switchover  charges. 

Now  get  this:  We  guarantee  you'll 
be  completely  satisfied  not  only  with 
our  price  but  also  with  our  quality       V* 
and  service.  Or  you  have  up  to  90  days  \ 
to  change  your  mind.We'U  even  pay 
any  charges  to  switch  you  back  to  your 
old  carrier. 

You've  got  everything  to  gain  but 
you'll  lose  out  if  you  don't  call  us  before  August  10, 1989.  Because 
that's  when  this  offer  expires. 

More  Myths  Destroyed.  Some  of  our  competitors  may  have 
led  you  to  believe  that  AT&TP/?0  WATS  doesn't  have  detailed  billing 
or  distance-sensitive  pricing.  We  do. 

Or  that  you'll  need  special  lines  and  equipment.You  won't. 

What's  more, with  AT&TF/?0  WATS, you  get  discounts  on  out-of- 
state  AT&T  Card  calls  and  many  direct-dialed  international  calls. 

Now  if  all  this  bursts  our  competition's  bubbles,  we  can  honestly 
say  we're  not  sorry 

RS.  If  your  business  spends  $5,000  a  month  or  more  on  long 
distance,  you  should  also  call  us.  And  take  advantage  of  our 
special  AT&TMEGACOM  ®  WATS  Promotion  and  Service 
Guarantee.  Which  can  save  you  even  more" 

Due  to  overwhelming  demand,  this  AT&T  PROM247'5 
guarantee  has  been  extended  to  August  10, 1989.  Call: 

1 800  222-0400,  Ext.42 

For  information  about  residence  services  and  pricing  plans,  call;  1 800  225-7466,  Ext.  8146 


AT&T 

The  right  choice. 
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COVER  STORY 

114  The  Clients  Are  Restless 

By  Dyan  Machan 

Executive  recruiters — headhunters  to 
you — have  come  to  believe  their  own 
propaganda  about  high  fees  and  so- 
phisticated search  techniques.  The  in- 
dustry may  be  riding  for  a  fall. 

COMPANIES 

40    Shearson/ American  Express 

By  Joe  Queenan  and  Tatiarm  Foi4Schine 
Wall  Street's  Shearson  was  very  good 
at  what  it  did.  But  then  it  decided  to 
get  fancy.  Result:  mishap  after  mis- 
hap. The  latest:  the  botched  Time- 
Warner  deal. 

48     Nova  Corp. 

By  Alyssa  A  Lappen 

The  Canadian  company  is  a  cheap 
stock.  Which  is  why  Nova  may  soon 
sell  off  its  crov^m  jewel. 

50    The  Up  &  Comers: 
Hood  Sailmakers,  Inc. 

By  Daiid  Churbuck 

In  a  race  between  the  country's  two 
leading  sailmakers,  the  loser  shows 
how  easily  a  brand  name  can  erode. 


56    The  Up  &  Comers: 
Timberland  Co. 

By  Fleming  Meeks 

Sometimes  it  takes  an  outsider  to 
show  a  company  where  its  real  mar- 
ket lies. 

68    Integrated  Resources 

By  Howard  Rudnitsky 
The  Zises  brothers  lost  their  company 
but  not  their  money.  The  fovmders 
bailed  out  early. 

INDUSTRIES 

38     Insurance 

Is  Your  Company  Solvent? 

By  Gretcben  Morgenson 
When  S&.LS  went  bad,   Uncle  Sam 
bailed  out  the  depositors.  But  Uncle 
has  made  no  such  promises  to  life 
insurance  policyholders. 

58    Health  Care 

How  About  Some  Knee  Surgery? 
By  Ellen  Paris 

Never  underestimate  the  ingenuity  of 
doctors.  Getting  patients  out  of  hospi- 
tals for  routine  care  was  supposed  to 
cut  medical  bills.  It  hasn't. 

66    Securities 

Living  Off  The  Spread 

By  Ricfxird  L  Stem 

Bemie  Madoff  pays  brokers  for  the 
privilege  of  executing  their  orders. 
How  can  this  be?  He  is  taking  advan- 
tage of  an  obsolete  New  York  Stock 
Exchange  rule  that  protects  special- 
ists at  the  expense  of  everybody  else. 


82    Railroads 

Reregulation  Dead  Ahead? 

By  James  Cook  i 

The  lines  are  taking  on  new  debt  at  a ! 
fast  clip.  If  things  start  to  go  bad, 
regulation,  long  the  bane  of  the  busi- 
ness, could  rear  its  ugly  head  again. 

INTERNATIONAL 

75     Steel  Fists  In  Velvet  Gloves 

By  Phyllis  Berman  with  Zina  Sawaya 
As  Europe  moves  closer  to  becoming  a 
single  economic  entity,   Paris-based 
Laznd  Freres  &.  Cie.  is  fast  spreading 
its  influence  beyond  France. 

INVESTING 

60    Dangerously  Inefficient 

By  Matthew  Schifrin 

How  could  an  efficient  market  lose 
one-third  of  its  value  in  a  single 
month — as  the  world's  stock  ex- 
changes did  in  October  1987?  Here  is 
one  professor's  answer. 

64    The  Money  Men:  Buy  American 

By  Peter  Fubmuin 

Flow  will  dollar  securities  do  against 
European  ones?  Very  well,  says  a  well- 
connected  investment  strategist. 

69  Front  Man 

By  Stuart  Flack 

Everybody's  asking,  Who  is  Alfred 
Checchi?  Better  they  should  ask.  Who 
are  his  partners? 

70  Fat  City 

By  Howard  Rudnitsky 
The  Bass  brothers  are  best  known  for 
their  investments  in  oil  wells  and 
Hollywood's  Walt  Disney  Co.  Their 
latest  play  is  a  lot  less  glamorous,  but 
no  less  rewarding. 
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56  Timberlands  Sidney  Swartz 


75  Lazard's  Michel  Daiid-Weill 


128  Statistical  Spotlight: 

A  New  Kind  Of  Arbitrage 

By  Evan  Sturza 

Are  Tokyo  stocks  too  dear?  Or  are 
New  York  stocks  too  cheap?  Raider 
Irwin  Jacobs  turned  a  pretty  penny  on 
the  discrepancy  between  Tokyo  and 
New  York  P/Es. 

140  Streetwalker 

Korea  Fund;  Cash  America  Invest- 
ments; Columbia  Gas  System;  auto 
insurers. 

WUIIBERS  GAME 

43    A  Peculiar  Beauty  Contest 

By  Dana  Wechsler 

Whether  Time  gets  Warner  or  Para- 
mount gets  Time,  the  victor  will  end 
up  with  its  earnings  devastated.  Does 
that  matter? 

lAXniG  MATTERS 

46    Capital  Pains 

By  Laura  Saunders 

Do  you  truly,  sincerely  want  a  capital 

gains  tax  cut?  The  political  tradeoffs, 

and  the  complexity,  should  give  you 

pause. 

SCIEWCE  4  TECaWOLOGT 

95    Drug  Extender 

By  Ignatius  Chithelen 
How  does  a  brilliant  inventor  learn 
manufacturing  and  marketing?  Disas- 
trously,   but    Alejandro    Zaffaroni's 
Alza  Corp.  got  a  second  chance. 


COMPUTEHS/COMMPNICATIOHS 

98  Top-Down  Lexicography 

By  Richard  D.  Hylton 
Morton  David,  who  sells  hand-held 
word  computers,  is  a  master  of  mar- 
keting. In  his  business,  that's  even 
more  important  than  technological 
proficiency. 

99  Coulda  Been  A  Contender 

By  Julie  Pitta 

Digital  Research  got  a  bad  break  early 
in  its  history.  Embittered,  it  went  on 
to  miss  another  huge  opportunity. 

102  Divided  We  Flourish 

Commentary  by  Esther  Dyson 

MARKETDIG 

104  Stealing  The  Right  Shoppers 

By  Joshua  Levine 

Spending  large  chunks  of  your  mar- 
keting budget  to  woo  already  loyal 
customers  may  be  useful,  but  it 
doesn't  expand  your  market  share. 
Also:  A  new  Mazda. 

PERSONAL  AFFAIRS 

106  Racing  Is  What  They 
Were  Built  For 

By  Neal  Santelmann 
Some  owners  of  vintage  cars  would 
rather  play  Walter  Mitty  than  merely 
let  them  appreciate  gracefully.  Also: 
Private  banking  services;  investing  in 
old  wristwatches. 
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a  worldwide  identity, 
naming  a  company  or 
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brand  or  simplifying 
communications.  We  are 
committed  to  elegant, 
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to  complex  problems. 
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Christie  Brown 


Christie's  collectibles 

Most  Americans  collect  some- 
thing, whether  baseball  cards  or 
Old  Masters,  but  business  peo- 
ple seem  especially  susceptible 
to  coUectomania.  Perhaps  it  is 
because  of  their  intense  com- 
petitiveness, maybe  their  incor- 
rigible acquisitiveness,  but 
whatever  the  explanation,  they 
tend  to  pursue  collecting  with 
avidity.  What  would  be  more 
fitting  than  for  Forbes  to  have  a 
regular  feature  on  Collectors. 
The  first  appeared  in  our  issue 
of  Mar.  20. 

Writing  this  feature  is  a  natu- 
ral for  Christie  Brown,  32. 
Brown  studied  art  history  at  college.  She  worked  three  years  as  a 
researcher  for  Diana  Vreeland,  the  great  Vogue  editor,  who  after 
Conde  Nast  was  assembling  costume  exhibits  for  Manhattan's 
Metropohtan  Museum.  Later  BrowTi  ran  her  own  small  business 
designing  and  selling  men's  shirts  and  neckties.  Impressed  by 
her  determination  to  succeed  and  by  her  venturesome  and 
varied  backgroimd,  Jean  Briggs,  who  runs  our  reporter  depart- 
ment, overlooked  Brown's  lack  of  journalism  experience  and 
hired  her  in  1986.  It  was  an  obviously  sound  decision.  In  this 
issue  Brown's  Collector  is  Richard  Moss,  who  is  hooked  on  old 
wristwatches.  (Smart  businessman  that  he  is,  Moss  uses  them 
in  his  pension  plan.)  Page  110. 

Will  the  headfauiiters  get  scalped? 

The  answer  to  the  above  question  is  "yes,"  if  they  don't  change 
their  ways,  vmtes  Dyan  Machan  in  our  cover  story,  "The  clients 
are  restless."  She  reports  on  corporate  grumbling  over  the  high 
costs  and  questionable  tactics  used  by  the  larger  executive 
recruitment  firms.  Starts  on  page  114. 

Insider's  insider 

Busmess  and  investing  is  becoming  one-worldly,  but  we  don't 
yet  all  play  by  the  same  rules.  In  the  U.S.  there  is  lots  of 
protection  for  the  ordinary  investor,  but  in  Europe  a  good  many 
deals  are  still  done  behind  closed  doors,  to  the  primary  benefit  of 
the  insiders.  So  report  Phyllis  Berman  and  Zina  Sawaya  in  their 
story  on  Lazard  Freres  &  Cie.  "Tough  guys  with  a  genteel 
manner"  starts  on  page  75. 

The  tyranny  of  EPS 

For  decades,  U.S.  stock  markets  have  been  ruled  by  the  tyranny 
of  EPS — earnings  per  share.  Anything  that  hurts  this  year's  eps, 
even  if  it  is  for  the  ultimate  good  of  the  shareholders,  can 
decimate  a  company's  stock.  In  Numbers  Game,  Dana 
Wechsler  explains  why  the  Time  Inc.  takeover  fight  may  help 
change  the  way  stocks  are  valued  in  the  U.S.  and  weaken  the 
iron  grip  of  eps  on  the  markets.  Page  43. 


M 


i 


^. 


Q^AJj-^cj^ 


Editor 


FORBES,  JULY  10,  1989 


THE  AGURA  LEGEND. 
T  HANDLES  EMERGENCIES 

AS  WELL  AS  IT 
HANDLES  THE  ROAD. 


The  fact  that  a  luxury 
itomobile  like  the  Acura 
egend  Sedan  more  than 
leets  the  demanding  driver's 
/ery  expectation  almost 
DCS  without  saying. 

But  perhaps  a  few  well- 
losen  words  about  its 
3ility  to  handle  the  unex- 
ected  are  in  order. 

Namely  an  Anti-Lock 
raking  (ALB)  system* 
esigned  to  help  the  driver 
jtain  steering  control  and 


stability  under  extreme  brak- 
ing conditions.  Including 
inclement  weather  and  less- 
than-ideal  road  surfaces. 

And  mounted  inside  the 
tilt  steering  wheel,  an  airbag 
Supplemental  Restraint  Sys- 
tem (SRS).  Used  in  conjunc- 
tion with  3-point  seatbelts, 
it  helps  protect  the  driver 
from  injury  in  the  event  of 
the  unavoidable. 

Of  course,  your  car  may 
never  need  to  handle  any- 


thing more  than  the  daily 
commute  or  the  next  bend  in 
the  road.  But  should  you  be 
thrown  an  unexpected  curve, 
be  confident  the  Legend  Sedan 
is  ready  to  handle  that  as  well. 
Find  out  just  how  well  the 
Acura  Legend  Sedan  is  able 
to  handle  a  test  drive  by 
calling  1-800-TO-ACURA  for 
the  dealer  nearest  you. 

ACURA 

Precision  crafted  performance. 


w«  American  Honda  Motof  Co..  IncAcura arid. Legend  are  ir jdeimirks iif  Honda  Mwur Co.  Lid.  .'Legend  I .  i.  LS  pnl> 
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Follow-Through 


Eastern  tmion 

Dec.  26,  1988 
Lou  Krouse 


The  only  sad  part  of  this  story  is 
that  nobody  paid  Forbes  a  finder's 
fee.  Last  year  we  wrote  about  Lou 
Krouse,  a  New  Jersey  entrepreneur 
who  turned  a  bright  idea  into  a  prom- 
ising business.  Krouse  founded  Na- 
tional Payments  Network,  a  bill-pay- 
ing service  for  people  without  bank 
accounts.  The  company  allowed  low- 
income,  elderly  and  indigent  custom- 
ers to  pay  utility  and  phone  bills  with- 
out forking  over  $1  to  $5  for  a  money 
order.  Consumers  pay  their  bills  in 
cash  to  a  local  storekeeper,  who,  for  a 
small  transaction  fee,  sends  the  mon- 
ey on  to  National  Payments.  The 
money  is  then  forwarded  to  the  utili- 
ty, which  leaves  a  small  slice  with 
National  Payments.  With  30  million 
households  in  this  country  paying 
their  utility  bills  in  cash,  Krouse  saw 
plenty  of  room  to  expand  his  base  of 
2,950  terminals  in  18  states. 

Now  he's  sold  the  business  for  a 
bundle.  In  May  Western  Union,  the 
U.S.'  leading  electronic  money  trans- 
fer outfit,  scooped  up  National  Pay- 
ments for  about  $20  million  in  cash 
and  securities.  How  does  a  big  compa- 
ny like  Western  Union  scout  for  ac- 
quisitions? "Without  the  Forbes  arti- 
cle, we  probably  wouldn't  have 
learned  about  National  Payments," 
says  Western  Union  Chief  Executive 
Robert  Amman.  "After  reading  the 
article,  I  picked  up  the  phone  and 
called  Lou  Krouse." — Peter  Newcomb 


Anotber 
financial  mess 

May  15.  1989 
Kenneth  Puller 


Francisco  to  issue  and  underwrite 
mortgages  for  multifamily  housing 
projects.  The  program  amounted  to 
"government  guarantees  without 
much  government  supervision,"  we 
said.  It  was  a  field  day  for  the  depu- 
tized mortgage  issuers.  They  faced 
relatively  little  risk  as  they  earned 
high  fees  underwriting  mortgages.  But 
taxpayers  were  taking  a  bath:  10%  of 
the  $8.2  billion  in  mortgages  issued 
under  the  program  were  in  default. 

Soon  after  our  story  hit  newsstands, 
HUD  closed  the  program  to  new  en- 
trants for  120  days  and  initiated  a 
review  of  the  50  or  so  existing  issuers. 
HUD  stated  in  a  memo  that  "we  need 
to  study  the  program  experiences  to 
date  and  carefully  consider  its 
strengths  and  shortcomings." 

Chief  among  those  shortcomings 
was  a  willingness  to  deputize  aggres- 
sive, thinly  capitalized  issuers  that 
should  never  have  gotten  the  job.  One 
such,  fingered  in  our  story,  has  been 
reined  in.  Puller  Mortgage  Associates, 
based  in  Indianapolis  and  run  by  an 
operator  named  Kenneth  Puller,  at- 
tracted business  by  advertising 
"100%  financing"  and  "upfront  prof- 
its to  developers."  After  we  uncov- 
ered nearly  $100  million  in  troubled 
mortgages  underwritten  by  Puller, 
federal  housing  officials  declared  Pull- 
er in  default  and  took  control  of  his 
$440  million  mortgage  portfolio. 
They  also  barred  Puller  from  issuing 
govemment-backed  mortgages. 

Counting  Puller's  defaults,  hud's 
coinsurance  default  rate  has  jumped 
to  15%,  or  $1.2  billion,  of  the  $8.2 
billion  underwritten.  Expect  further 
problems  as  hud  reviews  its  other 
issuers. — Matthew  Schifrin 


Anakronlsm  T 

Vol'.  JJ,  1982 


In  its  report  on  a  scandalous  pro- 
gram in  the  Department  of  Hous- 
ing &  Urban  Development,  Forbes 
noted  that  hud  had  deputized  more 
than  50  firms  from  Puerto  Rico  to  San 


We  were  wrong  about  Akron, 
Ohio.  When  Forbes  profiled  the 
city  almost  seven  years  ago,  its  fac- 
tories had  just  produced  their  last  car 
and  truck  tires.  Fewer  than  10,000 
jobs  remained  at  the  city's  aging  rub- 
ber plants,  down  from  a  peak  of 
55,000  in  the  1950s.  Nonetheless,  we 
saw  a  vibrant  city,  pointing  out  that 


the   tire   companies  had  retained 
strong   white-collar    presence.    "Fa|! 
from  dying,"  Forbes  wrote,  "Akron  i 
in  the  midst  of  a  renaissance." 

Today  those  words  look  less  tha; 
prescient.  Many  of  the  high-payin 
jobs  we  touted  have  been  lost  a 
Goodyear  Tire  &.  Rubber,  B.F.  Gooc 
rich  and  GenCorp,  attacked  by  raic 
ers,  have  been  forced  to  downsize.  T 
top  it  off,  Firestone  moved  to  Chicag 
in  1987.  Overall,  Akron  lost  6,000  tir 
company  jobs  since  1985.  . 

But  Akron  is  far  from  dead.  It  i 
growing  by  5,000  jobs  a  year,  most  c 
them  unglamorous  positions  at  plas 
tics  and  metals  shops,  electronic 
firms,  office  suppliers  and  restau 
rants.  These  posts,  combined  with 
outflow  of  some  4,000  workers  froE 
the  metropolitan  area,  have  cut  th 
unemployment  rate  to  5%,  less  th 
half  the  1982  level.  Somewhat  ba 
tered,  but  much  less  dependent  on  th| 
tire  industry,  the  former  Rubber  Cit 
has  found  a  way  to  survive. — Rick  Rei 


DerailedT 

Apr.  18,  1988 
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LOS  Angeles'  $4  billion  mass  transi 
I  project  has  the  look  of  a  whit 
elephant,  and  Forbes  said  as  muc  jiif 
last  year.  The  Los  Angeles-San  Fei  ^^ 
nando  Valley  Metro  Rail  system  ha 
just  announced  that  its  first  leg,  link 
ing  Union  Station  with  the  MacAi 
thur  Park  area,  would  be  in  operatioi 
by  1993.  We  were  rightly  skeptical. 

A  preliminary  audit  by  the  U.S.  De 
partment  of  Transportation  says  tha 
Los  Angeles'  transit  project  is  ove 
budget  and  behind  schedule.  The  aul 
dit  was  discussed  last  month  with  th  J 
California  Assembly,  where  discor 
tent  is  growing.   Several  legislator! 
want  to  reorganize  the  plan.  One  com! 
plaint:  The  project  now  has  separatl 
agencies  operating  the  bus,  rail  am' 
highway      systems.      AssemblymeiJ 
want  to  roll  it  into  one  agency,  parti 
to  improve  accountability. 

Further  stages  of  the  commuter  rai 
project — already  the  most  costly  fed 
eral  program  of  its  kind  per  mile- 
no  w  look  doubtful. — Edward  F.  Cone 
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'It  was  an  opportunity  to  do  something  that  had  never  been  done  before. 
iVe  had  the  idea  a  PC  could  be  used  instead  of  a  mainframe  to  solve  some  of 
:he  problems  involved  in  designing  and  building  an  information  system. 

So  we  went  off  and  did  it.  Nights  at  the  office.  Weekends  at  home 
n  the  basement.  A  lot  of  14-hour  days.  Then  we  took  it  to  management 
md  said,  'look,  we've  done  this,  we've  had  good  response  firom  people  we've 
shown  it  to.  Can  we  get  some  resources  to  complete  development  and 
narket  it?' 

Today  this  software  is  a  real  contender  in  the  marketplace.  And  it's 
ed  us  to  even  more  product  ideas.  We're  still  a  little  surprised  at  how  far 
A^e've  come.  We're  also  excited  about  how  far  we  can  go." 


-Steve  Theby,  ProKW  WORKBENCH® Principal  Architect  icenter) 
with  Tbm  Schwab,  Project  Manager  (far  left),  Steve  Wallace, 
Marketing  Manager  I  far  right}.  Bob  Baker,  Graphics  Architect  Icenter,  left), 
JimStrecker,  Head  Des^ner  I  center,  right). 


A  company  of  leaders. 


m 


.h. 


lb  StDp  Auto  Insurance 

Rates  From  Going  Up,^X^'r 

Going  Houselo  House. 


^e  in  tne  insurance  industry 
w  a  lot  ox  you  tninl?  auto  insur- 
;  rates  are  too  ni^n.  And.  we 
t  you  to  knoAiv  we're  doin^ 
e tiling  about  it. 

^eVe  come  up  witn  w^ays  to  con- 
premiums,  and  w^e're  putting 
e  ideas  in  rront  or  tne  legisla- 
,  consumer  activist  groups  and 

tne  consmner.  Here  are  some 
nples  or  our  proposals: 
rue  No -Fault  nelps  keep  premi- 

stanle.  So  w^e  w^ant  to  make  it 
sr  ror  states  tnat  don't  already 
I  it,  to  get  it. 

erious  accidents  contrinute  to 
I  premiums.  So  w^e're  promoting 
5  to  make  our  cars  and  nignw^ays 
r. 

ign  medical  costs  pusn  premi- 
'<  up.  So  w^e  w^ant  to  give  consum- 
ncentives  to  use  doctors  tnat 
ere  to  a  reasonanle  pre -set  ree 
sdme. 

lign  auto  repair  costs  drive  rates 
IS  well.  So  w^e're  w^orking  to 
je  tne  replacement  parts  market 


more  competitive. 

We've  got  proposals  on  now^  to 
give  consmners  more  iniormation, 
so  tney  can  make  cost-eriective 
decisions. 

And  rinally,  w^e  know^  some  peo- 
ple can't  artord  insurance.  So  w^e've 
developed  programs  tnat  would 
make  insurance  more  arrordaDle  ror 
low  and  moderate  income  ramiiies. 

But  to  do  any  ox  tnese  tilings,  w^e 
need  you  to  w^ork  witn  us.  To  lind 
out  now^,  send  tne  coupon  nelow^ 
to  us. 

Because  ii  w^e're  going  to  contain 
costs,  tne  most  important  nouse  w^e 
need  to  support  us  is  yours. 

'    CD  Yes,  I'm  interested,  in  wnat  tne  insurance  industry 
I         is  doing  to  contain  costs  and  now  I  can  nelp. 

Name 

I 


Add 


ress . 


I    City/State/Zip 
I  ' 

I  91410  or  call  1-800-233-9700,  ext.  233 


I    Send  tnis  card  to  Insurance  Iniormation  Institute, 
.    Information  Center,  P.O.  Box  10125,  Van  Nuys,  CA 


WIIUsbenAnd 
\(yi  DoSomebhing 
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our  Insurance  Companies. 


m  TKe  Insurance  Intormation  Institute.  A  non-proiit  action  ana  intormation  center. 


Laura  Cumcll 


Forbes  Informer 


Edited  by  Eric  Schmuckler 


In  the  Nick  of  Time? 

The  Informer  has  learned  that  Time 
Inc.  had  been  talking  merger  with 
Capital  Cities/ABC  even  while  it  was 
talking  deal  with  Warner  Communi- 
cations. Cap  Cities  and  Time  appar- 
ently discussed  a  stock-swap  merger 
similar  to  Warner's,  but  the  deal  broke 
down  over  the  issue  of  succession.  The 
story,  as  we  hear  it,  is  this:  Under  Cap 
Cities'  proposal,  Tom  Murphy,  Cap 
Cities  chairman,  64,  would  have  re- 
tired immediately  and  Time  Inc. 
Chairman  Richard  Munro  would  be 
chief  executive  for  two  years.  He 
would  then  be  succeeded  by  Cap  Cit- 
ies President  Daniel  Burke  for  another 
two  years.  The  sticking  point?  Munro 
wanted  Time  Inc.  President  Nick 
Nicholas  named  heir  apparent  there- 
after. Murphy  demurred,  arguing  that 
the  board  should  have  the  prerogative 
of  making  that  decision  since  it  was 
four  years  in  the  future.  Munro  then 
accepted  Steve  Ross'  commitment  to 
make  Nicholas  chief  executive  and 
the  Time-Warner  merger  was  an- 
nounced. Moral:  Never  underestimate 
the  importance  of  personalities  in 
these  financial  megadeals. 

If  you  think  about  it,  a  Cap  Cit- 
ies/ABC-Time  fit  is  at  least  as  good  as 
Timc-Wamcr  or  Paramount-Time. 
The  combination  would  include  one 
of  the  three  tv  networks,  the  largest 
TV  station  group  in  the  industry  and 
one  of  the  nation's  most  powerful 
publishing  groups.  Combining  Time's 
pay  cable  channels — Home  Box  Office 
and  Cinemax — with  abc's  interests  in 
ESPN,  Lifetime  and  Arts  &.  Entertain- 
ment would  make  it  the  dominant 
force  in  cable  programming.  Since  tv 
networks  cannot  own  cable  systems, 
Time's  cable  system  assets  would 
have  to  go,  but  these  could  sell  for  as 
much  as  $6.5  billion,  by  one  estimate. 

Could  Cap  Cities  reemerge  as  a  bid- 
der for  Time?  Neither  Tom  Murphy 
nor  his  biggest  shareholder,  Warren 
Buffett,  will  do  hostile  deals,  but  if 
Time-Warner  falls  apart,  don't  be  sur- 
prised if  Murphy  and  Buffett  reenter 
as  white  knights.  With  Cap  Cities 
stock  recently  over  $480,  it  could  do 
the  deal  with  stock.  A  stock  deal 
would  involve  little  or  no  debt,  there- 
by reducing  the  necessity  of  selling 
assets  purely  to  pay  down  debt. 

Time  confirms  that  conversations 
took  place,  but  denies  an  offer  was 
made. — Subrata  N.  Chakravarty 


t 

Lockheed  on  the  prowl 

Watch  for  Lockheed,  soon  to  be  sit- 
ting with  as  much  as  $700  million 
from  the  sale  of  its  Information  Sys- 
tems Division,  to  make  a  significant 
acquisition,  probably  a  maker  of  mili- 
tary electronics  systems  and  probably 
in  Europe.  New  Chairman  Dan  Tellep 
has  used  the  Paris  air  show  (the  first 
he's  visited,  ever)  to  hold  talks  with  at 
least  17  chief  executives  of  interna- 
tional aerospace  firms  and  top  offi- 
cials from  the  ec.  The  purchase  would 
be  a  logical  part  of  Lockheed's  latest 
restructuring,  which  has  coincided 
with  unwanted  flirting  from  raider 
Harold  Simmons,  who  has  upped  his 
stake  to  around  6% . — Howard  Banks 

Whatever  hiqipened  to  . . . 

Morley  Thompson,  former  president 
of  Baldwin-United,  and  the  man  who 
presided  over  the  megabust  of  that 
$3.5  billion  financial  services  compa- 
ny in  1983,  has  turned  up  as  one  of 
three  principals  in  M-West  Mortgage 
Corp.  It's  an  Orange  County,  Calif. - 
based  mortgage  servicer  with  a  report- 
ed S3. 3  billion  loan  portfolio.  M-West 
just  bought  the  mortgage  banking  arm 
of  Philadelphia's  Meritor  Financial 
Group  for  a  reported  $33  million. 
Morley  and  two  colleagues  from  Bald- 
win-United days  arc  said  to  have  put 
up  less  than  $3  million  in  cash. 

All  this  is  very  interesting  to  the 
Arkansas  Insurance  Department.  Its 
file  is  still  open  on  an  action  against 
Thompson  launched  in  1984  after  the 
company  failed.  Counsel  for  the  Ar- 
kansas department  says  if  Thompson 
has  a  few  million  bucks  to  spend  on  a 
mortgage  bank,  the  state  might  like  to 
get  some  of  it. — Gretchen  Morgenson 
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Thompsuii  uj  IniLliiinrnili'clfcuni. 
Arfcansas  will  be  in  touch. 


Flying  on  empty 

Honeywell  Inc.  took  an  ad  in  the  Wall 
Street  Journal  a  few  weeks  back  hawk 
ing  a  used  Gulfstream  III  jet.  Are  exec- 
utives at  Honeywell,  which  lost  $435 
million  last  year  on  revenues  of  $7.1 
billion,  going  to  start  traveling  tour- 
ist? Not  quite.  A  company  spokesman 
explains  Honeywell  is  selling  the  old 
job  because  it  recently  added  a  gleam 
ing  new  jet  to  its  three-plane  fleet. 

Howe  Street  howler 

The  Vancouver  Stock  Exchange,  in 
the  heart  of  the  city's  Howe  Street 
financial  district,  has  taken  its  lumps 
lately  (Forbes,  May  29],  plunging  to  its 
lowest  level  in  the  history  of  the  vse 
index.  But  one  vse  listing  doing  its 
best  to  keep  the  exchange  afloat  is 
Archer  Communications,  an  aging 
startup  working  on  a  miraculous  new 
product  called  3-D  sound. 

Calgary-based  Archer  (formerly  Ar 
cher  International  Developments,  for 
merly  Archer  Minerals)  has  no  reve 
nucs,  but  it  does  have  a  market  cap  of 
$240  million  (Canadian),  making  it 
the  vse's  second-highest  flier  ever, 
trailing  only  the  infamous  Chopp 
Computer,  maker  of  the  invisible  su- 
percomputer. Two  years  ago  Archer 
traded  at  45  cents  a  share,  but  after 
acquiring  QSound,  an  outfit  that 
claimed  to  be  working  on  three-di- 
mensional audio,  it  rapidly  began  a 
voyage  into  the  ionosphere,  trading 
lately  at  a  vertiginous  $24  a  share 
Canadian  ($18  on  Nasdaq). 

Shorts,  who  once  chuckled  at  Ar- 
cher's road  show,  featuring  a  tape 
played  on  a  glorified  boom  box,  are 
now  being  squeezed  mercilessly  by  a 
full-margin  call.  They  groan  that  Ar- 
cher has  been  catapulted  heavenward 
by  a  series  of  ebullient  rumors.  The 
latest:  Archer  will  be  taken  out  by 
RCA  for  $30  a  share.  Or:  Archer  is 
negotiating  with  Nintendo  to  develop 
3-D  sound  for  videogames.  Previous- 
ly, Archer  was  said  to  be  working  on 
the  soundtrack  to  Star  Trek  V,  in  which 
the  voice  of  God  would  be  heard  in 
3-D.  Jesus  wept,  heh? 

Things  have  gotten  so  out  of  hand 
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that,  in  a  virtually  unprecedented 
move,  Vancouver  Stock  Exchange  of- 
ficials delayed  trading  in  the  stock  on 
June  8  and  issued  a  press  release  say- 
ing they  had  alerted  regulatory  bodies 
in  Canada  and  the  U.S.  to  the  stock's 
disconcertingly  rapid  voyage.  The 
vse's  press  release  blamed  the  stock's 
mercurial  performance  on  American 
brokers,  promoters  and  exchanges.  It 
could  have  mentioned  American 
newspapers:  The  Wall  Street  Journal 
ran  a  generally  favorable  story  about 
Archer  on  Mar.  10.  Since  then,  Ar- 
cher's stock  has  vaulted  from  $15  to 
$24. — Joe  Queenan 

Silver  Screen's 
golden  goose 

The  folks  who  brought  you  the  Silver 
Screen  limited  partnerships  (Forbes, 
Mar  21,  1988]  are  back.  Where  the 
four  earlier  installments  raised  $  1  bil- 
lion to  invest  in  movies  made  mostly 
by  Walt  Disney,  the  new  Silver  Screen 
Entertainment  Fund  is  considerably 
more  speculative:  It  hopes  to  raise 
$200  million  to  buy  into  television, 
cable  TV,  art  and  sports  franchises. 
This  time  Silver  Screen  can't  ride  on 
Disney's  coattails.  The  partners  still 
include  Roland  Betts,  who  hatched 
the  earlier  film  deals.  They  have  al- 
ready committed  $100  million  to 
joint  ventures  with  media  giant  Via- 
com and  auctioneer  Sotheby's. 

How  will  it  work?  Silver  Screen 
says  it  is  looking  to  snap  up  underper- 
forming  network  rv  affiliates  in  Top 
25  markets.  Likewise  v^dth  radio  sta- 
tions, cable  TV  networks  and  film  li- 
braries. In  the  art  arena.  Silver  Screen 
wants  to  finance  those  who  lend  to  art 
buyers. 

Sounds  like  coming  late  to  the  par- 
ty. Media  properties  and  sports  fran- 
chises are  at  historic  highs,  with  un- 
dervalued situations  scarce  and  ac- 
quirers aplenty.  But  don't  worry. 
Silver  Screen's  general  partners  aren't 
taking  too  much  of  a  risk.  On  top  of 
brokers'  and  other  assorted  fees 
amounting  to  as  much  as  1 1  %  of  pro- 
ceeds, Roland  Betts  and  Silver 
Screen's  partners  get  a  sizable  1.5%  of 
all  the  money  raised  in  the  offering. 

Milken  tees  off 

Michael  Milken  isn't  just  sitting 
aroimd  brooding  over  his  legal  and 
business  problems.  On  a  recent  Satur- 
day afternoon,  Milken  was  spotted, 
sweaty  and  smiling,  after  a  strenuous 
round  of  miniature  golf  at  the  Castle 
Park  course  in  Sherman  Oaks,  Calif, 
with  his  three  kids  and  a  few  of  their 
friends.  How  well  did  he  do?  Milken 
says  he  didn't  keep  score.  A  competi- 
tive guy  like  that  not  keeping  score? 
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FIDELITY  AGGRESSIVE  TAX-FREE  PORTFOLIO 


Fidelity's  Highest 
Tax-Free  Yields 

Aggressive  Tax-Free  is  designed  to  seek 
tlie  highest  federally  tax-free  yields*  among 
lower-rated,  more  volatile  long-term  munici- 
pal bonds.  At  the  33%  maximum  federal 
income  tax  rate,  you'd  have  to  earn  11. 54%  on 
a  taxable  investment  to  equal  the  income  from 
a  federally  tax-free  investment  yielding  7.73%, 
iis  the  chart  shows.  The  funds  share  price, 
yield  and  return  will  vary,  and  you  may  have  a 
gain  or  loss  when  you  sell  your  shares. 

Total  returns  include  change  in  share  price  and  reinvestment  of  dividends.  Average  .Annual  Returns  are  aver- 
aged figures  and  not  year-by-year  results.  Historical  performance  figures  do  not  reflect  the  fund's  1% 
deferred  sales  charge  (applicable  only  on  shares  held  less  than  6  months),  which  would  reduce  performance. 
The  adviser  paid  some  of  the 
fund's  expenses  during  these 

periods,  which  increased  total      Fidelity  Aggressive  Tax-Frce  Portfolio. 

return.  *A  portion  of  the  fund's         For  more  complete  information,  including  management  fees  and 
income  may  be  subject  to  the  expenses,  call  or  write  for  a  free  prospectus.  Please  read  it  care- 

alternative  minimum  tax.  fully  before  you  invest  or  send  money.  Fidelity  Distributors  Corpo- 

ration (General  Distribution  .Agent),  P.O.  Box  660601  Dallas,  TX 
75266-0603.  g^  ^.^ 

Call  toll-free  24  hours      Xt^  Investments  ' 
2rl"oUU-544-()000      CODE:  FORB/FAT/0710891 


7.73% 

11.54% 

.\verage  Net 
Yield  30  days 
ended  6/5/89 

Tax  Equivalent 
Yield  30  days 
ended  6/5/89 

9.95% 

12.23% 

One  Year 

Life  of  Fund 

Total  Return 
.3/.^l/88-5/51/89 

Average  Annual 
Return 

9/13/85-3/31/89 

A  NEW  FORCE  IS  SHAPING 
LATIN  AMERICAN  OPINION 


An  important  new  Spanish- 
language  monthly  designed  for 
Latin  America's  elite  in  finance, 
commerce,  and  government. 
J\ 


L 


offers  its  readers: 

•  the  issues  that  will  make 
headlines  in  tomorrow's  papers. 

•  the  ideas  and  challenges  that 
will  confront  a  continent. 

•  all  treated  with  the  rigor  and 
depth  of  an  essay  and  the  appeal  of 
a  colorful  feature. 


Launched  in  October,  1988,  UNO  already  enjoys  a  50,000 
plus  circulation. 

UNO  is  represented  in  the  United  States  for  advertising 
sales  by  STRUBE  COUGHLIN  ASSOCIATES,  110  Laurel 
Avenue,  Larchmont,  New  York  10538.  For  complete 
details,  call  914-834-0228. 
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Readers  Say 


Linguicide? 

Sir:  Our  beautiful  English  language  is 
being  murdered  every  day.  I  was  much 
disturbed  to  read  [editor  James  Mi- 
chaels'] statement  (Sidelines,  June  12) 
"The  smaller  fellow  in  the  old  (c. 
1962)  snapshot  is  me."  It  should  have 
read:  "is  I." 
— Gardner  C.  West 
Rhinebeck,  NY. 

A  misdemeanor  perhaps,  but  not  murder. 
The  use  of  the  nominative,  while  formally 
correct,  sounds  stilted  in  this  instance.  So 
many  authorities — and  the  Forbes  copy 
desk — approve  the  use  of  "it's  me"  and 
"that's  him. " — Ed. 


Roll  over,  Churchill 

Sir:  During  an  extended  visit  to  Chile 
this  winter  I  confirmed  that  the  situa- 
tion is  indeed  as  you  reported  it  ("A 
letter  from  Santiago/'  May  15]-  The 
lessons  it  teaches  are  that  free  enter- 
prise works  and  that  democracy  is  not 
the  best  form  of  government  for  all 
people  at  all  times! 
—Wm.  A  Griffith 
Coeur  D  'Alene,  Idaho 


Compensation 

Sir:  The  recent  cover  story  on  execu- 
tive   compensation    was    interesting 
("The  power  and  the  pay,"  May  29). 
How  about  doing  one  on  the  most 
underpaid?  We  have  many  people  at 
the  U.S.  Postal  Service  with  positions 
of  enormous  responsibility  who  are 
paid  MBA  starting  salaries. 
— Antlx)ny  M.  Frank 
Postmaster  General 
Washington,  DC. 

Sir:  You  evidently  double-counted 
the  deferred  compensation  for  Na- 
tional City  Corp.'s  chief  executive, 
Edward  B.  Brandon.  His  total  pay  for 
1988  was  $665,250. 
— Thomas  Richlovsky 
Treasurer 

National  City  Corp. 
Cleveland,  Ohio 


Brimming 

Sir:  Your  article  ("The  House  of 
Guinness," /Mne  12]  reported  old  re- 
sults for  the  Seagram  Co.  Ltd.  For  the 
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12  months  ended  Jan.  31,  1989,  reve- 
nues from  beverage  operations  were 
$5,055  billion  and  operating  profits 
were  $425.4  million.  Both  are  records 
for  Seagram  and  reflect  growth  in  all 
areas  of  our  beverage  operations. 
— Richard  Karl  Goeltz 
Executive  Vice  President-Finance 
Seagram  Co.  Ltd. 
Montreal,  Canada 


With  a  little  help 

Sir:  Re  "How  one  tanaily  handles  its 
finances"  Qune  12)  on  Jim  Wright.  A 
cheap  shot  for  such  a  class  magazine. 
—R.W.  Nordgren 
Colma,  Calif. 

Sir:  Truly  a  literary  masterpiece. 
— -John  Mooney 
San  Diego,  Calif 

Sir:  Nancy  and  Ronald  Reagan  ac- 
cepted from  their  friends  gifts  ranging 
from  Adolfo  gowns  to  $2.5  million 
homes.  They  make  Jim  Wright  look 
like  a  minor  leaguer. 
— Thomas  J.  Smith 
Apopka,  Fla. 


Self-confidence 

Sir:  Re  "Smart  money?"  (June  12)  on 
where  mutual  fund  managers  invest 
their  money.  I  have  never  been  an 
"investor"  in  art.  Every  painting  or 
piece  of  scuplture  that  I  have  ever 
bought  was  because  I  loved  it  for  what 
it  was  and  I  believed  the  artist  showed 
true  artistic  ability.  That  it  might  in- 
crease in  value  over  time  never  en- 
tered my  thoughts.  I  recommend  this 
method  to  new  collectors. 

Until  this  year,  and  I  am  now  al- 
most 86  years  old,  I  had  never  sold  a 
single  work  of  art,  and  this  year's  mi- 
nor sale  was  of  three  paintings  by  an 
artist  deceased  since  1941. 

Now,  if  I  don't  put  my  "savings"  in 
art,  where  do  I  put  them?  My  direct 
family  and  I  own  over  535,000  shares 
of  the  equity  mutual  funds  managed 
by  Neuberger  and  Berman. 
— Roy  R.  Neuberger 
New  York,  NY. 

Sir:  "Smart  money"  states  that  Fideli- 
ty invests  corporate  assets  primarily 
in  "heavily  advertised  funds"  such  as 
Magellan  and  Capital  Appreciation 
and  "tends  to  avoid"  its  Select  and 
money  market  funds. 


In  fact,  Fidelity  invests  $15  millioE 
in  money  market  funds  and  $5  mil 
lion  in  Select  Portfolios. 
— -John  J.  Remondi 
Vice  President 
Fidelity  Investments 
Boston,  Mass. 


Well-done  steak 

Sir:  Re  your  "Faces  Behind  the  Fig- 
ures" on  James  Lents  and  his  antipol- 
lution efforts  (May  15)  I  doubt  that 
Mr.  Lents  would  be  able  to  locate  "the 
patio  chef  who  sloshes  butane  on  his 
charcoal"  to  issue  a  ticket  after  the 
explosion. 
— Robert  L  Engler 
Flagstaff,  Ariz. 


Some  retraction 

Sir:  Re  your  declining  Business  Week''. 
demand  for  a  retraction  (Fact  a, 
Comment,  June  12).  You  might  have! 
composed  a  retraction  .  .  .  which  was 
not.  Many  years  ago  Bob  Hope  was  in 
Chicago  and  his  host  put  him  in  a 
less-than-desirable  hotel.  During  his 
performance  he  remarked  that  the  ho- 
tel had  the  biggest  rats  he  had  evei 
seen.  A  livid  hotel  owner  demanded  a 
retraction,  which  Hope  gladly  offered 
"On  second  thought,  they  were  not, 
the  biggest  rats  I've  ever  seen." 
— Gene  C.  Aldridge 
Riclmrdson,  Tex. 


Selling  books 

Sir:  I'm  astonished  that  you  are  re 
volted  by  the  efforts  of  U.S.  and  Brit 
ish  publishers  to  sell  books  in  Iran 
(Fact  atid  Comment,  May  29)  They 
know  Iranian  money  spends,  and  sell- 
ing is,  after  all,  what  they're  all  about. 
— Robert  L  Luthro 
Dubuque,  Iowa 

Sir:  Too  many  Americans  are  failing 
to  take  Iran  seriously.  I  hope  yov 
sharp  comment  will  awaken  some. 
— El  wood  A  Wheat  ley 
Haddonfield,  NJ. 


Correction 

We  apologize  to  South  Korean 
President  Roh  Tae  Woo  for  mis- 
spelling his  name  in  Commen- 
tary on  Events  at  Home  and 
Abroad  (June  12). — Ed. 
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Now  you  can  turn  a  brignt  idea  over  lunch 
into  a  feast  for  the  eyes  in  no  time  at  all.  Witn 
Harvard  Graphics™  from  Software  Publishing 
Corporation. 

Just  pick  the  graphics  format  you  want  from 
the  menu. Then  enter  vour  uata,  hit  a  hev  and  vour 
chart  or  graph  appears  on  screen  in  an  instant. 

L  ustomizing  your  graphics  can  be  just  as  easy. 
Convert  a  flat  pie  chart  to  3-1)  in  one  stroke.  Com- 
nme  charts  or  display  data  tables.  Spell-chech  any 


length  presentation  in  just  one  step.  Then  produce 
your  polished  business  graphics  on  paper,  slides  or  over- 
heads. For  meetings  m  boardrooms  or  lunchrooms. 

^o  call  today  for  our  free 
trial  dish.  You'll  see  the  qualities 
that  make  f^arvard  Graphics  the 
top-selling,  most  award-winning 
program  of  its  hind.  With  it, 
you  II  be  serving  up  presenta- 
tions no  audience  can  resist. 


Harvard 

(i  K  A  P  II  1  C  S 

^'^^- 

FOR  A  FREE  TRIAL  DISK  CALL  1-800-345-2888  OPERATOR  53       ^R 

Runs  on  IBM  iV  jmJmS  DOS  compaliUes.  ©  1989  Softwan>  PublishilV  Corporation,  1901  Landings  Drix^.-,  Mountain  View,  CA  9-1039-7210 
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ONLY22463  DfflTS 
UNTIL  RETIREMENT 


Seems  like  an  eternity. 

But  the  fact  of  the  matter  is  today  people  are  retir- 
ing sooner  than  ever 

The  average  retirement  age  is  now  61.5,  not  65. 
And  it's  getting  even  lower 

It's  a  trend  that  has  employers  worried. 

Because  as  more  and  more  workers  retire,  employ- 
ers end  up  paying  more  and  more  in  post-retirement 
benefits. 

At  the  CIGNA  companies,  we  have  a  solution. 

We've  developed  a  variety  of  voluntary,  portable 
payroll  deduction  plans  that  help  relieve  the  employ- 
er's post-retirement  financial  burden. 

In  each  of  these  programs,  employees  are  given 
the  opportunity  to  plan  for  a  financially  secure  retire- 
ment at  economical  group  rates. 

They  can  choose  from  contemporary  insurance 
programs  like  Group  Universal  Life  that  not  only 
provide  benefits  at  retirement,  but  allow  access  to 
accumulating  funds  during  working  years  as  well. 
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There  ore  also  other  options  available. 

Like  savings  and  investment  vehicles. 

Family  insurance  coverages. 

Supplemental  disability  plans. 

All  these  employee-paid  benefits  supplement, 
and,  in  some  cases,  replace  existing  programs,  helpin 
to  reduce  an  employer's  post-retirement  costs. 

We'll  handle  initial  enrollment,  ongoing  plan 
management,  and  all  employee  communications, 
tailoring  each  program  to  minimize  employer 
administrative  time.  We've  even  implemented  a  toll- 
free  hotline  to  answer  employee  questions. 

For  more  information  about  how  we  can  help  with 
the  post-retirement  cost  problem,  write  CIGNA  Com- 
panies, Dept.  R12,  One  Logan  Sq.,  Phila.,  PA  19103. 

Employee  Marketing  will  benefit  you  and  your  employ 
ees  now.  And  22,463  days  from  now. 

It's  one  more  example  of 
CIGNA's  commitment  to  person- 
alized service  to  business. 


CIGNA 


Benefits  are  provided  by  Connecticut  General  Life  Insurance  Company.  Life  InsuranceCompony  of  North  America  and  INA  Life  Insurance  Company  of  New  York.  CIGNA  componie! 
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'With  all  tby  getting  get  understanding' 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


HOW  MUCH  OF  THE  U.S. 

We  don't  know. 

The  federal  government  doesn't  have  the  information;  it 
doesn't  even  ask  for  or  require  it. 

It  doesn't  matter  if  you're  pro  or  con  foreigners'  invest- 
ing Sbillions  by  increasing  bucketsful  and  taking  over 
American  businesses  and  real  estate  (including  landmarks 
like  Honolulu,  New  York's  Exxon  Building  and  the  Tiffa- 
ny building,  Las  Vegas'  Dunes  Hotel,  and  the  Mark  Hop- 


DO  FOREIGNERS  OWN? 

kins  Hotel  in  San  Francisco)  and  starting  multiple  new 
factories  all  over  the  country  for  Japanese  businesses' 
American  subsidiaries. 

But  everyone  would  agree  we  at  least  should  know  who 
outside  of  the  U.S.A.  owns  what  in  the  U.S.A. 

Requiring  the  filing  of  such  information  with  the  federal 
government  should  be  legislated  as  swiftly  as  Congress 
can  pass  it. 


WHILE  ON  THE  SUBJECT,  HERE'S  A  STATISTIC  THAT'LL  JOLT  TOU 

On  his  return  from  a  Far  Eastern  trip  with  Christopher  nese  investments  for  their  home  turfs.  And  in  Washing- 
Forbes,  our  Publisher  Cap  Weinberger  reports  that  47  of  ton,  D.C.,  only  34  states  have  offices  keeping  eyes  out  for 
our  50  United  States  have  offices  in  Tokyo,  wooing  Japa-     activities  that  might  affect  their  turfs. 

IT'S  A  FORM  OF  LARCENY  TO  TIE  UP 

other  people's  fax  machines  and  use  up  costly  fax  paper  do  with  interstate  messages,  should  be  the  subject  of 

with  extraneous  solicitations  for  sales  or  causes  or  other  federal  regulations  that  would  prevent  these  fabulously 

stuff  that  belongs  in  the  mails.  efficient  machines  from  becoming  bleeders  instead  of 

Fax  lines,  like  telephone  lines,  dealing  as  they  mostly  feeders. 


WHEN  "TASS  ANNOUNCES/' 

TASs,  the  official  and  sole  Soviet  news-gathering/dis- 
pensing agency,  is  suffering  from  happy  and  exciting 
schizophrenia  under  perestroika  and  glasnost.  At  a  small 
limcheon  in  New  York  the  other  day,  which  tass'  newly 
appointed  director  general,  Leonid  Kravchenko,  requested 
with  some  American  media-ites,  Kravchenko  bantered 
and  bandied  with  fascinating  candor. 

On  being  queried  about  Gorbachev's  grip  on  his  job,  the 


IT'S  NOT  US,  SATS  CHIEF 

TASs  boss  said  simply,  "He  has  no  competition,  there  is  no 
competitor." 

Kravchenko  said  that,  for  the  tass  correspondents,  it 
was  a  whole  new  ball  game  reporting  straight,  hard  news. 
It  would  have  been  unthinkable  36  months  ago  to  report 
on  ethnic  unrest  and  riots  and  demonstrations  in  the  Baltic 
states  of  Estonia,  Latvia  and  Lithuania;  the  clashes  be- 
tween the  Azerbaijanis  and  the  Armenians;  the  defeat  by 
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scratch-out  of  unopposed,  entrenched  Communist  party 
factotums,  tass  reports  and  reporters  are  gradually  becom- 
ing a  bit  more  like  their  Western  press  counterparts. 

ABC's  savvy  news  chief,  Roone  Arledge,  asked  Mr.  Krav- 
chenko  how  come,  if  this  was  so,  tass  began  reports  of 
Panama's  election  by  saying,  "tass  announced  that  the 
elections  were  held  in  line  with  the  law  and  have  demon- 
strated for  the  whole  world  to  see  the  Panamanian  peo- 
ple's striving  for  the  right  to  decide  their  own  destiny." 
The  new  tass  chief's  straight-from-the-shoulder  reply 
would  have  cost  him  his  head  not  that  long  ago:  "When 
one  of  our  stories  begins  with  the  words  'tass  announced,' 
it's  the  Soviet  government  talking — not  us." 


When  I  was  introduced  to  Mr.  Kravchenko,  he  smiled 
and  said,  "We've  quite  a  file  on  you  and  the  Capitalist 
Tool."  I  told  him  that  early  next  summer  our  Highlander 
would  be  putting  into  Leningrad,  and  he  responded,  "You 
ought  to  go  on  through  the  waterways  into  Moscow, 
which  would  only  take  two  or  three  days.  If  you  like,  we'll 
look  into  it  for  you.  I  must  say  this  isn't  something  we 
would  have  dreamed  of  suggesting  until  recently!" 

With  alacrity,  I  said  we'd  eagerly  look  forward  to  that 
and  his  help  in  clearing  the  channels. 

It's  one  surprise  after  another  as  the  Gorbachev  pere- 
stroika/glasnost  revolution  permeates  deeper  and  deeper 
every  segment  of  the  old  Red  hierarchical  bureaucracy. 


WHY  DID  FORBES  RUN  FUMENTO'S  FULMINATIONS  ON  AIDS? 


Because  I  was  traveling,  I  didn't  see  it  in  time  to  kill  it. 

There's  much  to  be  said  for  contrary  thinking.  Forbes 
more  often  than  not  sharply  differs  from  commonly  pre- 
vailing conclusions  commonly  arrived  at  from  commonly 
available  figures  and  forecasts. 

But  in  the  case  of  Michael  Fumento's  speculations  in  a 
forthcoming  book.  The  Myth  of  Heterosexual  AIDS,  I  find  his 
views  asinine.  They  are  totally  contrary  to  the  facts  and 
findings  of  infinitely  more  qualified  medical  and  health 
experts.  Because  Forbes  gave  him  space,  some  unknowl- 
edgeable  or  unthinking  readers  may  give  his  opinions 


credence  they  don't  deserve. 

At  the  very  time  this  article  appeared  all  sorts  of  news 
was  breaking  from  the  fifth  annual  International  Confer 
ence  on  AIDS  in  Montreal.  New  and  even  more  dire 
statistics  about  the  rapid  spread  of  AIDS  in  almost  every 
country  on  the  globe  were  revealed. 

Those  researchers — be  they  drug  companies,  or  govern 
mental  or  other — who  devise  means  to  stem  this  fast- 
spreading  killer  plague  will  be  saviors  and  heroes.  And  will 
be  far  more  richly  rewarded  than  is  too  often  the  case  for 
those  making  medical  breakthroughs. 


I  AGREE 

The  following  statement  was  given  to  us  dunug  u  protest  demonstration  by  The  AIDS  Coalition 
To  Unleash  Power  (496A  Hudson  St.,  Suite  G4,  New  York,  NY.  10014),  "a  diverse,  non-partisan 
group  of  individuals  united  in  anger  and  committed  to  direct  action  to  end  the  AIDS  crisis. " 


In  the  June  26  issue  of  Forbes,  editor  Joe  Queenan 
presented  a  case,  based  upon  highly  speculative  informa- 
tion provided  by  an  unreliable  source,  that  dismisses  as 
"worthless"  and  "garbage"  most  of  the  projections  about 
the  size  of  the  AIDS  epidemic,  and  calls  for  treating  AIDS 
as  less  than  a  national  healthcare  crisis. 

•  Those  conclusions  are  based  on  "data  compiled  by 
Alexander  Langmuir,  former  chief  epidemiologist  at  the 
CDC"— an  "expert"  who: 

Has  not  been  with  tl)e  CDC  since  1970 — over  a  decade 
before  the  CDC  became  aware  of  AIDS. 

Assumes  that  HIV  infections  among  all  homosexuals, 
not  just  those  in  major  cities,  peaked  no  later  than 
1982.  The  public  was  not  even  aware  of  HIV  iyifection  in 
1982 — its  cause,  its  transmission,  how  to  prevent  it. 
How  could  tije  number  of  infections  possibly  /xive  peaked 
long  before  safe-sex  practices  were  even  understood  and  put 
into  wide^read  i4se? 

FoRBHs'  "expert"  Ixis  been  urong  twice  before  in prettiaturely 
predicting  the  peaking  of  epidemics. 

The  report  encourages  us  to  believe  that  the  "average" 
American  is  no  longer  at  risk.  But .  .  . 

•  The  Forbes  article  bases  the  belief  on  the  assumption 
that  AIDS  continues  to  be  isolated  to  IV  drug  users  and,  as 
they  put  it,  among  "socially  unfashionable  black  females 
and  homosexuals."  While  the  rate  of  new  infections  might 
be  slowing  among  gay  men,  this  does  not  represent  what  is 
happening  among  other  groups  throughout  the  country, 


which  are  much  less  educated  about,  and  conditioned  to, 
the  practice  of  safe  sex: 

The  African-American  and  Latino  communities,  which 
have  been  particularly  devastated. 

Sexually  active  college  students  and  teens. 

Men,  often  married,  who  do  not  consider  themselves  gay 
or  bisexual  but  occasionally  have  sex  with  other  men. 

The  homeless  and  other  groups  disenfranchised  from 
the  healthcare  system. 

Prisoners. 

Tl)e  sexual  partners  and  newborn  children  of  all  the  above. 

•  It  is  projected  that  over  1,800  babies  will  be  bom  with 
HIV  infection  in  1989  in  New  York  City  alone. 

•  Recently,  according  to  USA  Today,  the  Walter  Reed 
Army  Institute  of  Research  admitted  that  new  HIV 
infections  in  the  army  are  occurring  at  an  "alarming 
rate,"  potentially  making  AIDS  the  #1  killer  of  peace- 
time soldiers.  If  HIV  infection  is  progressing  that  fast  in 
what  is  probably  the  most  isolated  and  controllable 
population  group  in  the  country,  how  fast  is  it  progress- 
ing in  other  groups? 

•  In  other  countries  and  regions  where  AIDS  has  been 
allowed  to  progress  unchecked,  it  has  continued  to 
spread  and  devastate  virtually  every  segment  of  the 
population. 

•  As  the  incidence  of  new  HIV  infections  does,  hope- 
fully, slow  among  those  groups  hit  early  in  the  epidem- 
ic, Forbes  should  be  as  committed  as  the  rest  of  us  to 
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insuring  that  a  new  infectious  pool  of  epidemic  propor- 
tion does  not  re-emerge  in  those  groups.  We  must  all 
encourage  vigilance — not  vigilantism  or  complacency. 

The  Forbes  report  on  Michael  Fumento's  forthcoming 
book  encourages  us  to  believe  that  we  are  allocating  too 
much  of  our  medical,  scientific  and  financial  resources  to 
address  AIDS.  But.  .  . 

•  In  a  national  poll,  a  vast  majority  of  Americans  said 
that  addressing  AIDS  should  be  our  #1  national  health 
priority. 

•  1989  will  be  the  first  year — long  after  AIDS  was  de- 
clared an  epidemic — that  federal  spending  towards  AIDS 
research  and  prevention  will  approach  that  spent  to  fight 
cancer  or  heart  disease. 

•  Unlike  cancer  and  heart  disease,  AIDS  is  infectious — 
it  can  be  transmitted  to  others.  Until  we  develop  a  cure 
and  vaccine,  everyone  is  ifulnerable  to  AIDS.  And,  unlike 
other  infectious  diseases,  like  influenza,  HIV  can  remain 
hidden  and  be  unknowingly  transmitted  for  years  before 
outward  symptoms  develop.  And,  unlike  other  infectious 
diseases,  AIDS  consistently  kills. 

•  Much  of  the  efforts  to  this  point  have  been  to 
make  up  for  the  previous  lack  of  knowledge  about  the 
prevention,  diagnosing,  treatment  and  curing  of  immu- 
nological disorders  like  AIDS.  Now  that  we've  accumu- 
lated enough  knowledge  to  begin  producing  actionable 


results  in  many  of  those  areas,  we  should  he  pressing 
Ixirder  for  even  more  progress  and  even  greater  results — not 
cutting  back. 

Forbes  is  practicing  irresponsible  journalism. 

•  Forbes  is  using  its  name  and  influence  to  espouse  the 
views  of  one  individual  and  to  discredit  data  and  findings 
presented  by  less  partial,  and  more  reliable,  sources — none 
of  whom  Forbes  bothered  to  interview  for  this  article. 

•  By  titling  the  article  "Straight  talk  about  AIDS," 
Forbes  implicitly  encourages  its  readers  to  blindly  accept 
highly  speculative  points  of  view,  without  challenge  or 
corroboration.  In  this  case,  it's  not  just  irresponsible,  it's 
dangerous. 

•  Instead  of  encouraging  complacency  and  indifference, 
Forbes  should  be  using  its  influence  and  mobilizing  its 
resources  to  demand. 

Increased  governmental  resources  towards  finding  a  vac- 
cine, cure  and  treatment  for  AIDS  and  other  illnesses 
caused  by  the  HIV  virus. 

Full,  compassionate  and  humane  medical  care  of  all 
people  affected  by  HIV-related  infection — not  just  those 
whom  they  deem  "socially  fashionable." 

Effective  prevention  education  programs  that  target  all 
people  in  all  cultural  groups. 

The  nationwide  availability  of  anonymous  HIV  testing 
and  counseling. 


IF  TOU  NEVER  BUDGE 

don't  expect  a  push. 


IT'S  ONLY  TOO  LATE 

when  you're  dead. 
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•  Bringing  Home  the  Gold:  10  Keys 
to  Winning  the  Investment  Decath- 
lon— by  Joseph  L.  Shaefer  (Dow  Jones- 
hwin,  $22.95).  While  the  analogy  lik- 
ening personal  investing  to  a  decath- 
lon stretches  a  bit,  this  clear  and 
lively  guidebook  is  studded  with  use- 
fully usable  stuff. 

Excerpt:  In  investing,  as  in  competitive  running  in  the 
decathlon,  it  may  be  more  comfortable  to  stick  with  the 
CT0wd;but,  w^e  are  not  in  [either]  for  the  company .  Wearein 
for  the  rewards.  When  you  find  yourself  running  with  the 
pack,  you  should  feel  claustrophobic  rather  than  comfort- 
able. Running  with  the  pack,  by  definition,  means  you'll 
never  win.  I  am  essentially  contrarian  in  my  approach  to 
making  money  in  the  market.  I  get  distinctly  uncomfort- 
able when  I  find  that  my  friends,  my  fellow  professionals, 
the  Wall  Street  Journal,  and  "Wall  Street  Week"  all  think 
the  same  way  I  do  about  the  market's  direction  and 
velocity.  This  doesn  't  mean  that  we  need  to  be  contrary  for 
the  sake  of  being  contrary-,  it's  not  that  we  are  contrary,  it's 
that  we  act  contrary  to  the  mainstream  of  investment 
thinking.  The  only  way  to  find  out  what  that  investment 
thinking  is,  is  to  tune  yourself  in  to  the  financial  press.  We 
must  [be  tuned  inj  in  order  to  pull  ahead  of  the  pack.  We  do 
not  read  the  financial  press  to  learn  what  stocks  "the 
experts"  tell  us  we  should  purchase  and  then  purchase 
them,  nor  to  find  out  where  "the  experts"  tell  us  the  market 
is  going  and  then  act  accordingly.  We  read  and  listen  in 
Older  to  take  the  pulse  of  how  fast  and  in  what  direction  the 
pack,  as  represented  by  these  supposed  experts,  is  running. 


#  The    Man    in    the    Street — by 

Ann  Chwatsky  (E.P.  Dutton, 
$19.95).  This  top-notch  photo- 
joumalist's  camera  grabs  unaware 
moments  in  the  lives  of  those 
who  muscle-into-being  the  sky- 
scrapers, the  transportation,  pow- 
er and  water  veins  that  provide 
and  carry  away  the  life  and  lives 
of  an  immense  city.  These  are 
the  men  who — literally — make  the  place. 

•  A  Day  in  the  Life  of  Califor- 
nia— by  Rick  Smolan  &.  David 
Cohen  (Collins  Publishers, 
$39.95).  A  color  full  volume  as 
fabulous  as  California  itself.  An- 
other hit  in  that  brilliant  A  Day 
in  the  Life  of.  .  .  series. 

Excerpt:  (California  is]  Ameri- 

ca 's  most  productive  agricultural 

state,  [and]  the  Southern  California  megalopolis  powers 
the  seventh-largest  economy  in  the  world.  California  to- 
day is  20th-century  America's  Ellis  Island.  One  out  of 
every  four  immigrants  entering  the  U.S.  eventually  settles 
in  California.  The  Mexican  population  of  Los  Angeles 
county  is  exceeded  only  by  that  of  Mexico  City.  Seventy 
percent  of  all  Asians  now  living  in  the  continental  U.S. 
call  California  home. 
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The  most 


I 


important  messa^ 
\istem  Union  hi 

ever  delivered: 


Introducing 

Desktop  Faxing. 


.  Now  you  can  fax 

rom  the  desktop  computer 

^rminals  you  afready  own' 


The  most  efficient  fax  machine  is  sitting  right 
on  your  desk.  With  Western  Union's  OfficeAccess'" 

software  and  messaging 

services,  anyone  in  your 

office  can  now  fax  directly 

jrmmals  vou  already  ownrrsSSs, 


rhe  fax  machine  has 
:ome  the  water  cooler  of 


2.  Eliminate  waiting  in  line 

!  80's  office.  But  with  OfficeAccess,  your  people    i    ii         p  1    • 

1  avoid  those  long  trips  to  the  fax  machine.    Qy  f  riP  tflY  lHQPhlllP 

cause  they  won't  be  using  it.  <*^  ^A*^  ^OA  ilia\jlniK/$ 


.  Send  up  to  999 
opes  all  at  once. 


Another  way  we've  made  faxing  faster  is  "broad- 
cast faxing"  or  the  ability  to  fax  a  document  to  as 
many  as  999  different  locations  at  one  time.  Just 
compose  the  message  once,  and  one  keystroke  auto- 
matically sends  it  to  everyone  on  your  mailing  list. 


Because  Western  Union's  transmission  is  all  dig- ^    TjVi^r  ^l%/\  /il/\nvi/\n^ 
1,  you'll  send  consistently  higher  quality  faxes,  ^^  J;  ^j[X  IJIC  vlCdulvSl 

;tead  of  sending  muddy  streaky  spotty 
^es  fiill  of  broken  up,  hard-to- 
idtype. 


ky  spotty    .  Ill  • 

most  readable  copies  ever. 


Now,  you'll  never  have  to  waste  time  calling  to  find 
out  if  your  fax  got  through  because  Western  Union 


.Getautomatic     ,,  .  ,,    „    ,    , 

p  .  I  automatically  confirms  delivery  right  on  your  termmal 

All|iyr|\l  OTirvil  screen  as  soon  as  the  message  reaches  its  destination. 
Uillii  liUlliv/11     Whether  you're  currently  using  Wang,  DEC,  IBM,  Apple  or 

just  about  any  other  system,  call  Western  Union  at  1-800-247-1373, 
Dept.  110.  And  find  out  how  fast  and  easy  Desktop  Faxing  can  be. 


f  delivery 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editor's  mind.-MSF 


You're  Innumerate 

Innumeracy,  the  mathematical  ana- 
logue of  functional  illiteracy,  afflicts 
far  too  many  literate  people.  Once  I 
was  at  a  gathering  of  writers  in  which 
much  was  being  made  of  the  difference 
between  "continually"  and  "contin- 
uously." Later  that  evening,  as  we 
were  watching  the  news,  the  televi- 
sion meteorologist  aimounced  that 
there  was  a  50%  chance  of  rain  for 
Saturday  and  a  50%  chance  for  Sunday 
as  well,  and  concluded  that  there  was 
therefore  a  100%  chance  of  rain  that 
weekend.  I  grant  the  mistake  was  not 
hilarious,  but  no  one  even  smiled. 
— John  Allen  Paulos,  professor  of 
mathematics.  Temple  University, 
New  York  Times  Book  Review 


Who  Owns  Who 

At  the  end  of  1987  the  world  invest- 
ment balance  sheet  showed  that  U.S. 
holdings  overseas  totaled  $308.8  bil- 
lion, about  18%  more  than  foreigners 
had  invested  in  this  country.  In  1979 
the  value  of  U.S.  investment  abroad 
was  more  than  triple  the  foreign  in- 
vestment here. 

Foreign  investors  own  10%  of  U.S. 
manufacturing  assets,  20%  of  U.S. 
banking  and  46%  of  the  commercial 
real  estate  in  downtown  Los  Angeles. 
The  British  are  the  largest  investors  in 
the  U.S.  Their  stake  amounted  to  $75 


billion  at  the  end  of  1987.  Japan's  $33.4 
billion  investment  ranked  only  third, 
behind  the  Netherlands'  $47  billion. 
—U.S.  News  &)  World  Report 

Right  om 

Elizabeth  Taylor  was  at  her  press 
conference  in  Paris,  launching  her 
Passion  for  Men  fragrance. 

One  reporter  asked,  "What  has  de- 
mocracy changed  in  the  course  of  his- 
tory?" The  answer  could  fill  volumes, 
but  Taylor  was  quick  on  the  draw:  "The 
fact  that  you're  able  to  stand  up  and  ask 
a  stupid  question  like  that,"  she  shot 
back,  laughing  along  with  the  crowd. 
— Jeannie  Williams,  USA  Today 

Inviting  More  Spills 

The  chairman  of  a  healthy  Califor- 
nia savings  and  loan  association  calls 
his  industry's  lobbying  to  weaken  the 
s&L  bailout  bill  "disgraceful" — as  bad 
as  if  Exxon,  after  the  Valdez  oil  spill, 
had  called  for  the  "liberal  use  of  whis- 
ky by  tanker  captains." 

The  U.S.  League  of  Savings  Institu- 
tion's efforts  won  overwhelming  Re- 
publican support  in  the  House  Judicia- 
ry Committee — no  victories,  but  two 
alarming  close  calls.  The  committee 
first  voted  to  slash  the  stiff  penalties 
for  fraud  that  the  bill  would  impose. 
This  surrender  to  industry  pressure 


o 
>- 


X 
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"For  thirty  years  we'i'e  been  knoutt  as  a  fun  couple.  Do  you 
mind  if  we  ease  off  in  the  Immestretch?" 


was  later  rescinded,  but  the  point  was 
made:  The  thrifts  still  have  muscle. 

The  committee  adopted  President 
Bush's  proposal  that  s&ls  keep  the 
same  level  of  capital  as  commercial 
banks,  but  also  required  that  one-half 
be  in  "tangible  assets."  Republican 
committee  members  tried  to  neutral- 
ize the  hard-cash  requirements  [but 
they]  lost  on  a  tie  vote.  The  leniency 
they  advocate,  like  more  whisky  for 
seagoing  skippers,  would  only  invite  a 
wider  s6a.  spill,  and  scandal. 

— New  York  Times  editorial 


Experience  is  not  what  httppens 
to  a  man.  It  is  what  a  man  does 
with  what  happens  to  him. 

— Aldoos  Huxley, 
Tbe  Book  of  Quotes,  by  Barbara  Roues 
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Not  Healthy 

It  seems  like  a  minor  thing,  perhaps, 
but  a  society  that  replaces  a  colorful 
word  like  skyscraper  with  the  duller 
high  rise  is  not  a  healthy  society. 

[This  writer]  has  thrown  his  sup- 
port behind  the  movement  to  pass  a 
law  forcing  restaurants  to  have  birth- 
day and  nonbirthday  sections.  Is  there 
anything  more  frightful  than  the  spec- 
tacle of  idiotically  grinning  waiters 
marching  behind  a  chocolate  torte 
with  one  candle  stuck  in  it?  Is  there 
anything  more  pitiful  than  the  plight 
of  the  helpless  victims  cringing  as 
that  grotesque  parade  approaches, 
knowing  that  they  are  about  to  be 
subjected  to  forced  singing  and  can  do 
nothing  to  stop  it? 

— Lewis  Grossberger,  7  Days 

Politicking 

Speaking  in  a  parish  where  half  the 
voters  were  Catholic,  half  Baptist, 
Governor  Earl  Long  of  Louisiana  began 
by  saying  that  the  most  pleasant  times 
of  his  youth  were  on  Sunday  mornings 
when  he  would  hitch  a  pair  of  horses  to 
a  wagon  and  drive  his  grandmother 
and  grandfather  to  the  Catholic 
Church.  After  the  service  was  over, 
"Uncle  Earl"  continued,  he  would  re- 
turn home,  hook  up  a  fresh  team  and 
drive  his  other  grandmother  and 
grandfather  to  the  Baptist  Church. 

After  the  speech,  Long's  aide  came 
up  and  said,  "Governor,  I  didn't  know 
you  had  a  Catholic  grandfather  and 
grandmother." 

Uncle  Earl  replied,  "Hell,  we  didn't 
even  have  a  wagon." 

—"Jab's  Gab," 
Benton  County  (Mo.)  Enterprise 
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Every  Plant  On  This  Page  Will  Be  Needed 
To  Meet  The  World  s  Growing  Demand  For  Food. 


ADM 


Nature  has  provided  us  with  the  abdity  to  grow  many  crops.  But  the 
job  remains  to  turn  nature's  abundance  into  useable  feeds  and  foods.  That's  why 
the  Archer  Daniels  Midland  Company  is  constantly  improving  its  network  of 
processing  plants  and  its  transportation  system.  So  we  can  put  the  variety  of  the    supermarket  to  the  world 
world's  crops  to  a  variety  of  uses. 


<$> 


^Just  another  brake  job? 
Not  to  the  guy  who  owns  this  eai 

Not  to  me,  eitheif 


\ 
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'You  learn  real  fast  in  a  GM  dealership,  behind  ever), 
brake  job  there's  a  person.  Someone  who  depends 
on  these  wheels  to  get  around  town,  go  on  vacations 
take  the  kids  to  school.  And  that  person  brought  thei 
car  to  this  dealership  because  they  wanted  these 
brakes  done  right.  With  genuine  GM  parts.  The  kind 
this  General  Motors  car  was  designed  to  use. 

"Just  another  brake  job?  There's  no  such  thing  in 
my  book:  a  .       i  .      "VX^ 


\k0^^^ 


Stephen  Thompson 

Mr.  Goodwrench  Service  Technician 

Sycamore  Chevrolet,  Terre  Haute,  Indiai 


'/* 


■/ 


Talk  to  Mr.  Goodwrench  and  you  learn  very  quickly 
hes  a  career  technician.  He  takes  pride  in  his  GM 
factory  training  and  the  skills  he  brings  to  the  job.  S( 
when  youve  got  Mr  Goodwrench  taking  care  of  you 
car  you  ve  got  the  freedom  to  go  anywhere,  anytime 
And  isn  t  that  what  owning  a  car  or  truck  is  all  about' 
Whether  you  drive  a  Chevrolet.  Pontiac,  Oldsmobile 

Buick.  Cadillac  or  GMC  Truck,  bring  it  to  the     | , 

man  who  knows  it  best... Mr  Goodwrench.         GM 


Parts 
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It's  not  just  a  car. . .  it's  your  freedom. 


Fact  and  Comment  11 

By  M.S.  Forbes  Jr.,  Deput>  Kditor-in-Chief 


THET  CALL  IT  "COMPASSION  FATIGUE" 

butwhateverthename,  it  is  inhuman.  Refugees  continue  to     not  lost  their  capacity  for  persecution  and  mass  murder, 
flee  Indochina,  but  where  will  they  go?  They're  unwanted.     Forcible  repatriation,  at  best,  will  condemn  the  boat  people 


In  Hong  Kong,  the  British  are  demanding 
that  these  people  be  forcibly  returned  to 
Vietnam  because  they  are  "economic"  not 
political  refugees.  The  distinction  doesn't 
hold  up  here.  Many  die  on  those  boat  jour- 
neys; they're  not  undertaken  unless  the  fear 
of  persecution  is  genuine.  The  British  For- 
eign Secretary  should  brush  up  on  his  history:  The  U.K.  and 
the  U.S.  forcibly  repatriated  some  2  million  Russian  pows 
and  slave  laborers  found  in  Germany  at  the  end  of  wwii. 
Most  either  were  executed  by  Stalin  or  died  in  his  prison 
camps.  China  demonstrates  that  Communist  regimes  have 


BRITAIN  DEMANDS 
RETORN  TO  VIETNAM 
OF  BOAT  PEOPLE 


to  a  hideous  life  in  prison  camps. 

Other  countries  agree  with  the  U.K.'s 
harsh  approach,  thinking  they've  taken 
enough  refugees.  That  may  be  true  of 
Thailand,  but  not  of  Japan  or  other  East 
Asian  nations,  and  certainly  not  of  Europe. 
New  York  Times  The  U.S.  has  agreed  to  accept  around 
20,000  Vietnamese  over  the  next  three  years.  We  can  and 
should  do  more.  We  should  also  put  pressure  on  other 
countries  to  do  the  same.  When  permitted  to  do  so,  most 
of  these  people  contribute  enormously  to  the  growth  and 
vitality  of  their  new  countries. 


HERE  IS  A  PEBBLE  OF  A  PROJECT 


that  could  eventually  lead  to  a  landslide  of  economic 
growth  in  Mexico,  Latin  America  and  the  Third  World. 

Polyconomics,  an  economic  consulting  firm,  is  put- 
ting together  several  first-rate  individuals  to  take  a  hard 
look  at  the  economic  obstacles  hobbling  the  Mexican 
economy.  Led  by  the  highly  respected  Alvin  Rabushka 
of  the  Hoover  Institute  and  Robert  Mundell  of  Columbia 
University,  the  group  will  examine  how  tax  codes, 
monetary  policies,  regulations, 
tariff  quotas  and  the  like  have 

adversely  impacted  our  critical     I,  As  Unrest  Over  11 
neighbor.    Mexican   government 


make  anybody  creditworthy  by  reducing  his  income." 

American  banks  and  international  agencies  such  as  the 
IMF  have  chronically  misdiagnosed  the  principal  problems 
in  debt-strapped  countries:  excessive  taxation  and  regula- 
tion. Knocking  out  tax  disincentives  is  easy.  Yet  the  imf 
and  others  continue  to  press  for  inflationary  devaluations 
and  higher  taxes.  The  resulting  austerity  has  created  a 
political  powder  keg  that  is  about  to  explode.  In  Peru, 

Khmer      Rouge-like      guerrillas 

have  the  run  of  the  countryside 

and  are  now  at  the  gates  of  the 

New  York  Times    country's  leading  cities.  Argenti- 


financial  officials  are  supportive  of  the  undertaking. 

What's  so  revolutionary  about  all  this?  As  the  project 
prospectus  makes  clear,  this  team  recognizes  something 
that  has  eluded  virtually  all  other  "development"  experts: 
"The  foreign  debt  crisis  did  not  originate  Mexico's  eco- 
nomic problems.  It  only  brought  them  to  the  surface.  Too 
much  attention  is  focused  on  mechanisms  to  reorganize 
the  foreign  debt  of  developing  countries  and  too  little  on 
what  measures  would  motivate  both  foreign  and  domestic 
investors  to  want  to  invest  in  a  share  of  Mexico's  future. 
In  reality,  Mexico  and  other  debtors  can  grow  their  way 
out  of  the  debt  trap  as  have  South  Korea,  Turkey,  Malay- 
sia and  Thailand  in  recent  years.  It  is  never  possible  to 


na  is  being  destroyed  by  a  1920s,  Germany-like  inflation. 

This  type  of  commonsense  study,  which  will  be  com- 
pleted by  year-end,  should  have  been  commissioned  by 
Washington  or  U.S.  banks  years  ago.  The  group's  likely 
recommendations  are  unlikely  to  be  revolutionary — they 
were  used  successfully  in  Germany  and  Japan  after  World 
War  II  and  by  Taiwan,  South  Korea,  Hong  Kong,  Singapore, 
Botswana  and  others  in  recent  years.  Lenders  should  push 
the  upcoming  report's  suggestions  if  they  want  to  preserve 
the  integrity  of  their  Latin  loans. 

For  a  summary  of  the  true  sources  of,  and  general  solu- 
tions to,  the  Third  World  debt  crisis,  get  a  copy  of  the 
project  proposal  from  Polyconomics  (Morristown,  N.J.). 
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ADD 

SURE10 
IWIOUR 

DE  FRANCE 


It's  the  world's  toughest 
bicycle  race:  2,500  miles  in  one 
month,  over  mountain  roads  and 
city  streets,  in  good  and  bad 
weather.  You  would  think  that's 
more  than  enough  pressure,  for 
man  and  machine  alike. 


But  Akzo  has  added  pressure 
-  in  a  way  that  is  welcomed  by  all 
concerned.  We  invented  an  ara- 
mid  fiber,  Twaron  ,  that's  five  times 
stronger  than  steel.  Bicycle  tires 
reinforced  with  Twaron  can 
ta^e  50%  more  air  pressure  than 


ordinary  tires.  This  reduces  roll- 
ing resistance  considerably. 

Whizzing  downhill  at  55  miles 
an  hour  it  won't  make  much  differ- 
ence. But  on  the  way  to  the  top  it 
will  deliver  noticeably  more  speed 
for  the  same  amount  of  effort. 


Best  of  all,  perhaps,  *■ 
tires  are  four  times  less 
go  flat  than  ordinary  tin 

In  close  cooperation 
clients  we've  put  Twarytt; 
work  in  an  amazing  w 
of  products.  Space  caps^ki 


^* 
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iholstery,  safety  helmets, 
>of  garments,  medical 
tnt,  cables,  radiator  hoses 
:  grows  longer  every  day. 
irs,ason  bicycles,  Twaron 
sure  a  higher  degree 
y  and  economy.  Twaron 


is  just  one  of  the  more  than 
20,000  patents  Akzo  has  to 
its  name. 

With  70,000  people,  350  lo- 
cations in  50  countries  and 
clients  in  almost  every  corner  of 
the  globe,  Akzo  is  one  of  the 


leading  companies  in  the  fields 
of  chemicals,  fibers,  coatings  and 
health  care. 

For  further  information 
please  write  to  Akzo  America  Inc., 
Corp.  Comm.  Dept.,  Ill  West  40th 
Street,  New  York,  N.Y.  10018. 


AKZO 


As  long  as  GE  Capital  has  been 
in  the  business  of  financing  other 
businesses,  we've  been  in  the  idea 
business.  Over  the  years, our 
capital  ideas  have  helped  many 
seagoing  companies  keep  their 
heads  above  water 

Equipment  leasing,  for  example, 
is  a  capital  idea  that's  right  at 
home  at  sea:  Containership 


operators  keep  their  working 
capital  high  and  dry  by  leasing 
ships  by  the  dozen  and  containers 
by  the  thousand  from  GE  Capital. 
Circle  Line  brought  us  aboard 
when  they  wanted  to  expand  their 
business  in  New  York  harbor 
Thanks  to  GE  Capital,  custom  fi- 
nancing surfaced  and  World  Yacht, 
New  York's  most  elegant  floating 


restaurants,  became  part  of  the 
Circle  Line  fleet. 

And  an  Ontario-based  houseboat 
and  yacht  rental  organization  with 
a  fleet  of  130  boats  on  four  con- 
tinents floated  a  line  of  credit  from 
GE  Capital  to  keep  its  inventory 
financing  shipshape. 

Whether  or  not  your  company's 
business  happens  on  the  water, 


wed  like  the  chance  to  help  im 
prove  your  financial  picture.Ji 
call  us  at  our  toll-free  number 
1800243-2222. 

To  keep  things  on  course,  we' 
got  capital  ideas  by  the  boatloa 

Not  Just  C^ita 
GpitalMeas. 


ital  Ideas 


are  launched  at 
(^CaataL 
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Commentary 

on  Events  at  Home  and  Abroad 

By  Caspar  \V  Weinberger,  Publisher 


SCORE  TWO 

For  many  years  the  Soviets  have  performed  the  remark- 
ble  feat  of  holding  their  mihtary  budget  at  20.2  biUion 
ibles  a  year.  None  of  us  in  Washington  quite  knew  how 
ley  did  it,  considering  the  extent  of  their  weaponry.  The 
lA  and  our  other  intelligence  agencies  always  told  us  that 
le  Soviets'  ability  to  hide  their  real  spending  on  defense 
revented  us  from  realizing  that  the  Soviets  actually  spent 
t  least  ten  times  more  than  the  officially  armoimced  figure. 

Now  Mr.  Gorbachev  says  that  they  actually  spent  about 
)ur  times  as  much  as  their  officially  reported  figures.  We 
link  that  is  about  half  of  what  they  actually  spent.  That 
leans  that  the  cia's  intelligence  estimates  were  far  closer 
)  the  actual  amounts  than  the  Soviet  estimates. 


FOR  THE  CIA 

Then,  some  weeks  ago,  the  Soviets  announced  that  their 
previously  published  statistics  on  their  economic  growth 
had  also  been  very  low.  The  actual  growth  figures,  they 
said,  and  other  vital  statistics  of  the  Soviet  economy  were 
far  closer  to  cia  economic  analyses  and  estimates  than  to 
the  previously  published  Soviet  figures. 

hi  fact,  the  newly  appointed  Soviet  economists  said  that 
they  knew  the  earUer  estimates  were  wrong  because  the 
"cia  said  so,  and  the  cia  is  quite  often  right." 

It  is  fashionable  for  many  of  us  to  believe  that  every- 
thing our  intelligence  agencies  say  has  to  be  wrong.  Here 
are  two  cases  in  which  cia  reporting  is  getting  some 
unusual  confirmation — from  the  Soviets  themselves. 


OUR  CONFLICTING  ADVICE  FOR  THE  JAPANESE 


America  is  viewed  as  a  land  of  curious  ambiguities  by 
lany  of  our  friends  abroad,  especially  friends  in  Japan. 
here  are  many  voices  in  the  Congress  and  elsewhere 
rging  Japan  to  spend  far  more  on  its  own  defense  and  at 
ast  to  give  up  any  vestige  of  the  "1%  rule"  imder 
'hich  Japan  limited  its  military  spending  to  some  point 
elow  1%  of  the  gnp.  That  unwritten  rule  has  been  set 
side  by  two  successive  Japanese 
Dvemments. 

But  every  time  Japan  increases  its 
sfense  capabihty,  a  large  number 
f  voices,  both  American  and  neigh- 
3rs  of  Japan,  worry  publicly  that 
ipan  is  becoming  too  militaristic 
?ain  and  is  on  the  road  to  becom- 
ig  a  military  threat.  Toyota  auto  plant  in  Georgetown,  Ky. 

It  is  the  same  thing  with  Japanese  investment  abroad, 
/henever  Japan  buys  or  builds  a  factory  in  the  U.S.  to 
lake  automobiles,  televisions  or  whatever,  our  public 
Dices  are  about  equally  divided  between  favorable  and 
nfavorable  comments.  Japanese  factories  in  our  country 
.e  heavily  criticized  as  further  evidence  that  "Japan  is 
aying  America,"  and  that  the  end  is  near  for  us. 

But  most  of  the  50  governors  of  our  states  have  visited 
ipan  within  the  last  few  years,  each  urging  Japanese 
jmpanies  to  buy  or  to  build  American  plants  in  each  of 


the  governors'  states.  Their  well-grounded  argument  is 
that  such  acquisitions  produce  American  jobs  and  result  in 
higher  American  tax  revenues. 

There  is  really  very  little  danger  to  the  future  indepen- 
dence  and   sovereignty   and   safety   of   the    U.S.    from 
Japanese  acquisitions  of  farms  or  factories  here.  Most  of 
the   critics   seem   to   have   forgotten   that   one    of   the 
sovereign  powers  of  the  U.S.  gov- 
ernment in  time  of  war  or  some 
similar  emergency  is  to  take  over 
any  foreign-owned  asset  in  the  U.S. 
None  of  the  most  vociferous  of  the 
"Japan  must  not  be  allowed  to  buy 
America"    school    seems    to    recall 
that   all   Japanese-owned   assets   in 
the  U.S.  could  be  confiscated  by  the 
American  government  at  the  first  suggestion  of  any  real 
trouble  between  our  two  countries. 

Meanwhile,  we  should  decide  whether  we  want  Japan  to 
invest  in  America,  as  all  our  governors  are  urging,  or 
whether  we  want  to  prohibit  its  investing  in  America,  as 
some  of  our  most  imerJightened  worriers  are  urging; 
whether  we  want  Japan  to  contribute  to  its  own  protection 
or  continue  to  allow  us  to  carry  the  major  burden  of  a 
Pacific  defense.  At  least  we  should  give  the  Japanese 
consistent  advice. 
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Who  SaysThere  Are 
No  EasyAnswers. ' 


Whoever  said  it,  obviously  has 
never  used  NEXIS,'  the  world's 
largest  on-line, 
full -text  informa- 
tion service. 

NEXIS  makes 
finding  in-depth 
answers  easy.  Lik(- 
gathering  intelli- 
gence on  a  competitor's  technolog,\-. 
TVacking  the  introduction  of  a  new 
product  or  service.  Finding  profiles 


of  customers  or  executives.  Or  just 
the  latest  developments  that  affect 
your  company  or 
product. 

Whether  draw- 
ing from  The  New 
York  Times  or 
the  less  familiar 
Xinhua (New 
China)  News  Agency,  NEXIS  taps 
over  600  sources  to  give  you  the 
raw  information  vou  need  to  arrive 


at  an  intelligent  conclusion.  In  just 
about  the  time  it  takes  to  thumb 
through  this  magazine. 

Tb  find  out  more  about  the  NEXIS 
service,  just  call  1-800-541-6886 
to  talk  to  a  NEXIS  representative 
and  arrange  for  a  demonstration. 
So  that  next  time  you're  facing  the 
tougli  questions,  you'll  know  where 
to  go  for  the  easy  answers. 

NEXIS' 


<S)  1989  Miad  Data  > .  niral.  Int  All  righu  resnm'd  SEXIS  isa  sprvitf  of  Mrad  Data  (Viitral,  lii<  aid  a  trademark  thai  is  n-gisiin-d  «  nh  the  IIS.  Patent  and  Thtdemarii  Office. 


What's  Ahead  for  Business 


Kuwait  wants  a 
fiiirer  shake,  but 
the  Saudis  say  no 


De^te  the  boost 
from  the  strong 

dollar,  the  Saudis 
are  cash  short 


But  strong  demand  and 
low  stocks  will  mean 
steady  winter  prices 


Edited  by  Howard  Banks 

A  STORM  BEFORE  THE  CALM? 

It's  one  of  the  most  uncertain  times  ever  in  the  oil  world,  yet,  odd 
as  it  may  sound,  oil  prices  this  winter  could  well  be  more  stable  than 
most  observers  expect. 

The  uncertainty  arises  from  the  falling  out  of  hitherto  close  allies, 
Saudi  Arabia  and  Kuwait,  at  the  June  meeting  of  the  Organization  of 
Petroleum  Exporting  Countries.  That  session  of  the  oil  cartel  ended 
with  Kuwait  saying  it  wouldn't  be  bound  by  its  opec  quota. 

Kuwait  is  miffed  because  its  quota  is  less  than  40%  of  its  production 
capacity  of  2.8  million  barrels  per  day  (bbl./day).  Other  opec  members 
enjoy  a  quota  close  to  50%.  Kuwait  wants  a  1.35-million-bbl./day 
quota  and,  though  few  believe  it,  says  it  would  stick  to  it.  Kuwait  today 
is  churning  out  over  2  million  bbl./day. 

Kuwait  is  also  concerned  about  Iraq  increasing  its  present  2.8-million- 
bbl./day  crude  exports  by  1  million  bbl./day  this  fall,  thanks  largely  to 
the  new  Petroline  pipeline  across  Saudi  Arabia.  Iran  could  also  increase 
output  above  its  present  2.8-million-bbl./day  quota. 

A  less  obvious  explanation  for  the  split  arises  from  the  different 
economic  pressures  on  the  two  countries. 

Saudi  Arabia  gets  90%  of  its  revenues  from  oil  exports.  Despite  the 
boost  from  a  stronger  dollar  and  higher  oil  prices,  the  Saudis  are  cash 
short,  and  now  talk  openly  of  tolerating  higher  market  prices. 

Kuwait,  in  contrast,  now  gets  half  its  revenues  from  its  investments  in 
oil  refining  and  retailing  (its  "Q8"  gas  stations  are  sprouting  all  over 
Europe).  Keeping  oil  prices  around  $18  per  barrel,  which  opec  now 
calls  its  reference  point,  boosts  refining  margins,  including  Kuwait's. 

Kuwait's  capable  oil  minister,  Ali  Khalifa  Al-Sabah,  also  frets  that  the 
higher  crude  prices  go,  the  greater  the  incentive  to  invest  in  oil 
production  by  non-oPEC  countries. 

Don't  expect  this  friction  to  lead  to  an  all-out  price  war,  though 
the  Saudis  have  the  means  at  hand. 

They  have  significant  stocks  of  oil  in  tankers,  mostly  moored  in  the 
Caribbean,  that  could  reach  the  U.S.  in  days  instead  of  the  usual  four  to 
six  weeks.  (London-based  analyst  Jeremy  Hudson  of  Shearson  Lehman 
Hutton  estimates  it  could  be  as  much  as  60  million  barrels.) 

Demand,  meanwhile,  is  stronger  than  expected — in  the  U.S.,  despite  a 
slowing  economy,  and  also  in  Asia,  Europe  and  among  the  less- 
developed  countries. 

So,  despite  opec's  13  member  countries  producing  over  21  million 
bbl./day — well  in  excess  of  opec's  new  19.5-million-bbl./day  quota, 
upped  at  the  June  meeting  from  18.5  million  bbl./day — the  market  is 
remarkably  unstrained.  The  winter's  normal  rise  in  demand  will  calm 
things  further.  The  most  likely  prospect,  then,  is  for  oil  prices  to  trend 
slowly  up  this  winter  from  their  present  $20  per  barrel  to  maybe 
$21.50.  Manageable. 


FORBES,  JULY  10,  1989 


33 


The  Forbes  Index 
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It's  not  double-digit,  but  it  still  hurts.  The  Consumer 
Price  Index  rose  0.7%  in  April  and  0.6%  in  May.  The 
latest  increase  was  largely  the  result  of  higher  prices  for 
gasoline  and  food.  At  its  current  pace,  inflation  is  increas- 
ing at  a  7.4%  annual  rate,  hiflation  was  4.4%  in  1988. 
Industrial  production  held  steady  in  May,  while  new 


unemployment  claims  jumped  5.6%,  the  biggest  rise  il 
five  months.  May  housing  starts  gained  2.8%,  to  133, lol 
units,  but  the  trailing  12-month  total  for  this  index  hal 
been  on  the  decline  since  February.  Consumer  install 
ment  credit  expanded  by  0.4%,  to  a  record  $693.8  billior' 
in  April.  Retail  sales  rose  0.1%  in  May,  to  $141.1  billioni 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  US  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  fo;  durable  goods  com- 
pared with  manufacturers'  inventones,  total  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit 

To  measure  these  eight  elements,  Forbes  monitors  ten 
series  of  US  government  data  The  last  14  months'  dat.i 
for  each  series  are  presented  at  right. 
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Bred  to  move  swiftly  and  surely,  the  XJ6 
reflects  over  a  half-century  of  Jaguar 
experience  on  the  road  and  track. 

Jaguar's  legendary  double  overhead 
cam  engines  first  found  fame  at  the  24 
Hours  of  Le  Mans  endurance  races.  Now 
a  3.6  liter  DOHC  powers  today's  XJ6. 
With  an  engine  of  cast  aluminum  alloy  for 
lighter  weight  and  better  cooling  and 
with  four  valves  per  cylinder  for  improved 
breathing,  this  is  one  of  the  quickest 
Jaguar  sedans  ever  built. 

Ride  and  handling  are  two  other 
areas  for  which  Jaguars  are  well  known. 
Although  the  classic  goals  of  a  smooth 
ride  and  agile,  athletic  handling  are 
inherently  in  opposition.  Jaguar  engi- 


Whether  it's  a  swift 
horse,  a  smart  hound 
or  an  agile  car,  the 
English  have  long 
known  the  importance 
of  good  breeding. 


neers  have  achieved  both  in  one  automo- 
bile. One  part  of  Jaguar's  unique  solution 
is  found  in  its  four-wheel  independent  sus- 
pension. Patented  pendulum  isolation 
and  computer-controlled  self-leveling 
also  help  produce  Jaguar's  luxurious  ride 
and  excellent  road  holding  characteris- 
tics. Up  front,  Jaguar's  power-assisted, 
rack-and-pinion  steering  provides  the 
driver  with  quick,  positive  response  with 
a  remarkable  degree  of  road  feel. 

Rich  in  comfort,  convenience  and  Old 
World  craftsmanship,  the  XJ6  cabin  is 
graced  with  hand-polished  burl  walnut 
fascia,  console  and  door  inserts.  The 
seats  are  faced  with  the  finest  leather. 
A  computerized  climate  control  system 


maintains  the  cabin  temperature  and 
incoming  humidity  to  your  liking.  An  80- 
watt,  six-speaker  stereo  receiver  and 
tope  deck  with  Dolby®  provide  a  quality 
of  sound  that  rivals  a  live  performance. 
To  test  drive  this  latest  refinement  of 
the  breed  and  for  inform.ation  on  Jaguar's 
extensive  three-year/36,000-mile  war- 
ranty, see  your  dealer.  He  can  provide 
details  of  this  limited  warranty,  appli- 
cable in  the  USA  and  Canada,  and 
Jaguar's  uniquely  comprehensive 
Service-On-Site^'^  Roadside  Assistance 
Plan.  For  the  name  of  the  dealer  nearest 
you,  call  toll-free:  1 -800-4- JAGUAR. 
Jaguar  Cars  Inc.,  Leonio,  NJ  07605. 

ENJOY  TOMORROW,  BUCKLE  UP  TODAY. 
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AN 
IMPROVED 

BUSINESS 
PICTURE. 


Picture  this:  a  computer  with  the  power,  speed  and  VGA  graphics 
apability  of  a  high-performance  desktop  PC,  that's  small  enough  to  slip  into  a 
esk  drawer. 

That's  the  beauty  of  the  Toshiba  T5200  laptop  computer. 

The  T5200  is  our  most  sophisticated  laptop  ever.  It  has  an  Intel 
0386  microprocessor,  32-bit  architecture,  and  it's  IBM  compatible.  And  you  can 
hoose  your  operating  system -MS  DOS:  MS  OS/2"  or  Unix! 

It's  like  having  an  entire  computer  department  in  a  briefcase, 
ind  because  it's  no  bigger  than  a  briefcase,  you  can  access  your  office  mainframe 
nywhere  you  go. 

Our  laptop  is  only  one  example  of  how  we  do  business.  Because  every  piece 
f  business  equipment  we  make,  from  copiers  to  fax  machines,  to  phone 
y^stems,  are  all  designed  around  one  central  idea:  The  best  way  to  improve  our 
usiness  is  to  improve  yours. 

Intel  IS  a  irademark  of  Intel  Corporation.  Unix  is  a  registered  trademark  of  American  Telephone  and  Telegraph  Company,  IBM  is  a  trademark  of 
srnational  Business  f^actiines  Corporation  MS  DOS  and  MS  OS/2  are  registered  trademarks  of  Microsoft  Corporation 

In  Touch  with  Tomorrow 

TOSHIBA 

For  more  information  write,  Toshiba  America  Information  Systems,  Inc  .9740  Irvine  Blvd..  Irvine. CA  92718  or  call,  1-800-457-7777 


Forbes 


When  S&Ls  went  had,  Uncle  Sam  hailed  out  the  depositors.  Bui 
Uncle  Sam  has  m.ade  no  such  promises  to  life  insurance  policy 
holders — and  eight  out  often  Americans  own  life  insurance. 


By  Gretchen  Horgenson 

OF  THE  155  MILLION  Americans 
who  own  some  form  of  life 
insurance,  few  are  fully  aware 
of  the  industry's  eroding  financial 
base  and  its  rising  rate  of  failures. 
This  ignorance  is  not  bliss.  Unlike 
customers  at  banks  and  savings  and 
loan  institutions,  people  who  trust 
their  money  to  life  insurance  compa- 
nies are  not  protected  by  a  federal 
bailout  mechanism. 

No,  we're  not  predicting  massive 
failures  among  life  companies,  as  hap- 
pened with  savings  and  loans  and,  to  a 
lesser  extent,  commercial  banks.  But 
only  an  ostrich  would  ignore  signs  of  a 
seriously  deteriorating  situation. 

"The  freewheeling  approach  of 
some  in  the  insurance  industry  may 
put  these  companies  on  a  crash  course 
similar  to  the  route  taken  by  many  of 
our  nation's  s&ls,"  says  Thomas 
Wheeler,  chief  executive  of  Massa- 
chusetts Mutual  Life  Insurance  Co., 
the  nation's  llth-largest  life  insurer. 
Mass  Mutual  is  widely  regarded  as 
one  of  the  sounder  companies,  and 
Wheeler  is  referring  to  life  companies 
that  have  been  taking  excessive  risks 
in  their  investment  portfolios. 

Life  insurance  isn't  supposed  to 
be  a  risky  business.  But  since  1987 
some    two    dozen    life    insurance 
companies   have    defaulted.    This 
marks  a  sharp  departure  from  the 
previous  two  decades,  when  the 
failure    rate    was    running    at 
about  one  life  insurer  per  year 

So  far,  the  failed  compa- 
nies   have    been    relatively 
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You  bet 
your  life 


small.  The  annual  bailout  costs  have 
jumped  from  less  than  $9  million  in 
1982  to  about  S70  million  on  average 
in  the  past  two  years.  Most  of  the 
losses  to  policyholders  have  been 
made  good  by  healthy  insurance  out- 
fits under  various  state  guaranty  fund 
systems.  But  if  the  failures  mount, 
this  pro  bono  publico  policy  will  give 
way  to  simple  self-preservation. 

If  the  problems  were  limited  to  a 
few  highfliers,  they  could  be  fairly 


easily  contained.  Unfortunately,  they 
are  not.  The  same  high-risk  strategies 
and  investments  that  forced  some 
small  insurers  into  insolvency  are 
now  nagging  some  of  the  big-name 
life  companies  like  Equitable  Life  As 
surance  Society,  Travelers  Insurance 
and  I.C.H.  Corp.  Across  the  industry, 
balance  sheets  have  weakened  dra- 
matically. Five  years  ago  all  the  life 
insurance  companies  followed  by  the 
rating  agencies  were  rated  Aaa;  today 
only  40%  have  that  top  rating,  accord 
ing  to  Moody's  Investors  Service. 

What  are  the  trouble  signs?  Perhaps 
the  most  alarming  is  shrinking  capita 
and  surplus  accounts,  meant  to  cush- 
ion against  unforeseen  risk.  One  key 
measure  compares  capital  with  port- 
folio risk.  Using  100  as  an  adequate 
level  of  capital  needed  to  compensate 
for  portfolio  risk,  an  index  compiled 
by  Moody's  shows  a  steady  decline, 
from  110  in  1984  to  96  last  year  (see 
dxirt,  opposite). 
Another  dicey  development  is  the 
fact  that  more  and  more  mutual  life 
insurers  are  being  forced  to  reduce 
dividends  paid  to  their  policy- 
holders— a  clear  indication  of  a| 
profit  squeeze.  Last  year  Mu 
tual  of  New  York,  with  $24 
billion  in  assets,  reduced  its 
dividend  by  3.5%.  Manufac- 
turers Life  Insurance  Co., 
with  $19.9  billion  in  as- 
sets, has  cut  its  rates  4.3% 
over  the  past  two  years. 
It  is  hardly  reassuring  to  note  that 
many  insurance  companies  are  start- 
ing to  employ  questionable  account- 
ing techniques  to  improve  the  look  of 
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their  net  capital  positions. 
Late  last  year,  for  exam- 
ple, two  large  life  insurers 
entered  into  unusual 
transactions  with  Citi- 
bank. General  American 
Life  Insurance  Co.  of  St. 
Louis  ($5.1  billion,  assets) 
and  Washington  National 
Insurance  of  Evanston,  111. 
($1.9  billion,  assets)  sold 
Citibank  future  premi- 
ums worth  $75  million 
and  $30  million,  respec- 
tively. These  sales  had  the 
effect  of  boosting  both 
companies'  net  capital  po- 
sitions because  the  insur- 
ers immediately  booked 
as  assets  the  $75  million 
and  $30  million  they  re- 
ceived from  Citibank.  But 
what  the  bookkeeping  en- 
tries didn't  show  was  that 
both  insurers  had  mort- 
gaged some  of  their  future 
cash  flow. 

Indeed,  a  few  months 
ago  the  New  York  State  superinten- 
dent of  insurance  ruled  that  the  sale  of 
future  premiums  is  really  a  loan,  and 
so  an  amount  equal  to  the  premium 
sale  should  appear  as  a  liability  on  the 
insurer's  balance  sheet.  The  superin- 
tendent found  the  Citibank  deals  "in- 
consistent with  statutory  accoimting 
principles."  But  the  sales  have  not 
been  officially  disallowed,  nor  have 
the  insurers  restated  their  financials. 

These  transactions  are  nothing 
more  than  an  effort  to  mask  capital 
depletions.  Without  them,  Washing- 
ton National  would  have  shown  a  $13 
million  statutory  loss  in  capital  for 
1988,  and  General  American  would 
have  had  a  $4  million  decrease. 

The  stakes  are  mounting.  The 
amoimt  of  money  that  changed  hands 
in  these  transactions  was  relatively 
small.  But  word  has  it  that  similar 
premium  sales  are  being  considered 
by  two  industry  giants.  Equitable  Life 
Assurance  Society  and  the  Massachu- 
setts Indemnity  &.  Life  Insurance  Co., 
a  subsidiary  of  A.L.  Williams.  Warns 
Joseph  Belth,  editor  of  Insurance  Fo- 
rum newsletter,  "When  these  guys  be- 
gin to  play  games  like  this,  you  may 
be  getting  closer  to  a  disaster." 

What's  behind  the  balance  sheet  de- 
terioration? A  classic  profit  squeeze. 
Life  insurance  marketing  and  sales 
expenses  have  continued  to  rise  over 
the  past  few  years,  but  the  nation's 
increasingly  sophisticated  consumers 
are  demanding  products  such  as  uni- 
versal life  policies  and  annuities,  leav- 
ing insurers  with  slim  profits,  at  best. 
Gone  are  the  days  when  simple  whole 


The  risks  keep  rising 

Below,  insurance  companies  with  above-average  prob- 
lem mortgages — more  than  1.2%  of  invested  assets — 
and  junk  bonds  that  exceed  20%  of  invested  assets. 
Capital  and  surplus  is  a  cushion  against  crisis. 

Company 

Cash& 
invested 

assets 
(Smil) 

Problem  mortgages  as  %  of 
cash  &             capiul  & 
invested  assets        surplus 

Northwestern  National  Life 

$2,325.5 

6.5% 

25.6% 

Travelers  liisurance 

24,510.3 

5.7 

123.8 

Mutual  Benefit  Life 

9,614.2 

4.4 

107.9 

John  Hancock  Mutual  Life 

23,987.0 

3.6 

75.3 

General  American  Life 

3,772.7 

2.5 

49.3 

)unk  bonds  and 

cash  & 
invested  assets 

notes  as  %  of 

capital  & 

surplus 

First  Stratford  Life 

$632.2 

67.0% 

2,557.9% 

Executive  Life  of  California 

10,834.5 

54.9 

2,913.1 

Executive  Life  of  New  York 

3,648.6 

53.1 

1,995.1 

Presidential  Life 

1,408.4 

35.9 

867.7 

Fidelity  Bankers  Life 

1,159.4 

32.3 

940.3 

All  figures,  the  most  recent  availah 

le,  are  as  of  Dec.  31,  1987. 

Source:  Conning  &  Co. 

life  policies  made  up  the  bulk  of  an 
insurer's  business.  Life  insurers,  pit- 
ted against  mutual  fvmds  and  broker- 
age firms  for  America's  investment 
dollar,  have  in  some  cases  resorted  to 
wildly  aggressive  tactics. 

A  case  in  point  is  Equitable,  the 
giant  insurer  that  got  into  big  trouble 
with  guaranteed  investment  con- 
tracts. Back  in  the  late  1970s  and  early 
1980s,  premium  inflow  from  consum- 
ers was  slowing  down,  so  Equitable 
took  in  money  to  manage  from  pen- 
sion funds  at  huge  companies  like 
General  Dynamics  and  General  Elec- 
tric. To  attract  the  business.  Equita- 
ble— and  others — promised  higher 
long-term  rates  of  return  than  their 

.Vidrew  Chnstie 


Capital  on  the  decline 


Insurance  companies'  risks 
have  increased  at  the  expense  of 
their  all-important  capital. 


Risk-adjusted  capital  ratios' 
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*  Median  ratios  for  43  leading  life  insurance 
companies  rated  by  Moody's  Investors  Service 


mvestment  managers 
could  realistically  hope  to 
generate. 

Other  examples  are 
I.C.H.,  a  publicly  held 
Louisville,  Ky.  company 
that's  big  in  universal  life 
policies,  and  Integon,  a 
sizable  annuity  seller  that 
troubled  Southmark 

agreed  to  sell  in  May.  Both 
have  seen  the  quality  of 
their  capital  bases  decline 
significantly.  Knicker- 
bocker Life  Insurance,  a 
70-year-old  company  out 
of  El  Paso,  failed  in  May. 
The  company,  which 
came  up  $22  million  short 
in  receivership,  was  a  big 
seller  of  armuities  with 
overly  optimistic  payout 
rates. 

Low-profit  and  no-prof- 
it products — combined 
with  cutthroat  competi- 
tion— have  hit  life  insur- 
ers hard.  Nationwide,  the 
industry's  returns  on  surplus  capi- 
tal— roughly  equivalent  to  returns  on 
equity  for  noninsurance  companies — 
have  steadily  declined  from  15%  in 
1984  to  9.5%  today. 

Balance  sheets  have  deteriorated, 
too.  During  the  1980s,  life  insurers 
invested  billions  of  dollars  in  junk 
bonds.  Many  companies  were  virtual- 
ly forced  to  go  for  the  highest  yields 
because  of  the  guaranteed  investment 
contracts  they  have  been  selling.  As  a 
percentage  of  total  assets,  junk  bonds 
held  by  most  life  insurers  have  more 
than  doubled  since  1982.  But  unlike 
mutual  fund  investors,  insurance 
policyholders  can't  find  out  if  the 
junk  bonds  held  by  their  insurance 
company  have  increased  or  decreased 
in  value.  Why  not?  Insurers  don't 
have  to  mark  the  value  of  their  bonds 
to  current  market  prices;  instead, 
they  effectively  keep  them  on  the 
books  at  cost.  Result:  Even  though  the 
principal  value  in  Drexel  Bumham 
Lambert's  junk  bond  composite  has 
declined  5.46%  since  1987,  insurance 
companies'  junk  holdings  look  as 
strong  as  ever — on  paper,  that  is. 

Bad  real  estate  investments  are  tak- 
ing a  toll,  too.  But  again,  life  insurers 
are  not  forced  to  mark  their  real  estate 
assets  to  market.  Still,  since  1982, 
delinquency  rates  on  commercial  real 
estate  mortgages  held  by  the  nation's 
top  21  insurers  have  more  than  dou- 
bled. Foreclosures  have  quintupled. 

For  the  average  policyholder  it  is 
difficult  to  spot  these  troubling 
trends.  Many  industry  players — the 
mutual  life  insurers — are  owned  by 
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policyholders,  not  stockholders.  In  ef- 
fect, they  are  owned  by  no  one,  and 
management  can  do  as  it  pleases. 

What  about  the  public  companies? 
On  Wall  Street,  stocks  of  the  big  life 
concerns  are  hitting  new  highs.  Even 
First  Executive  Corp.,  the  Los  Angeles 
company  run  by  Fred  Carr  with  54% 
of  its  portfolio  in  high-risk  junk 
bonds,  is  trading  at  nine  times  earn- 
ings, near  the  high  for  the  year.  Mon- 
arch Capital  is  heavily  dependent  on 
single-premium  life  policies,  which 
Congress  recently  made  unattractive 
from  a  tax  standpoint.  Yet,  after  two 
years  of  falling  profits,  it's  trading  at 
27  times  earnings. 

Why  does  Wall  Street  love  the  life 
companies  when  the  road  ahead  looks 
so  rough?  First,  large  stock  companies 
like  Aetna  and  American  Family  Life 
are  probably  in  better  financial  shape 
than  many  of  their  mutual  counter- 
parts. Second,  analysts  care  about  im- 
mediate earnings  growth  more  than  a 
gradual  decline  in  financial  sound- 
ness. Earnings,  right  now,  are  stable. 

Even  on  upbeat  Wall  Street,  though, 
there  is  some  skepticism.  In  10  of  the 
14  life  companies  that  Value  Line  fol- 
lows, the  premium  over  book  that 
investors  have  been  willing  to  pay  has 
steadily  declined  the  past  three  years. 

Who  will  be  hurt  as  more  insurers 
fall  out  of  bed?  Policyholders,  most 
likely.  There  is  no  federal  guarantee 
fund  to  back  up  policyholders'  invest- 
ments. Various  states  do  have  guaran- 
tee pools,  funded  by  insurance  compa- 
nies doing  business  in  those  states. 
But  these  are  not  especially  deep 
pockets.  Coverage  is  generally  limited 
to  $100,000  in  cash  value  on  a  life 
insurance  policy,  $100,000  in  present 
value  of  an  armuity.  The  maximum 
payout  per  person  is  $300,000. 

Note:  There  are  no  life  insurance 
funds  in  Alaska,  California,  Colorado, 
the  District  of  Columbia,  Louisiana, 
New  Jersey,  Ohio  and  Wyoming. 

If  you  live  in  any  of  these  states  or  if 
you  own  a  policy  from  a  company 
domiciled  in  these  states  and  your 
insurer  goes  under,  you'll  be  just  one 
of  the  company's  creditors  waiting  to 
see  what  you  get  in  a  liquidation. 

This  is  a  $1.1  trillion  (assets)  busi- 
ness. Even  if  only  a  minor  part  be- 
comes insolvent,  the  losses  will  be 
huge:  An  insolvency  rate  of  only  15% 
among  savings  and  loans  created  a 
$305.9  billion  disaster. 

Because  of  the  federal  deposit  guar- 
antee, it  didn't  matter  which  s&l  you 
put  money  into,  solvent  or  insolvent. 
Does  it  make  a  difference  who  insures 
your  life?  Darned  right,  because,  if 
things  go  bad,  you've  no  assurance 
Uncle  Sam  will  bail  you  out.  ■ 
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Wall  Street's  Sbearson  was  very  good  ai 
what  it  did.  But  then  it  decided  to  get  fancy. 
Result:  mishap  after  mishap.  The  latest:  the 
botched  Time-Warner  deal. 


The  Peter 
principle 


By  Joe  Qneenan 
and  Tatiana  Ponschine 


WHEN  36-YEAR-OLD  Peter  Co- 
hen took  the  helm  at  Shear- 
son/ American  Express  in  Jan- 
uary 1983,  he  laid  out  a  pair  of  over- 
size shoes  in  front  of  his  office 
fireplace.  The  shoes  were  to  be  a  re- 
minder of  his  mentor,  the  legendary 
Sanford  Weill,  who  had  moved  up  as 
president  of  parent  company  Ameri- 
can Express.  Figuratively  speaking, 
the  shoes  still  don't  fit. 

In  what  appears  to  be  a  classic  ex- 
ample of  overreach,  Peter  Cohen  has 
inflated  a  highly  profitable  retail  bro- 
kerage outfit  into  a  full-service  in- 
vestment house  that  does  absolutely 
everything  but  does  not  excel  in  any- 
thing. Though  revenues  have  tripled 
since  Weill  left,  margins  have  nar- 
rowed and  earnings  tumbled,  from 
$4.34  in  1986  to  81  cents  last  year.  In 
playing  in  the  mergers  and  acquisi- 
tion league,  Shearson  has  seemed  out 
of  its  class.  Fresh  from  its  humiliating 
failure  in  backing  F.  Ross  Johnson's 
grab  at  rir  Nabisco  from  its  share- 
holders, Shearson  risked  even  greater 
embarrassment  by  watching  the 
Time-Warner  merger — in  which  it  as- 
sisted Time  in  its  extravagantly  parsi- 
monious proposal  to  shareholders — 
slip  away. 

The  RjR  fiasco,  which  cost  Shearson 
a  potential  $200  million  in  fees,  was 
only  the  latest  in  a  series  of  setbacks. 
Before  that,  there  had  been  the  firing 
of  Boston  Co.  President  James  N.  Von 
Germeten  after  the  Shearson  subsid- 
iary overstated  1988  earnings  by  $30 
million;  Shearson's  embarrassing  par- 
ticipation in  foreign  acquirer  Beazer 
Pic's  hostile  raid  on  Koppers  Co.;  and 
the  Night  of  the  Living  Unbundled 
Stock    Units — a    hot    concept    that 


quickly  cooled  off.  On  top  of  all  this 
was  a  $140.7  million  (pretax)  writeofl 
of  Shearson's  holdings  in  MCorp  pre- 
ferred over  the  last  18  months,  a  tepid 
public  response  to  the  Shearson  lbc 
fimd  and  some  serious  underperform 
ing  in  limited  partnerships. 

All  of  these  misfortunes  must  b« 
viewed  with  some  dismay  by  Cohen' 
boss,  James  Robinson,  up  at  American 
Express,  long  rumored  to  be  anxiou 
to  part  company  with  Shearson.  Even 
more  dismayed  are  shareholders  who 
bought  Shearson  at  its  initial  public 
offering  price  of  $34  in  May  1987, 
only  to  see  it  sink  to  its  recent  19V4 
after  three  straight  quarters  of  losses. 

Shearson's  current  stated  book  val 
ue  is  $19.19  a  share,  with  capital  oi 
equity  of  $1.7  billion.  But  when  good- 
will related  to  Hutton  is  eliminated, 
Shearson's  capital  shrinks  to  $300 
million,  giving  it  a  stated  book  value 
of  $3.39.  By  comparison,  when  good 
will  is  eliminated  from  Merril 
Lynch's  capital,  its  book  value  hardly 
changes  from  $31.76  a  share.  This  is  a 
particularly  relevant  item  in  the  secu- 
rities industry,  where  a  firm's  stock 
price  often  shadows  its  book  value. 

This  reduced  book  value  also 
causes  capital  problems  for  Shearson. 
Moody's  released  a  report  in  March, 
raising  serious  concerns  over  the  ade 
quacy  of  Shearson's  capital,  as  well  as 
Shearson  Holding's  use  of  double  le 
verage.  This  weak  capital  structure 
materially  diminishes  holding  com 
pany  creditor  protection.  Moody's  ex 
pects  Shearson  to  raise  new  capital. 

Yet  only  nine  months  ago  Peter  Co 
hen  was  being  hailed  as  a  rainmaker— 
by  Forbes  along  with  everybody  else. 
The  media  regaled  its  public  with  sto- 
ries about  Cohen's  eccentric  attitude 
toward  nicotine  (he  often  sports  an 
unlit  cigar),  his  practical  jokes,  his 
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gardening  expertise  and  his  austere 
taste  in  vehicles. 

Cohen  seemed  to  have  pulled  off  a 
seamless  integration  of  effete  Lehman 
Partners — snapped  up  for  a  mere  $360 
million — and  mainstream  Shearson, 
vaulting  Shearson  from  a  highly  prof- 
itable but  specialized  brokerage  to  a 
close  second  to  Merrill  Lynch  as  an 
integrated  investment  house. 

Then,  Cohen  won  kudos  by  assimi- 
lating the  gimslinging  E.F.  Hutton 
crowd  into  his  tamer  Shearson  Leh- 
man hybrid.  With  Shearson's  reve- 
nues rivaling  those  of  Merrill  Lynch 
and  the  firm's  merger  &  acquisition 
business  really  starting  to  percolate — 
it  was  near  the  top  of  the  heap  for  the 
first  half  of  1988 — Cohen  seemed  to 
have  arrived. 

Doubts  about  Cohen's  performance 
did. not  arise  until  Kohlberg  Kravis 
Roberts  blew  Johnson/Cohen  out  of 
the  water  with  its  successful  bid  for 
RjR  Nabisco.  By  trying  to  abscond 
with  the  company  for  $8  billion  less 
than  it  ultimately  proved  to  be  worth, 
Johnson  became,  in  the  words  of  the 
Wall  Street  Journal,  a  "symbol  of 
greed."  Indeed,  Johnson's  cupidity 
was  apotheosized  when  the  deal  ap- 
peared on  the  cover  of  Time.  Thus,  it  is 
ironic  that  the  next  time  Shearson 
should  surface  with  a  bunch  of  guys 
trying  to  hose  shareholders,  its  client 
should  be  the  parent  of  that  very  same 
magazine.  It  was  no  big  deal  for  Para- 
mount Communications'  Martin  Da- 
vis to  top  the  Shearson-orchestrated 
bid  by  a  neat  $75  a  share.  No  cover 
story  this  time. 

In  assessing  Shearson's  recent  his- 
tory, one  gets  the  impression  that  Co- 
hen lives  off  momentum:  If  he  can 
just  keep  the  company  moving  in 
enough  directions,  it  will  eventually 
find  the  right  one.  This  reckless  fid- 
geting was  on  display  during  Beazer's 
$1.7  billion  hostile  bid  for  Pittsburgh- 
based  Koppers  in  the  spring  of  1988. 
That's  the  deal  in  which  Shearson  not 
only  offered  to  put  up  a  $570  million 
loan  but  also  agreed  to  throw  in  an- 
other $25  million  to  buy  1 1  %  of  the 
target  if  the  deal  went  through.  Thus, 
a  formerly  traditional  investment 
bank  was  going  to  act  as  a  principal  in 
a  hostile  takeover.  Corporate  America 
raised  a  collective  eyebrow. 

Shearson's  behavior  so  annoyed  for- 
mer Pennsylvania  Treasurer  G.  Davis 
Greene  Jr.  that  he  announced  that  the 
state,  which  had  reportedly  done  $7 
billion  worth  of  commercial  paper 
with  the  firm  the  previous  year, 
would  suspend  its  business  with 
Shearson.  Meanwhile,  Koppers  execu- 
tives were  leaving  home  without 
their  American  Express  cards,  having 


already  mutilated  them  with  scissors 
and  other  implements.  Robinson 
must  have  viewed  all  this  with  horror. 

The  zeal  to  deal  may  have  also  led  to 
the  departure  of  Stephen  Waters,  co- 
head  of  M&jv,  who  was  apparently  not 
too  thrilled  by  Shearson 's  chummmess 
with  raider  Paul  Bilzerian,  convicted  in 
June  by  a  federal  court  of  securities  and 
tax  fraud.  After  Shearson,  possibly  at 
AmEx'  behest,  cooled  toward  the  more 
aggressive  types,  Daniel  J.  Good,  the 
banker  who  had  brought  Bilzerian  into 
Shearson,  left  about  a  year  later.  Waters 
is  now  at  Morgan  Stanley,  Good  has 
formed  his  own  firm  and  Bilzerian  is 
bound  for  points  unknown  but  proba- 
bly won't  be  needing  any  m&j^  help  for 
awhile. 

Back  in  the  days  when  he  was  still  a 
hero,  Cohen  proved  adept  at  raising 


Mutton's  book  value,  at  a  time  when 
Wall  Street's  retail  trade  was  going  into 
a  swoon  from  which  it  has  not  recov- 
ered. (Thomson  McKinnon  is  said  to 
have  agreed  to  be  sold  at  about  half  its 
year-end  1988  book  value.) 

The  purchase  was  clearly  an  attempt 
to  put  Shearson  on  the  same  plane  as 
titan  Merrill  Lynch,  which  it  has. 
Shearson's  1988  revenues  were  $10.5 
billion,  exactly  the  same  as  Merrill's. 

But  the  expansion  was  at  the  ex- 
pense of  profits.  When  Cohen  took 
over  direct  control  of  Shearson  in 
1983,  its  net  margin  of  10.8%  was  one 
of  the  highest  in  the  business;  Morgan 
Stanley's  was  10.9%.  Since  then, 
Morgan's  margins  climbed  to  an  envi- 
able 17.9%  in  1988,  while  Shearson's 
eroded  to  5%,  if  one  excludes  the  one- 
time Hutton-related  writeoff  of  $165 
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Peter  Cohen  with  his  tradettmrk  stogie 

The  Shearson  story  is  little  capital,  even  less  earnings. 


money.  In  April  1987  he  persuaded 
Nippon  Life  Insurance  to  purchase 
13%  of  Shearson  for  $508  million,  and 
Shearson  added  to  its  war  chest  with  a 
May  1987  ipo,  selling  18  million 
shares  for  $612  million. 

When  the  dust  had  cleared,  Ameri- 
can Express  had  reduced  its  stake  to 
62%,  and  rumors  persist  that  it  would 
love  to  move  to  a  minority  position  to 
remove  the  increasingly  unsightly 
Shearson  numbers  from  its  books. 

Had  Shearson  used  the  money  it  got 
from  the  Japanese  to  strengthen  its 
capital  position,  nobody  would  be  rais- 
ing questions  about  its  capital  posi- 
tion. Alas,  it  did  not  squirrel  the  money 
away.  It  used  $962  million,  excluding 
assumption  of  Hutton  liabilities,  to 
buy  the  battle-scarred  E.F.  Hutton,  a 
chiefly  retail  house.  That  was  $29.25  a 
share  in  cash,  or  a  manly  three  times 


million.  Counting  it  in,  its  margin 
had  shrunk  to  a  miserable  2% . 

A  less  macabre,  but  no  less  telling, 
faux  pas  than  the  Hutton  acquisition 
was  Shearson's  recent  experiment 
with  an  innovative  financial  product. 
Last  winter  Shearson  announced  the 
introduction  of  a  labyrinthine  thmg- 
amajig  called  "unbundled  stock 
units."  Fusing  actuarial  wizardry 
with  esoteric  antitakeover  potential, 
the  gimmick  initially  captured  the  at- 
tention of  The  Street,  which  deemed 
the  units  "exciting,"  "mnovative" 
and  "unusual"  before  finally  settling 
on  the  definitive  term:  "stupid." 
Shearson,  which  had  been  predicting 
that  its  clients  would  exchange  $5 
billion  of  common  stock  for  the  new 
units,  earning  Shearson  perhaps  $95 
million  in  the  first  quarter  alone, 
again  seemed  to  be  rushing  off  half- 
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Is  the  price  right? 


I 


Shearson  isn't  the  only  adviser  to  underprice,  but  Time  Inc.  is  a  whopper. 


Target 


Target's  investment  banker(s)      Bidders 


Status 


Value  of       Under- 
Price/       Premium'       offers        valuation 
share  |%)  ($mil)  (Smil) 


Time  Inc 


Shearson  Lehman  Hutton 
Wasserstein  Perella 


Warner  Communications^  Agreed  mrgr 

Paramount  Communications^         Higher  bid 


$98.67^  $6,019 

175.00  77%         10,700        $4,681 


Champion  Spark  Plug    Dillon,  Read 

Kidder,  Peabody 


Dana  Corp 
Cooper  Industnes 


Agreed  bid" 
Higher  bid 


17.50 
23.18 


32 


604 
800^ 


196 


SSMC  Inc 


Morgan  Stanley 


Intl  Semi-Tech  (Canada)  Agreed  bid        30,00 

Intl  Semi-Tech  (Canada)''  Higher  bid        38.00 


27 


220 
284 


64 


Pullman  Co 


Shearson  Lehman  Hutton 


Management-led  group 
Forstmann  Little 


Agreed  bid 
Higher  bid 


7.75 
9.25 


19 


325 
388 


63 


Irving  Bank 


fP  Morgan 
Goldman,  Sachs 


Banca  Commerciale  (Italy)  Agreed  bid        65.00 

Bank  of  New  York  Higher  bid        77.00 


18 


1,224' 
1,450 


226 


(P  Stevens 


Kidder,  Peabody 
Goldman,  Sachs 


Odyssey  Partners 
West  Point-Pepperell 


Agreed  bid 
Higher  bid 


61.50 
68.50 


1,077 
1,200 


123 


Insilco 


Goldman,  Sachs 


CS  First  Boston  &  management      Agreed  bid        29.00 
INR  Partners  Higher  bid        31.75 


724 
813 


89 


Federated 
Department  Stores 


Shearson  Lehman  Hutton 
Goldman,  Sachs 
Hellman  &,  Friedman 


RH  Macy 
Campeau  (Canada) 


Agreed  bid        68.00 
Higher  bid        73.00 


6,100 


6,540 


440 


Macmillan  Inc 


CS  First  Boston 
Lazard  Freres 
Wasserstein  Perella 


Kohlberg  Kravis  Roberts  Agreed  bid        85.00 

iS.  management 
Maxwell  Communication  (UK)       Higher  bid        90.25 


2,363 


2,640 


277 


Note:  RJK  IS  not  included  because  it  formalK  agreed  only  lo  KKR  s  otTer  'Difference  berween  higher  and  agreed  bids,  as  percentage  of  agreed  bid.  ■Transactions 
are  pending.  'Under  Warner  merger,  Time  is  \alued  f)\'  appKing  the  stock  swap  ratio  to  NX'arner's  market  price  of  $4S.88/share  on  3/3/89  "'In  all  cases,  agreed  bid 
is  the  first  price  obtaining  target  s  agreement  ^Includes  $15  million  termination  fee  paid  to  Dana  ""Compam-  topped  its  own  agreed  bid  after  Berjajfa  Corp. 
(Malaysia)  offered  $37/share     'lr\ing  backed  BCI's  4/19/88  offer  for  51%  of  Irving,  giving  it  an  imputed  value  of  $12  billion. 

Source  Ttx'  World  Deal  Reiieu',  puhlislied  by  Netv  Vork-hased  infestmenl  banker  Transtink  International 


cocked.  On  closer  examination,  the 
units  didn't  make  sense  (Forbes,  Feb. 
6).  Says  Shearson  President  Jeffrey 
Lane,  "The  firm  encourages  employ- 
ees to  take  risks." 

If  the  stock  units  were  poorly 
thought  out,  Shearson's  Time-Warner 
deal  was  byzantine.  So  much  so  that 
even  the  arbs,  the  most  cunning  pred- 
ators of  all,  were  confused.  On  Mar.  6, 
the  Monday  after  the  Timc-Warner 
deal  was  announced,  most  arbitragers 
accorded  the  traditional  takeover  pre- 
mium to  Warner,  not  Time,  Time, 
which  was  being  acquired, 
closed  down  $1,63,  at 
107'/2,  while  Warner 
closed  at  48 'A,  up  from 
45%  the  Friday  before. 
Time  shareholders  would 
own  only  38%  of  the  com- 
bined entity.  It  wasn't  un- 
til the  next  day  that  the 
market  caught  on  to  the 
fact  that  Time  was  being 
acquired,  sending  Time 
shares  up  9 'A  points  in 
one  day.  Some  arbs  lost  a 
bundle  in  unraveling  their 
positions. 

When  the  market  finally 
caught  on  that  Time  was 
the  acquired,  it  didn't  take 
long  to  figure  out  that  it 
was  being  acquired  at  a 
very  low  price.  Betting  on 
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other  bidders,  traders  sent  Time's 
shares  to  a  high  of  135'/2  by  May  30. 
Then  Paramount  put  a  $175  cash  offer 
on  the  table.  With  that  offer  the  bidding 
wasn  t  even  close,  suggesting  that 
Shearson's  pricing  was  so  low  as  to  be 
self-defeating.  Shades  of  rfr. 

Currently,  the  proposal  is  for  Time 
to  take  over  Warner,  adding  on  an 
estimated  $9  billion  to  S14  billion  of 
debt.  In  an  acquisition,  shareholders 
don't  vote. 

In  a  bitter  irony,  it  was  Waters,  Co- 
hen's ex-M&A  wizard,  who  ended  up  at 


The  defense  business 

Shearson  ranks  low,  relative  to  the  competition,  in  the  number 
of  takeover  targets  it  advises  and  the  size  of  assets  at  stake. 

Adviser 

Value 
of  deals 

(Sbil) 

Number 

of  deals 

latest  12  mo" 

Lazard  Freres 

$47.5 

5 

Dillon,  Read 

31.8 

3 

Merrill  Lynch 

296 

2 

Goldman,  Sachs 

19.9 

15 

CS  First  Boston 

16.3 

11 

Wasserstein  Perella 

8.4 

2 

Morgan  Stanley 

76 

7 

Drexel  Burnham  Lambert 

6.9 

3 

Shearson  Lehman  Hutton 

6.0 

3 

'is  deals  ( )\  LT  $  1  (K 1  million  announced  after  .Ma\  31.1 988  and  completed  before 

May  31.  1989. 

,'  ttiirce  The  World  IX'ol Reiieu;  piihlisl>ed  by  Translink  IntenuUional,  New  York 

Morgan  Stanley  backing  Henry  Kravis 
in  his  campaign  for  rjr  against  Shear- 
son  and  Ross  Johnson.  He  is  also  behind 
the  Paramount  bid.  The  winners  of  rjr 
took  home  millions;  Shearson  was 
barely  reimbursed  for  its  expenses. 

But  rir  and  Time  Inc.  aren't  the  only 
two  instances  where  the  market  res- 
cued Shearson  clients.  Last  year, 
thanks  to  higher  bids,  Pullman  was 
sold  for  $63  million  more  than  Shear- 
son's  agreed  price  (a  1 9%  premium )  and 
Federated  Department  Stores,  which 
netted  Shearson  about  $20  million  in 
fees,  was  proved  to  have 
been  $440  million  under- 
valued (see  table,  above). 

Shearson,  and  the 
dauntless  analysts  who  re- 
main in  its  comer,  argue 
that  much  of  this  unpleas- 
antness is  the  inevitable 
hiccups  associated  with 
digesting  entities  as  large 
and  unwieldy  as  E.F,  Hut- 
ton, Paine  Webber's  Bren- 
da  McCoy  explains  that  if 
one  throws  out  such  non- 
recurring items  as  the 
$165  million  Shearson 
paid  out  to  digest  its  Hut- 
ton acquisition  or  the 
MCorp  writedown,  the 
firm  is  now  poised  for 
earnings  growth. 
But      much      of     that 
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growth  will  have  to  come  from  the 
M&LA  business,  and  here  the  record  is 
humiliatingly  grim.  Cohen  had  little 
experience  in  investment  banking  be- 
fore the  Lehman  acquisition,  but  he 
figured  bringing  in  the  top  guns  from 
that  venerable  house  would  resolve 
that  deficiency.  But  one  of  the  aston- 
ishing revelations  of  the  past  three 
years  is  that  you  don't  need  a  huge 
infrastructure  to  be  a  successful  invest- 
ment bank.  It's  people  that  count,  and 
not  that  many  of  them,  so  long  as  the 
people  running  the  show  are  smart 
(kkr),  well-cormected  (Pete  Peterson) 
or  both  (Wasserstein  &.  Perella). 

Since  the  begirming  of  the  year 
Shearson  has  placed  fourth  among  the 
eight  largest  investment  banking 
houses  in  announced  mergers,  but  dead 
last  in  completions.  And  the  big  fees — 
and  bonuses — come  when  the  deal 
closes.  Investment  banking  fees  were  a 
third  lower  this  quarter  compared  with 
last,  nosediving  from  $357  million  to 
$243  million. 

Shearson's  m&la  chief  Tomlinson 
Hill  responds  that  his  department 
doesn't  get  enough  credit  for  its  defen- 
sive work.  In  fact,  Shearson  now 
ranks  ninth  in  the  target  adviser  busi- 
ness (see  table,  p. 42,  bottom). 

One  reason  Shearson  may  be  having 
trouble  developing  investment  bank- 
ing is  that  it's  losing  key  people  at  a 
rate  high  even  for  Wall  Street.  One 
former  Shearson  Lehman  banker  says 
that  out  of  the  18  people  who  started 
the  same  year  he  did  at  the  combined 
entity,  only  4  or  5  remain.  The  Leh- 
man stars,  among  them  Steve 
Schwarzman,  Roger  Altman,  Peter 
Solomon,  Steve  Waters,  Eric  Gleacher, 
are  all  history.  Some  left  almost  imme- 
diately; others  checked  out  shortly  af- 
ter bonus  time  in  February. 

In  what  would  appear  to  be  a  spillover 
effect,  Shearson  has  been  having  trou- 
ble with  its  LBO  fund,  known  as  mer- 
chant banking  partnerships.  Launched 
last  year,  the  fund  started  out  with  a 
target  of  $1  billion,  but  then  reportedly 
got  frisky  and  counted  on  $1.8  billion. 
Shearson  collected  $1.4  billion,  with 
about  half  of  that  coming  from  employ- 
ees and  its  major  shareholders. 

Are  there  any  bright  spots  on  the 
Shearson  horizon?  Yes.  The  trading 
floor  seems  to  be  a  steady  revenue 
producer.  And  if  the  stock  market 
continues  to  climb,  and  the  retail  con- 
sumer loses  his  fear  of  flying.  Shear- 
son  has  the  infrastructure  in  place  to 
make  hay.  But  for  every  bright  sign, 
there  is  a  countervailing  negative.  A 
hefty  chunk  of  Shearson's  limited 
partnerships  are  in  serious  trouble, 
particularly  those  involving  real  es- 
tate. And  despite  all  the  talk  about 


restructuring  costs,  fixed  costs  are  a 
continuing  drag  on  earnings. 

Cohen,  who  has  bet  the  farm  on 
feverish  growth,  may  soon  have  to 
face  the  music  because  there  is  no 
more  money  to  spend  on  acquisitions. 
To  acquire  Hutton,  Shearson  lever- 
aged itself  into  the  heavens:  At  the 
end  of  1988  its  long-term  debt-to-eq- 
uity stood  at  4-to-l,  compared  with 
Merrill  Lynch's  2-to-I.  In  March, 
Shearson  sold  AmEx  a  mutual  fund 
back-office  business,  once  part  of  the 
Boston  Co.,  for  $275  million,  to  raise 
more  capital;  the  $200  million  net 
gain  on  sale  went  straight  into  Shear- 
son's  capital  accounts,  bypassing  the 
income  statement.  Rumors  persist 
that  other  Shearson  businesses  will 
soon  be  sold.  This  makes  sense  were 
Amex  to  sell  Shearson  in  the  tradi- 
tional way  to  the  public,  it  might  have 


to  take  a  $350  million  hit. 

Back  in  the  days  when  Weill  and 
Cohen  were  running  Shearson,  they 
prided  themselves  on  close  attention 
to  detail  and  an  almost  fanatical 
watch  on  expenses.  They  were  both 
very  much  operating  men.  These  days 
Cohen  takes  care  of  the  vision  thing, 
frequently  jetting  overseas,  while 
Lane,  who  started  out  as  Cohen's  re- 
search analyst  sidekick,  supervises 
day-to-day  operations. 

In  fact,  when  Forbes  visited  Shear- 
son's  headquarters,  Cohen,  cigar  and 
all,  shared  our  elevator.  Forbes  was 
on  its  way  to  talk  business  with  Hill; 
Cohen  was  getting  off  one  plane  from 
Europe  that  morning  ready  to  take 
another  one  that  night.  Forbes  had 
hoped  he  was  there  to  talk  to  us,  but 
maybe  he'd  just  stopped  by  to  see  if 
those  shoes  had  shrunk.  ■ 


Whether  Time  gets  Warner  or  Paramount 
gets  Time,  the  victor  will  end  up  with  its 
earnings  devastated.  Does  that  matter? 

A  peculiar 
beauty  contest 


By  Dana  Wechsler 


WHOEVER  WINS  Time  Inc.,  the 
contending  bidders  have 
done  more  than  put  a  compa- 
ny into  play.  They  have  also  focused 
attention  on  an  interesting  account- 
ing question,  namely:  Does  anyone 
care  about  a  company's  reported  earn- 
ings anymore? 

Paramount's  Martin  Davis  conced- 
ed the  deal  would  result  in  Para- 
mount's earnings  being  "significantly 
lowered."  But  he,  in  effect,  added:  So 
what?  Cash  flow,  not  earnings,  is  the 
name  of  the  stock  valuation  business 
these  days. 

The  issue  here  is  goodwill.  Most  of 
the  big  takeover  deals  are  being  done 
at  huge  premiums  over  book  value — 
in  Time's  case.  Paramount  is  offering 
$175  for  a  company  whose  book  value 
is  $24.75  a  share.  Most  of  the  $150 


premium  would  be  carried  on  Para- 
mount's books  as  goodwill,  and  ac- 
counting rules  say  that  goodwill  must 
be  written  off  over  up  to  40  years. 

If  it  wins  Time,  Paramount  will  end 
up  with  close  to  $9  billion  in  good- 
will, requiring  annual  amortization  of 
$225  million.  This  amortization 
would  come  straight  out  of  aftertax 
profits.  Add  to  that  the  interest  cost  of 
the  enormous  amount  Paramount 
would  need  to  borrow  to  handle  the 
deal,  and  the  acquisition  would  cost 
Paramount  a  great  deal  more  than  it 
brings  in.  Time  Inc.'s  earnings  last 
year  were  only  $289  million. 

Without  Time,  Paramount's  1989 
earnings  would  be  about  $415  mil- 
lion, $3.50  a  share.  The  acquisition 
might  reduce  Paramount  to  break- 
even so  far  as  reported  earnings  are 
concerned. 

Why  should  goodwill  be  amortized? 
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Back  in  the  go-go  1960s,  conglomera- 
tors  used  to  build  rickety  balance 
sheets  by  paying  outrageous  prices  for 
companies.  To  stop  the  abuses,  the 
accountants  finally  required  compa- 
nies to  write  goodwill  off  against  earn- 
ings over  40  years  or  less.  That  made 
buyers  think  twice  about  paying  too 
much  for  intangibles. 

The  original  Time-Warner  merger 
proposal  allowed  for  this.  Under  it. 
Time  would  have  traded  60%  of  its 
stock  for  all  of  Warner's  stock.  War- 
ner's market  value,  like  Time's,  is  far 
greater  than  its  tangible  assets.  But  by 
paying  with  stock — not  cash — for 
Warner,  Time  would  have  created  no 
goodwill  to  amortize. 

Does  anyone  care  about  reported 
earnings  anymore?  Marty  Davis  says 
no.  The  conventional  wisdom  says 
yes.  A  recent  survey  of  60  securities 
analysts  by  Kctchum  Communica- 
tions showed  that  52%  consider  proi- 
itability  measures  like  earnings  and 
return  on  investment  more  important 
than  cash  flow  in  their  evaluations  of 
companies.  Only  27%  thought  that 
cash  flow  is  more  important  than 
earnings. 

Executive  compensation  plans  are 
almost  always  tied  to  earnings,  al- 
most never  to  cash  flow.  Hewitt  Asso- 
ciates, a  compensation  consulting 
firm,  has  tried  to  convince  companies 
to  base  executive  incentive  plans  on 
cash  flow  and  asset  growth,  not  earn- 
ings. So  far  only  a  handful  of  corpora- 
tions (among  them  Mattel  Inc.  and 
Van  Dom  Co.)  have  made  the  switch. 

One  investment  banker  reports  that 
20  acquisitions  he  personally  worked 
on  in  the  last  two  years  fell  through 
because  goodwill  amortization  would 
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have  reduced  reported  earnings,  a  risk 
the  acquiring  companies'  managers 
were  loath  to  take. 

"Goodwill  doesn't  always  kill  the 
deal,  but  it  sure  weighs  heavily," 
agrees  Eugene  Beard,  executive  vice 
president  for  finance  and  operations 
at  Interpublic  Group,  the  $1.2  billion 
(1988  revenues)  U.S.  advertising  agen- 
cy. "Generally  investors  are  still  look- 
ing for  earnings  per  share." 

Beard  speaks  from  experience.  Re- 
cently Interpublic  considered  making 
a  bid  for  Ogilvy  Group.  But  at  the 
$864  million  price  that  Britain's  wpp 
Group  paid  for  Ogilvy  a  couple  of 
months  ago,  Interpublic  would  have 
had  to  amortize  upwards  of  $15  mil- 
lion a  year  of  goodwill.  Interpublic  let 
Ogilvy  go  to  WPP — which  under  Brit- 
ish accounting  rules  does  not  have  to 
amortize  goodwill. 

But  investor  opinion  is  slowly  shift- 
ing, and  Paramount's  Davis  has  a 
case.  Many  investors  have  concluded 
that  some  goodwill  assets — television 
and  cellular  telephone  licenses,  for 
example — are  appreciating  assets  and 
that  it  makes  little  sense  to  write 
them  off. 

"If  you  just  look  at  earnings  and 
dividends,  |you  would]  forget  cable  tv 
stocks,"  says  Drexel  Burnham  Lam- 
bert media  analyst  John  Reidy.  "And 
cable  stocks  have  been  spectacular." 
Reidy  argues  that  one  should  in  most 
cases  add  goodwill  amortization  back 
to  a  media  company's  earnings  to  get 
a  better  idea  of  the  company's  true 
economics. 

Comcast  Corp.  management  is  tak- 
ing the  goodwill  issue  to  heart.  Until 
1985  Comcast,  a  $450  million  (1988 


revenues)  cable  television  and  cellular 
phone  franchise  operator,  had  report- 
ed record  revenues  and  earnings  every 
year  since  it  went  public  in  1972.  The 
company  accomplished  that  by  fi- 
nancing its  acquisitions  off  the  bal- 
ance sheet,  as  limited  partnerships  in 
which  the  depreciation  and  amortiza- 
tion— and  much  of  the  appreciation 
potential — flowed  to  the  partners.  But 
Comcast  executives  got  tired  of  shar- 
ing the  gains  with  the  limited  partner- 
ships. The  company's  management 
decided  to  heck  with  earnings;  just  go 
for  acquisitions  based  on  cash  flow 
considerations. 

"It  was  an  emotional,  difficult  is- 
sue," recalls  Bern  Gallagher,  Com- 
cast's treasurer.  "But  Wall  Street  was 
telling  us,  'Trust  us,  we'll  focus  on 
your  cash  flow.'  And  indeed,  that's 
been  the  case."  Last  year  Comcast 
reported  a  loss  of  $48  million.  But  add 
back  depreciation  and  goodwill  amor- 
tization, and  cash  flow  after  interest 
and  taxes  was  a  positive  $64  million, 
or  some  96  cents  a  share;  the  com- 
pany's stock  was  recently  trading  at 
an  alltime  high. 

This,  Paramount's  Marty  Davis  is 
saying,  is  how  Wall  Street  would  val- 
ue Paramount-Time's  stock  should 
that  deal  fly.  His  point-of-view  gets 
backing  from  many  analysts  and  in- 
vestment bankers.  "In  our  comer  of 
the  world,  this  deal  will  make  histo-. 
ry,"  says  one  investment  banker  in 
mergers  and  acquisitions.  "We'll  look 
back  and  say  this  is  the  deal  that 
forced  us  to  change  our  approach  to 
stock  valuation." 

Indeed,  Time,  after  blasting  Davis' 
point-of-view,  now  has  come  around 


Multiple  choice 


Many  stocks  seem  overvalued  when  measured  by  earnings,  and  more 
reasonably  priced  when  measured  by  cash  flow.  Below,  some  examples. 


Company 


Reported 
EPS 


Earnings  + 
goodwill/share 


Cash  flow 
per  share* 


P/E 


Price/cash 
flow 


AH  Belo 


SO.Sl 


SI  06 


S4.12 


67 


Capital  Cities/ABC      22.31 


26.01 


59.34 


22 


Coca-Cola  Enterp 


0.71 


1.31 


4.37 


24 


Comcast 


-0.71 


0.09 


2.60 


NM 


Fruit  of  the  Loom 


0.78 


111 


3  29 


14 


McGraw-Hill 


3.83 


4.24 


9.31 


19 


PepsiCo 


2.90 


3.17 


8.01 


18 


Philip  Morris 


10.03 


10.57 


22.21 


14 


Tele-Commun 


0.31 


0.77 


5.56 


111 


Viacom 


-3.54 


-2.34 


4.25 


NM 


12 


'EarninuN  bcfi)re  imercst.  ia.\e.s,  depreciation  and  aniuni/.a(iun.  (Low  price/ cash  How  may  be  due  in  part  to 
high  leverage.) 
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Answer  all  of  your  real  estate  needs 
wilhoiitgQiiig  aiDund  in  drdes 


CUSHMAN&  WAKEFIELD 


I 


Appraisal  Services 
Brokerage  Services : 

Commercial 

Industrial  Technology 
Development  Consultants 
Financial  Services 
Management  Services 


212/841-7887 

212/841-7500 
415/773-3506 
212/841-7545 
212/841-5095 
212/841-7644 


With  the  services  of  Cushman  &  Wakefield  at 
your  fingertips,  you're  better  able  to  meet  all  of  your 
company's  real  estate  needs. 

Local  knowledge  and  experienced  professionals 
in  55  major  markets  across  the  U.S.  enable  us  to 
provide  your  firm  with  the  tailor-made  solutions  it 
needs  in  today's  competitive  environment. 

This  expertise  coupled  with  our  diverse  service 


capabilities  and  a  70 -year  tradition  of  superior  client 
service  is  a  combination  that  adds  value  to  all  your 
real  estate  transactions. 

lb  find  out  how  we  can  help  your  business 
succeed,  call  us. 

We're  America's  direct     dJSIMAN  & 
line  to  business  real  estate     SKJCBFIELD- 

Services.  a  rockefeller  group  company 

Business  America's  Real  Estate  Firm. 


to  adopting  it.  To  protect  the  Time- 
Wamer  merger  against  Paramount, 
Time  now  wants  to  acquire  Warner 
for  $14  billion  in  cash  and  paper.  That 
would  create  $12  billion  worth  of 
goodwill,  and  could  cut  Time-War- 
ner's earnings  from  $7.50  a  share  to  a 
negative  $3  a  share,  according  to  An- 
drew Wallach,  an  analyst  for  Drexel 


Bumham  Lambert. 

All  of  which  reminds  us  of  John 
Maynard  Keynes'  wonderful  analogy, 
in  The  General  Theory,  of  picking 
stocks  to  judging  beauty  contests.  "It 
is  not  a  case  of  choosing  those  which, 
to  the  best  of  one's  judgment,  are  real- 
ly the  prettiest.  .  .  .  We  have  reached 
the  third  degree  where  we  devote  our 


intelligences  to  anticipating  what  av-j 
erage  opinion  expects  the  average) 
opinion  to  be." 

Will  "average"  opinion  switch  tcl 
cash-flow  accounting — as  the  whole 
LBO  fraternity  does?  Or  will  it  stay 
with  earnings  per  share  as  the  first  j 
criterion  for  corporate  beauty?  We'll ' 
soon  find  out.  ■ 


Do  you  truly,  sincerely  want  a  capital 
gains  tax  cut?  The  political  tradeoffs — and 
the  complexity — that  would  accompany 
such  a  cut  should  give  you  pause 

Capital  pains 


By  Laura  Sannden 


ATTENTION,  K  mart  shoppers! 
Uncle  Sam  is  slashing  every- 
b  day  low  tax  rates  on  capital 
gains,  good  for  a  limited  time  only! 
Act  now  for  big  cash  savings!" 

No  bill  pending  in  Congress  con- 
tains precisely  this  wording,  but  this 
captures  the  spirit  of  a  tax  deal  that 
could  be  worked  out  between  House 
Ways  &.  Means  Chairman  Dan  Ros- 
tenkowski  (D-Ill.)  and  the  White 
House.  The  tax  rate  on  capital  gains 
would  be  slashed,  but  probably  for 
only  a  year  or  two.  The  rate  cut  would 
fulfill — sort  of — a  Bush  campaign 
pledge.  And  as  people  rushed  to  take 


advantage  of  the  temporarily  reduced 
rates,  as  much  as  $10  billion  in  sorely 
needed  revenues  would  gush  into  the 
Treasury.  Then  the  window  would 
close  again  just  as  Treasury's  gusher  is 
about  to  dry  up. 

Should  investors  rejoice?  Not  yet. 

First,  Congress  will  surely  take 
back  with  one  hand  what  it  gives  with 
the  other.  Thus,  a  capital  gains  cut 
will  likely  be  coupled  with  a  stiff  al- 
ternative minimum  tax  preference  de- 
signed to  keep  taxpayers  from  enjoy- 
ing the  capital  gains  cut  too  much.  In 
the  present  code,  capital  gains  are  not 
counted  as  preference  items  subject  to 
the  alternative  tax. 

Another  tradeoff:  The  capital  gains 
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tax  cut,  perceived  as  a  giveaway  to  the 
rich,  sets  the  stage  for  a  rise  in  top 
rates  on  ordinary  income,  though 
maybe  not  this  year.  "If  they  vote  this 
in,  all  bets  are  off  on  holding  the  ordi- 
nary rates,"  says  Michael  Graetz,  a 
tax  expert  and  professor  at  Yale. 

Worst  of  all  is  the  mind-numbing 
complexity  that  reinstating  a  lower 
capital  gains  rate  brings  with  it.  The 
distinction  between  capital  and  ordi- 
nary income  accounted  for  half  the 
pre- 1986  code's  complexity,  and  was  a 
prime  force  behind  most  of  the  eco- 
nomically wasteful  tax  shelters  of  the 
past  two  decades. 

If  the  distinction  comes  back,  so 
will  the  complexity.  "Since  1986, 
there  has  been  no  point  to  conversion 
(of  ordinary  income  to  capital  gain]," 
says  Robert  Willens,  a  Shearson  Leh- 
man Hutton  tax  expert.  "Now  there 
will  be."  Adds  a  Big  Eight  partner:  "It 
will  require  two  sets  of  calculations 
where  we  had  one.  And  they  will  be- 
done  under  a  system  that  is  far  more 
complex." 

A  capital  gains  cut  will,  for  in- 
stance, give  new  life  to  the  longest 
sentence  in  the  code,  a  516-word 
doozy  in  section  341(e)  on  collapsible 
corporations  that  is  mercifully  now  a 
dead  letter.  Once  again,  America's 
best  and  brightest  will  be  poring  over 
the  definition  of  quasicapital  assets, 
tortuous  recapture  rules  for  deprecia- 
ble property  and  formulas  that  deter- 
mine the  fraction  of  their  profit-shar- 
ing plans  accruing  before  1974  (a  key 
date  in  an  earlier  tax  "reform").  An 
army  of  Wall  Street  lawyers  will  dis- 
cover convoluted  new  merger  "plan- 
ning opportunities" — loopholes. 

There  is  an  old  truism  that  says, 
"Investors  can  live  with  bad  tax  law. 
But  they  can't  live  with  uncertain  tax 
law."  Uncertainty  is  what  they  have 
been  getting.  The  top  rate  on  capital 
gains  was,  according  to  kpmg  Peat 
Marwick,  49.5%  for  the  first  ten 
months  of  1978,  28%  from  then 
through  June  10,  1981,  then  20% 
through  1986,  28%  in  1987  and  33% 
in  1988.  It  may  change  again  this  year 
and  again  in  two  years. 

The  mind  boggles.  Do  you  really 
want  a  cut  in  the  capital  gains  rate?  At 
such  a  price? 
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Canada's  Nova  Corp.  of  Alberta  is  a  cheap 
stock.  Which  is  why  the  company  may  soon 
sell  off  its  crown  jewel. 


Super  Nova 


By  Alyssa  A.  Lq>pen 


NOVA  Corp.,  of  Calgary,  Alber- 
ta, is  a  chemical  maker  and  gas 
transmission    company.    It   is 
also  a  dirt-cheap  stock  these  days. 

Nova  owrns  43%  of  Husky  Oil. 
Flush  with  cash  flow  from  its  rich 
Canadian  oil  and  gas  fields,  Husky  has 


been  buying  up  more  reserves  on  the 
cheap  in  recent  years  and  drilling 
when  few  of  its  competitors  could 
afford  to  keep  up.  Husky  has  emerged 
as  a  major  player  in  four  out  of  the  five 
largest  oil  and  gas  discoveries  in 
North  America.  Today  Husky  owns 
nearly  5%  of  Canada's  proven  oil  re- 
serves and  2.5%  of  its  gas  reserves. 


Nova  CfMinmm  S.  Rohcrt  Blair  hi  bis  Calgary  office 

Cajiadiana  dont  seem  to  understand  his  heavy  debt  load. 
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Yet  Husky  is  only  one  of  four  jewel: 
in  Nova's  lustrous  crown.  Nova  owni 
Canada's  largest  gas  transmission  lim 
as  well  as  more  than  20  plants  tha 
make  rubber,  chemicals  and  plastic! 
around  the  world.  Add  it  all  up  anc 
Nova  will  likely  earn  $326  million  or 
sales  of  $4.6  billion. 

Despite  this  rosy  picture.  Nova's 
stock  is  languishing  at  8%  per  share— 
5.5  times  estimated  1989  earnings. 

What's  the  problem?  One  factor  li 
Husky.  The  oil  outfit  is  using  all  its 
cash  flow  right  now  to  expand  refin 
ing  and  marketing,  to  pay  down  debi 
and  explore  for  more  oil  while  drilling 
is  cheap.  That's  why  Husky  now 
shows  virtually  no  net  income. 

With  this  major  investment  return 
ing  little  current  income,  some  peopk 
wonder  whether  Nova  can  handle  it 
large  debt  load.  Nova  nearly  doublec 
its  debt  to  $3.5  billion  last  year  to  bu> 
Polysar  Energy  &  Chemical,  a  Toron 
to-based  maker  of  rubber  and  plastic 
products.  Right  now  Nova's  debt  is 
more  than  twice  its  equity.  Canadiar 
investors  simply  aren't  comfortable 
with  that  kind  of  leverage,  and  al 
though  Nova  was  listed  on  the  New 
York  Stock  Exchange  a  year  ago,  Ca 
nadians  still  owti  80%  of  the  stock. 

Nova  Chairman  S.  Robert  Blaii 
isn't  worried.  What  he  knows — and 
the  stock  market  seems  to  overlook — 
is  that  Nova  has  a  guaranteed  strearn 
of  profits.  That's  right,  guaranteed 
profits.  Nova  was  first  formed  in  1954| 
under  government  edict  to  transport 
natural  gas  throughout  Alberta,  and 
today  the  company  gets  25%  of  itSi 
profits  from  contracts  to  pump  natu 
ral  gas  through  its  pipelines.  Alberta 
government  regulations  require  No- 
va's customers  to  pay  rates  high 
enough  to  fully  cover  the  company's 
expenses  as  well  as  provide  a  fair  re 
tum  on  equity.  Luckily  for  Nova,  this 
fair  return — currently  13.5% — is  set 
by  the  company's  own  board  of  direc 
tors.  That  arrangement  is  hard  to  beat. 

Likewise,  Nova  has  insured  itself 
steady  income  in  the  ethylene  busi 
ness  by  locking  customers  into  long 
term  contracts.  As  for  polyethylene, 
even  as  price  declines  slam  many 
plastics  makers  around  the  world, 
Nova  is  assured  profits  because  it 
makes  its  own  ethylene  feedstock  for 
up  to  67%  less  than  others  must  pay 
Profits  in  synthetic  rubber,  where 
Nova  is  one  of  the  largest  players  in 
the  world,  are  also  stable. 

Another  bullish  sign:  Customers 
are  clamoring  for  more  gas.  Demand 
rose  17%  last  year  and  could  keep 
rising  3%  a  year.  To  keep  up.  Nova 
will  spend  $2.5  billion  over  the  next 
six  years  to  build  and  expand  pipe- 
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lines  and  cut  costs.  By  1994  Blair  ex- 
pects to  have  doubled  the  size  of  his 
pipeline  network,  and  he  may  build  a 
third  ethylene  plant  in  Alberta  soon. 

That's  a  lot  for  Blair  to  feel  good 
about,  but  no  manager  can  feel  good 
for  long  these  days  when  his  compa- 
ny's stock  price  lagS;  the  sky  is  full  of 
raiding  vultures. 

Help  may  be  at  hand.  Recent  vio- 
lence in  China  prodded  thousands  of 
Hong  Kong  Chinese  to  move  money 
to  the  U.S.  and  Canada.  Among  the 
richest  Hong  Kong  Chinese  is  billion- 
aire Li  Ka-shing,  who,  with  his  son, 
already  owns  52%  of  Husky  Oil.  It  is 
not  inconceivable  that  they  might 
want  to  own  all  of  it. 


Lincoln  Poaer/The  Stock  House 


Hong  Kong's  Li  Ka-shing 
WiU  he  buy  Husky? 


In  an  interview  with  Forbes,  Nova 
Chairman  Blair  hinted  that  he  might 
be  willing  to  part  with  some  of  his 
company's  Husky  shares.  Would  Li  be 
interested?  He  could  certainly  afford 


to  do  the  deal:  His  overall  net  worth  is 
estimated  to  be  at  least  $1  billion.  In 
addition,  Li  might  be  able  to  pry  some 
shares  loose  from  Husky's  other 
shareholder,  the  Canadian  Imperial 
Bank  of  Commerce,  which  has  a  5% 
stake.  Then  he  could  possibly  take 
Husky  private. 

Of  course,  selling  its  Husky  stock 
would  mean  parting  with  a  promising 
investment  for  Nova.  But  it  would 
enable  the  company  to  cut  its  debt 
load  sharply  without  much  hurting 
operating  earnings.  Were  that  to  hap 
pen,  a  heavy  load  would  be  lifted  off 
Nova's  stock  price,  and  its  manage- 
ment could  go  back  to  worrying  about 
business  instead  of  about  raiders.  ■ 


The  Up  &  Comers 


Competitors 


In  a  race  between  the  country's  two  lead- 
ing sailmakers,  the  loser  shows  how  easily 
the  value  of  a  brand  name  can  erode. 


Sailsmanship 


By  David  Ctaarboek 


SUCCESS  IN  THIS  BUSINESS  de- 
pends on  what  they  say  about 
you  at  the  yacht  club  bar,  after 
the  race." 

That's  Tom  Whidden  speaking. 
He's  explaining  how  it  is  that  his 
company.  North  Sails  Group,  Inc.,  of 
Milford,  Conn.,  has  come  from  be- 
hind and  passed  venerable  Hood  Sail- 
makers,  Inc.  to  become  the  country's 
foremost  name  in  sailmaking.  The 
moral  of  this  story:  No  matter  how 
shiny  a  brand  name,  it  can  quickly 
tarnish  if  its  owners  fail  to  understand 
why  it  was  valuable  in  the  first  place. 

In  the  elite  world  of  sailing.  Hood 
Sailmakers,  of  Marblehead,  Mass., 
was  for  years  the  name  in  sails.  Theo- 
dore Hood,  who  founded  the  sail  loft 
in  1950,  had  perfected  a  technique  for 
weaving  synthetic  fibers  such  as  Or- 
ion and  Dacron  into  tough  sailcloth. 
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Unlike  heavy  cotton  canvas  sails, 
Hood's  lightweight  synthetic  sails  re- 
sisted mildew  and  wouldn't  rot. 

Hood  quickly  dominated  the  mar- 
ket. Just  as  important,  he  kept  sailing. 
The  Hood  loft's  reputation  was 
crowned  in  1974  when  Ted  Hood  cap- 
tained the  1974  America's  Cup  de- 
fender. Courageous,  to  victory. 

Hood  decided  to  sell.  In  1972  he 
sold  Hood  Sailmakers  to  Charles  M. 
Leighton's  miniconglomerate,  cml 
Group,  whose  holdings  include  Bos- 
ton Whaler,  a  manufacturer  of  motor- 
boats.  But  Leighton  couldn't  hack  the 
sail  business  and  sold  the  company 
back  to  Hood  in  1976. 

Two  years  later  Hood  again  sold 
some  of  the  company,  this  time  to  its 
management.  But  they,  too,  found  the 
going  tough  and  sold  out  to  a  French 
investor,  Jack  Setton,  in  1982.  Set- 
ton's  luck  was  no  better.  He  sold  the 
company  in  1986.  The  buyer:  John 


(Tim)  Woodhouse,  34,  a  Hood  franchi- 
see from  Grosse  Pointe,  Mich.  (Ted 
Hood's  current  company.  Hood  Enter- 
prises, manufactures  marine  hard- 
ware and  builds  custom  yachts,  both 
power  and  sail,  imder  the  names  Little 
Harbor  and  Black  Watch.) 

To  judge  from  the  photographs 
adorning  his  office  walls,  Tim  Wood- 
house  enjoys  an  enviable  lifestyle. 
There  he  is  at  the  wheel  of  his  ultra- 
modem  carbon  fiber  sailboat,  win- 
ning his  class  in  the  Southern  Ocean 
Racing  Circuit.  There's  another  shot 
of  him  tanned  and  smiling  after  win- 
ning the  Mackinac  Island  Race  on 
Lake  Huron. 

But  ask  him  how  business  is,  and 
the  smile  quickly  fades.  "Business  is 
soft,"  Woodhouse  says.  Over  the 
years.  Hood  has  fallen  to  second  place, 
behind  North  Sails.  Last  year  Hood 
had  sales  of  around  $10  million. 
North  Sails,  by  contrast,  finished  the 
three  best  years  in  its  25-year  history 
and  is  looking  at  $31  million  in  sales 
this  year. 

What  has  gone  wrong  for  Hood? 
Woodhouse  says  he  simply  overesti- 
mated the  demand  for  his  product. 
"When  I  made  the  decision  to  buy  the 
company,"  he  says,  "I  thought  sales 
would  be  flat  for  a  few  years.  But  I 
didn't  anticipate  that  racing  would 
lose  popularity."  Indeed,  the  market 
for  new  sailboats  and  sails  has  soft- 
ened dramatically  as  power  boats 
have  gained  favor,  thanks  to  their  ease 
of  operation  and  (at  current  oil  prices) 
relatively  modest  running  costs. 

Equally  important,  however,  is  the 
fact  that  the  Hood  name  lost  consider- 
able appeal  once  the  company  be- 
came   disassociated    from    its    race 
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Hood  Sailmakers'  John  (Tim)  Woodhouse  at  bis  Marblehead,  Mass.  sail  loft 
"I  didnt  unticipate  that  raciMig  would  lose  popularity." 


champion  founder,  Ted  Hood.  Sail- 
boat racers  are  big  customers  for  sails. 
Always  seeking  the  latest  in  sail  tech- 
nology, they  depend  on  sailmakers  to 
turn  out  fast,  state-of-the-art  sails 
made  from  the  latest  synthetic  mate- 
rials— Dacron  in  Ted  Hood's  younger 
days,  Kevlar  and  Spectra  today.  True, 
people  with  the  money  to  outfit  and 
campaign  a  serious  racing  yacht  are 
rare.  The  sails  budget  for  an  Ameri- 
ca's Cup  12-meter,  for  example,  can 
approach  $2  million. 

In  sailing  as  in  other  sports,  the 
maker  of  high-performance  products 
has  an  easier  time  selling  to  the  broad- 
er amateur  market.  Woodhouse  says 
there  isn't  much  profit  in  making  rac- 
ing sails.  However,  North,  with  three 
times  the  revenues  of  Hood,  derives 
70%  of  its  aimual  sales  from  racing 
customers,  with  the  remaining  30% 
coming  from  pleasure  yacht  sales.  For 
Woodhouse's  Hood  Sailmakers,  the 
revenue  split  is  the  reverse:  30%  rac- 
ing, 70%  pleasure.  Woodhouse,  it 
seems,  is  missing  the  boat  by  down- 
playing the  size  of  racers'  wallets. 

Woodhouse  lives  and  breathes  sail- 
ing. A  native  of  Grosse  Pomte,  Wood- 
house  perfected  his  sailing  technique 
on  small  one-man  iceboats,  making 
his  own  sails  and  working  for  a  De- 
troit sailmaker  in  the  early  Seventies. 
He  visited  the  Hood  Sailmakers  loft  in 
1974  ("It  was  like  visiting  the  Disney- 
land of  sailing"),  became  a  franchisee 
in  1979  and  a  consultant  for  the  com- 
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pany  in  1 984  and  bought  the  company 
two  years  later. 

But  among  sailing  enthusiasts,  it's 
hard  for  Woodhouse  to  match  North 
Sails'  Whidden.  Whidden  sailed  on 
the  last  four  U.S.  entries  in  the  Ameri- 
ca's Cup.  He  was  tactician  to  Dennis 
Conner,  captain  of  the  last  three  U.S. 
entries  in  the  America's  Cup,  advis- 
ing Conner  on  where  to  sail  and  how 
to  do  it  quickly.  (Unhappily,  in  early 
June  Whidden  filed  suit  against  Sail 
America,  the  syndicate  that  financed 
Cormer's  ill-starred  catamaran 
against  New  Zealand's  Michael  Fay. 
The  boat  was  seized  for  a  $220,000 
bad  debt.  "A  misunderstanding," 
Whidden  now  says.  "Everything  has 
been  resolved.") 

At  41,  Whidden  still  spends  150 
days  a  year  sailing  and  schmoozing 
with  enthusiasts  at  the  yacht  club 
bars.  And  that's  not  just  good  for  busi- 
ness. It's  crucial. 

Ted  Hood  explains  North  Sails' 
commercial  victory  over  Hood  Sail- 
makers this  way:  "They  [North  Sails) 
have  had  more  young  people  available 
to  go  out  on  the  customers'  boats,  to 
show  them  how  to  trim  their  new 
sails  and  make  them  go  fast."  Hood's 
point  is  clear:  Having  an  America's 
Cup  winner — or  at  least  one  of  his 
personal  assistants — teach  you  how 
to  win  is  like  taking  driving  lessons 
from  Jackie  Stewart.  Customers  will 
pay  for  the  privilege  and  cachet. 

Tim  Woodhouse  is  not  giving  up. 


and  has  several  things  going  for  hiir 
After  buying  the  company.  Wood 
house  cut  expenses  and  made  th 
company  profitable  for  the  first  tim 
in  five  years.  He  has  invested  in  • 
cost-cutting  program  built  around 
PC-based  cad/cam  system.  Using  it, 
designer  can  model  a  sail,  experimei 
with  it  on  the  computer's  screen  ani 
then  send  the  design  to  a  large  lase 
cutter.  The  laser  zips  through  a  roll  o 
fabric,  cutting  out  panels,  which  ar 
then  hand-sev^Ti  on  the  floor  of  th 
large  loft. 

"If  it  wasn't  for  the  computer  sysi 
tem  I  wouldn't  be  in  business  today, 
Woodhouse  says.  "In  the  past,  the  av 
erage  sail  would  have  taken  40  to  4! 
hours  to  lay  out  manually,  cut  anc 
sew.  Now  we're  downn  to  20  or  3( 
hours.  If  the  cad/cam  system  hadn' 
been  implemented,  I  couldn't  run  thi 
company."  Woodhouse  lost  money  ii 
1988,  but  he  says  1989  "looks  ver 
good." 

If  Woodhouse  can't  return  Hood  t« 
consistent  profitability,  he'll  probabb 
try  to  squeeze  out  what  value  remain 
in  the  Hood  name  by  sewing  the  Hoo( 
label  on  to  other  marine  products.  "/ 
few  companies  have  expressed  inter 
est  in  using  the  Hood  name,  so  then 
could  be  a  good  future  there  and  a  lo 
more  revenues,"  he  says.  "But  first 
have  to  get  the  company  back  on  it 
feet."  Expect  to  see  Tim  Woodhous* 
around  your  local  yacht  club  this  rac 
ing  season.  ■ 
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VlithourManagement  Services  Group 
the  fiituie  of  your  real  estate  assets 

ismlheaids. 
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CUSHMAN  &  WAKEFIELD 

Management  Services  Group     212/841-7644 

Strategic  Planning 

Tenant  Retention,  Marketing/Leasing 

Operations  Management 
Financial  and  Performance  Reporting 


Make  a  connection  with  the  real  estate  firm 
that  has  consistently  delivered  results  for  business 
America's  most  prestigious  and  demanding  clients. 
Cushman  &  Wakefield  is  the  largest  nonowner  manager 
of  commercial  real  estate  in  America.  We  currently 
manage  an  80-million-square-foot  portfolio  valued  at 
over  $12  billion. 

And  we're  continuing  our  commitment  to  our 
clients  by  providing  the  highest  quality  real  estate 


management  services.  We  reduce  operating  costs, 
increase  revenues  and  make  nonperforming  assets 
perform. 

For  a  review  of  your  real  estate  assets  or  more 
information  on  how  we  can  add  value  to  your  business 
real  estate,  call  us. 

We're  America's  direct        ^^^^lwWilW& 
line  to  business  real  estate        WAKEFIEL^To 


services. 


A  ROCKEFELLER  GROUP  COMPANY 


Business  Americas  Real  Estate  Firm. 


This  is  what  we  call  return  on  invest- 
ment. It's  not  in  oil,  or  chemicals,  or 
refining.  It's  in  learning.  WeVe  invest- 
ing in  today's  children  through  a 
unique  program  in  Cleveland  that 
actually  puts  money,  up  to  $6,000, 
into  escrow  for  a  student's  college 
education.  A  serious  student  can 
cost  us  a  lot.  But  kids  who  fail  to 
learn  will  cost  us  all  a  lot  more. 


The  Up  &  Comers 


Strategies 


Sometimes  it  takes  an  outsider  to  show  a 
company  where  its  real  market  lies.  Lucky 
indeed  was  Timberland  Co.  when  Giu- 
seppe Veronesi  knocked  on  its  door. 

Sidney  Swartz' 
dolce  vita 


By  Fleming  lleeks 


IN  February  1979  Giuseppe  Ver- 
onesi, president  of  Bologna's  Ritz 
Firma,  an  Italian  consumer  goods 
distributor,  fought  his  way  through  a 
New  Hampshire  snowstorm  to  pay 
his  first  visit  to  an  obscure  New  En- 
gland footwear  manufacturer.  Tim- 
berland Co.  was  making  heavy  work 
boots  and  a  camp  shoe  with  thick  lug 
soles.  What  would  a  design-sawy  Ital- 
ian want  with  such  clunky  products? 
Timberland's  owners,  brothers  Sidney 
and  Herman  Swartz,  soon  found  out. 

Veronesi  ordered  3,000  pairs  of 
shoes  and  boots.  "We  shipped  'em," 
recalls  Sidney  Swartz,  "and  said, 
'Well,  this  is  the  last  time  we're  going 
to  see  that  guy.'  "  For  the  Swartz  boys 
it  was  back  to  selling  durable  shoes  to 
students  and  blue-collar  types 
through  army-navy  and  sporting- 
goods  stores,  mostly  in  the  Northeast. 

What  they  didn't  know  was  that 
Veronesi  wasn't  just  indulging  a 
whim.  Veronesi's  company  is  a  divi- 
sion of  the  fashionable  FinRitz  SpA, 
which  launched  the  Louis  Vuitton 
brand  in  Italy  and  currently  licenses 
Ralph  Lauren's  Polo  brand  for  wom- 
en. These  are  the  kinds  of  people  who 
can  smell  a  trend  when  it  is  just  the 
faintest  of  whiffs.  Veronesi  wasn't  in- 
terested in  selling  to  students  and 
blue-collar  workers.  He  positioned 
Timberland's  shoes  and  boots  as  fash- 
ion items,  placing  them  in  high-fash- 
ion shops  in  Milan  and  Rome.  (If 
work  boots  on  stylish  Italian  feet 
sound  implausible,  note  that  clunky 
Russian  wristwatches  are  currently 
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Hemuiti  and  Sidney  Swartz,  circa  1981 
Now  hoping  for  a  reconciliation. 

the  rage  in  Italy.) 

Veronesi  was  on  the  mark.  The  chic 
Milanese  and  Romans  loved  Timber- 
land's boots  and  shoes,  and  Veronesi 
began  selling  the  line  in  expensive 
shoe  stores  throughout  Italy.  Last 
year  Italians  bought  528,000  pairs  of 
Timberland's  rugged  footwear,  worth 
$21  million  at  wholesale.  Altogether, 
the  company's  exports  topped  $39 
million. 

As  Veronesi  developed  Timber- 
land's Italian  market,  fashion-con- 
scious U.S.  department  store  buyers 
were  surprised  to  see  how  the  prod- 
ucts were  being  merchandised  in  Ita- 
ly. They  followed  suit.  Soon  the 
Swartzes  were  advertising  in  the  New 
Yorker  and  filling  orders  from  fancy 
retailers  like  Bergdorf  Goodman  and 
Saks  Fifth  Avenue. 

Timberland  learned  its  marketing 
lessons  well  from  the  Italians.  The 
Hampton,    N.H. -based    company    is 


now  the  number  two  manufacture, 
and  marketer,  after  Reebok's  Rock 
port  brand,  of  upmarket  casual  shoe! 
($65  and  over  at  retail)  in  the  U.S 
Since  1986  Timberland's  revenues 
have  climbed  from  $85  million  tc 
$133  million,  profits  from  $4.8  mil 
lion  to  $8  million.  Timberland's  cur 
rent  market  value:  $110  million. 

The  Swartz  brothers  earned  theu 
success  the  hard  way.  Sidney  Swartz 
now  53,  started  working  in  the  busi 
ness  34  years  ago,  when  his  Russian 
bom  father  acquired  the  tiny  Abing- 
ton  Shoe  Co.,  then  situated  in  Bos- 
ton, for  $20,000  in  1955.  A  19-year 
old  University  of  Maine  dropout 
Sidney  joined  his  father  on  the  shop 
floor,  stitching  work  boots  for  sale  tc 
local  discount  houses  under  housi 
brand  names. 

"We  were  selling  in  a  commodity 
market  where  price  was  the  primary 
bargaining  chip,"  recalls  Swartz.  "'. 
hated  it  with  a  passion."  Later  thai 
same  year  Sidney's  older  brother,  Her- 
man, then  28,  mustered  out  of  the 
Navy  and  joined  the  family  business 
Together  the  Swartzes  struggled  tc 
find  ways  to  cut  a  permy  here,  a  peimy 
there  off  the  cost  of  every  pair  of  theii 
work  boots. 

In  1965  the  brothers  discovered  a 
way  to  differentiate  Abington's  prod 
uct.  To  cut  labor  costs,  they  bought  an 
injection-molding  machine,  a  recent 
iimovation  in  the  shoe  industry.  With 
it,  thermoplastic-rubber  soles  could 
be  simultaneously  molded  and  at 
tached  to  leather  uppers.  This  elimi 
nated  the  need  for  stitching  and  gave 
their  boots  some  measure  of  watei 
resistance. 

"It  meant  we  could  get  an  extra  15 
to  20  cents  a  pair,"  recalls  Sidney, 
who  also  notes  that  it  lowered  costs 
by  50  cents  a  pair.  On  boots  that 
wholesaled  for  $5.75  a  pair,  that  made 
the  difference  between  break-even 
and  decent,  if  not  wild,  profitability 

In  1968  the  brothers  took  over  the 
business  from  their  father;  three  years 
later  they  moved  the  company  to 
New  Hampshire.  Around  that  time, 
they  noticed  that  their  maintenance 
man  favored  a  pair  of  boots  imported 
from  Canada.  He  liked  them  because 
they  were  comfortable,  water-resis- 
tant and  could  be  wom  year-round. 
The  brothers  took  apart  a  pair  of  the 
Canadian  boots  and  then  redesigned 
their  own  boots  along  the  Canadian 
model's  lines. 

Guaranteeing  their  new  boots  to  be 
waterproof,  the  Swartzes  brought 
them  to  market  in  1973  under  the 
brand  name  Timberland.  The  clunky, 
blond-leather  lace-up  boots  developed 
such  a  following,  particularly  on  New 
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England  college  campus- 
es, that  by  1978  the 
brothers  decided  to  get 
out  of  private  labeling  al- 
together. They  renamed 
the  company  Timber- 
land  and  put  the  name 
on  all  their  products. 

in  1978  the  brothers 
took  another  chance  and 
brought  out  a  shoe — a 
hand-sewn  leather  moc- 
casin similar  to  Sperry's 
Topsiders  but  with  a 
bootlike  lug  sole.  It  was 
distributed  mainly 

through  the  same  north- 
eastern network  of 
army-navy  and  sporting- 
goods  stores  that  sold 
their  work  boots.  Again, 
the  product  caught  on 
with  the  campus  set.  By 
1979  the  company, 
which  in  its  best  year  as 
a  private  labeler  had  sold 
about  $3  million  worth 
of  footwear,  was  gross- 
ing $14  million. 

It  was  at  this  point 
that  Veronesi  appeared 
at  the  door.  It  was  also  at 
this  point  that  the  seeds 
were  sown  for  a  nasty 
family  fight. 

As  Timberland's  Ital- 
ian success  created  de- 
mand in  the  U.S.,  the 
company  attracted  the 
attention  of  the  acquisi- 
tive VF  Corp.,  maker  of 
Lee  jeans.  In  1984  vf 
Corp.  offered  the  Swartz 
brothers  $60  million  for 
Timberland. 

Herman  Swartz,  then 

57  and  always  more  con-     

servative  than  his  younger  brother, 
wanted  to  take  the  money  and  retire. 
Sidney  wanted  to  continue  building 
the  business  and  to  bring  in  his  two 
sons.  He  asked  his  brother  for  time  to 
line  up  financing  to  buy  him  out.  Her- 
man agreed.  But  vt  got  tired  of  waiting 
for  a  decision  and  withdrew  its  offer. 

Two  years  later  a  former  partner  at 
Morgan  Stanley  &.  Co.  made  a  prelim- 
inary bid  of  about  $60  million.  This 
time  Sidney  ^yas  able  to  preempt  a 
final  offer:  In  June  1986  he  raised 
$34.5  million  from  Merrill  Lynch  In- 
terfunding  and  bought  out  his  broth- 
er's half  of  the  company  for  slightly 
more  than  $30  million. 

Herman  should  have  listened  to  his 
younger  brother.  The  following  June, 
with  the  market  for  initial  public  of- 
ferings strong,  Merrill  Lynch  sold  3.35 
million    of    Timberland's    shares — 


Timberland's  Sidney  Swartz  today 

"My  optimisin  sometimes  gets  the  better  of  me.' 


about  30%  of  the  total — to  the  public 
at  $14.  At  that  price  the  company  had 
a  market  capitalization  of  around 
$150  million — and  poor  Herman  had 
sold  half  of  it  for  just  $30  million.  For 
a  while  at  least,  brother  Sidney  was, 
on  paper,  a  centimillionaire. 

Herman  Swartz  says  he  is  philo- 
sophical about  the  lost  opportunity. 
"At  the  time  [of  the  buyout],  it 
seemed  like  a  fair  deal,"  he  says.  "The 
fact  that  it  was  valued  at  a  much 
higher  price  by  the  marketplace,  well, 
c'est  la  guerre."  But  he  admits  that  he 
and  his  brother — who  literally  shared 
the  same  office  for  30  years — have  not 
spoken  in  2  years. 

The  absence  of  conservative  Her- 
man may  be  a  problem  for  the  compa- 
ny. To  fuel  Timberland's  recent 
growth,  Sidney  Swartz  has  been  spew- 
ing out  new  products.  Last  fall  alone. 


Timberland  brought  al- 
most 160  new  models 
and  colors  of  shoes  and 
boots  to  market — ex- 
panding its  fall  line  from 
340  to  neariy  500.  At  the 
same  time,  Timberland 
introduced  a  line  of 
men's  and  women's  ap- 
parel and  accessories, 
and  opened  two  stylish 
Ralph  Lauren-inspired 
retail  stores  in  Boston 
and  in  Sausalito,  Calif. 

The  company  has  paid 
a  price.  Production  prob- 
lems caused  by  the  glut 
of  new  products  brought 
Timberland's  factories 
in  Maine,  Tennessee, 
Puerto  Rico  and  the  Do- 
minican Republic  to  a 
virtual  halt.  Orders  were 
often  shipped  late  or  not 
at  all.  And  while  reve- 
nues rose  24%  on  the 
year,  profits  fell  14%. 

"I  nearly  drove  this 
company  under  the 
grovmd,"  admits  Sidney. 
"My  optimism  some- 
times gets  the  better  of 
me."  But  then  his  soar- 
ing optimism  over- 
whelms his  modesty  and 
he  says:  "If  I  can  put  a 
good  pair  of  waterproof 
boots  on  you,  why  can't  I 
put  a  nice  pair  of  cordu- 
roys and  a  heavy  sweater 
and  a  good  leather  jacket 
on  you,  too,  and  let  you 
walk  the  streets  of  New 
York  looking  warm, 
comfortable  and  a  little 
bit     fashionable?"     He 

goes  on  to  say  that  the 

company  might  also  get  into  back- 
packs, sleeping  bags  and  canoes.  "And 
we're  not  ruling  out  mountain  bikes." 
Timberland's  apparel  line  is  a  sort  of 
cross  between  Patagonia  and  Ralph 
Lauren.  Apparel  revenues  this  year 
are  estimated  at  $15  million,  up  from 
$5  million  last  year. 

Sidney's  29-year-old  son,  Jeffrey,  a 
graduate  of  Dartmouth's  Amos  Tuck 
business  school,  left  his  job  at  Lotus 
Development  Corp.  two  years  ago  to 
take  charge  of  international  sales  at 
Timberland.  Jeffrey  says  his  father 
hopes  for  a  reconciliation  with  uncle 
Herman.  That's  probably  a  good  idea. 
Without  Herman's  conservative 
counsel,  Sidney's  optimism  could 
easily  get  the  company  into  deep 
trouble.  Canoes  and  mountain  bikes 
may  prove  a  tough  sell  to  the  fashion 
elite.  ■ 
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Never  underestimate  the  ingenuity  of  doc- 
tors. Getting  patients  out  of  hospitals  for 
more  routine  care  was  supposed  to  bring 
medical  bills  down.  It  hasn't. 

Got  a  moment? 

How  about  some 

knee  surgery? 


By  Ellen  Paris 


The  theory  was  that  there  were 
too  many  patients  staying  over- 
night in  hospitals  for  routine 
treatment  that  could  be  done  much 
more  cheaply  in  doctors'  offices  and 
outpatient  clinics.  So  medical  insur- 
ers, along  with  companies  that 
were  staggering  under  rapidly 
rising  health  care  costs, 
pushed  a  variety  of  programs 
to  increase  so-called  outpa- 
tient care. 

It  worked,  all  right.  But  the 
trouble  is  that  pushing  pa- 
tients out  of  hospital  beds  and 
into  their  doctors'  offices  and 
outpatient  clinics  didn't  re- 
duce medical  bills  at  all.  On 
the  contrary.  Last  year,  to 
their  dismay,  many  employers 
saw  their  health  care  bills  rise 
between  20%  and  30% .  Much 
of  that  increase  came  from 
outpatient  costs,  which  rose 
about  25%.  Outpatient  costs 
now  account  for  an  estimated 
50%  of  total  health  care  costs, 
versus  20%  five  years  ago. 

Look  no  further  than  your 
doctor's  office  for  the  reason. 
All  that  diagnostic  laboratory  gear 
that  hospitals  use  for  complete  blood 
counts  and  urinalyses,  for  instance, 
your  friendly  local  doc  likely  has  in 
his  back  room.  Modem  surgery  tech- 
niques also  mean  that  many  proce- 
dures like  arthroscopic  knee  surgery 
can  be  done  right  m  an  outpatient 
clinic. 

The  fact  is,  as  fast  as  insiu-ance 
companies  and  the  businesses  that  are 
their  clients  find  new  strategies  and 
methods  for  containing  medical  costs, 
physicians  seem  to  figure  out  how  to 
sidestep  them. 

Which  creates  major  problems  for 
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insurers.  "Outpatient  costs  are  much 
harder  to  monitor  because  of  their 
sheer  magnitude,"  says  David  Rinal- 
do,  director  of  the  Employer  Health 
Care  Data  Center  at  Corporate  Health 
Strategies,  a  Westport,  Conn,  consult- 
ing firm.  Outpatient  doctors'  visits, 
for  example,  generate  numerous  bills. 


versus  one  itemized  bill  for  a  hospital 
stay.  This  creates  much  more  poten- 
tial for  physician  abuse.  "It's  hard  to 
track  something  that's  nickel-and- 
diming  you  to  death,"  says  Virginia 
McLain  Rusk,  health  care  specialist  at 
Arthur  Yoimg. 

The  most  widely  abused  services: 
radiology  and  diagnostic  lab  testing 
(from  X  rays  and  ekgs  to  expensive 
CAT  scans  and  magnetic  resonance 
imaging).  "How  do  you  get  doctors  to 
think  before  ordering  tests  when  they 
have  such  a  low  level  of  awareness  of 
costs?"  asks  Dr.  Philip  Hawley  Jr.,  a 
physician  and  health  care  cost  con- 


tairmient  consultant  to  health  insur- 
ance companies  and  large  self -insured 
corporations. 

What  are  insurers  and  employers 
doing  about  all  this?  First,  they're  try- 
ing to  identify  the  most  egregious 
abusers.  Blue  Cross/Blue  Shield,  for 
example,  is  gathering  data  on  doctors 
who  systematically  order  lots  of  tests. 
Blue  Cross/Blue  Shield  of  Michigan 
recently  found  that  doctors  who  had 
invested  in  laboratories  ordered  43% 
more  tests  than  doctors  who  had  no,, 
financial  interests  in  their  labs. 

Insurers  are  also  turning  to  special 
ly  designed  computer  programs  likel 
Patterns  of  Treatment,  now  being| 
used  by  Metropolitan  Life  and  Pru- 
dential. The  computer  matches  a  clin- 
ical checklist  for  chest  pains,  say, 
with  a  doctor's  treatment  to  evaluate 
the  treatment's  appropriateness.  At 
the  same  time,  some  companies  like 
Huntington  Beach,  Calif. -based  Cost 
Care,  HealthCare  Compare  in  Down- 
ers Grove,  111.  and  Berwyn,  Pa.-based| 
Intracorp  are  developing  healthy  busi- 
nesses reviewing  outpatient  costs. 
Bob  Fry,  manager  of  product  devel- 
opment for  Intracorp,  says  his 
company  has  drawn  up  a  list  of 
27  outpatient,  diagnostic  andl 
therapeutic  procedures  with  a| 
history  of  abuse.  One  of  the 
trendiest  and  most  overper- 
formed:  knee  arthroscopic  sur- 
gery (total  cost:  $3,000  td 
$5,000),  a  relatively  new  pro- 
cedure done  with  a  long  scope 
inserted  into  the  knee  joint 
The  operation  is  favored  by 
many  aging  weekend  jocks 
with  sore  knees,  though  there 
may  be  far  cheaper  treatment 
methods,  from  physical  thera- 
py to  anti-inflammatory  drugs. 
Finally,  there  is  the  most  ef- 
fective way  to  get  patients  to 
pay  closer  attention  to  the  cost 
of  their  treatment:  Make  them 
pay  more  of  the  cost.  Southern 
California  Edison,  for  in- 
stance, spends  $100  million  a 
year  on  health  care  for  its  57,000  em- 
ployees, retirees  and  dependents.  Un- 
der one  of  its  newest  programs,  any- 
one who  is  considering  outpatient 
surgery  must  go  through  a  careful 
company  review.  Otherwise,  he  faces 
a  20%  to  50%  drop  in  coverage.  Ex- 
plains Dr.  Jacque  Sokolov,  SoCal  Edis- 
on's director  of  health  care:  "The  pro- 
gram watches  physicians  to  make 
sure  they're  not  doing  surgeries  that 
should  not  be  done  and  educates  indi- 
viduals to  know  what  to  ask  the 
doctor." 

Prognosis:  more  and  closer  scrutiny 
of  what  goes  on  in  doctors'  offices.  ■ 
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Witness  the  destruction 
of  an  entire  department. 


Don't  blink.  Six  nnonths  worth  of 
new  orders  and  over  fifty  thousand 
customers  are  about  to  be  wiped  off  the 
face  of  the  earth. 

By  accident. 

62%  of  all  hard  disk  data  loss  is  due 
to  operator  error.  Unless  you  back  up 


your  department  with  3M  data  cartridge 
tape  technology,  you're  at  the  mercy  of 
every  finger  tip  in  the  company. 

All  our  data  cartridge  tapes  are  backed 
with  20  years  of  experience.  12  revo- 
lutionary patents.  And  are  the  choice 
of  IBM.  Apple.  And  Hewlett-Packard. 


Fact  is,  you  simply  can't  find  better 
protection  for  vour  company  docu- 
ments. So  don't  take  chances.  Back  up 
ever\thing  on  a  3M  data  cartridge  tape. 
It's  the  safest  way  to  avoid  destruction. 

Call  1-800-888-1889  ext.  5 
for  more  information. 
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How  could  an  efficient  market  lose  one- 
third  of  its  value  in  a  single  month — as  the 
worlds  stock  exchanges  did  in  October 
1987?  Here  is  one  professor  s  answer. 

Dangerously 
inefficient 


By  Matthew  Schifrin 


STRANGE  THAT  SO  many  academ- 
ics still  cling  to  the  illusion 
that  the  stock  market  is  an  effi- 
cient pricing  mechanism.  If  the  stock 
market  were  truly  efficient,  it  would 
never  have  reached  2700  on  the  Dow 
in  the  summer  of  1987,  nor  would  it 
have  crashed  to  1750  little  more  than 


a  month  later.  To  argue  that  this  was 
efficient  pricing  would  be  to  argue 
that  the  corporate  world  lost  one- 
third  of  its  real  value  in  a  single 
month.  Clearly  this  is  an  unsustain- 
able view. 

Despite  piles  of  research  from  aca- 
demics and  government  regulatory 
agencies,  there  is  still  no  clear  consen- 
sus on  what  triggered  Black  Monday. 


But  it  happened  and  could  happen 
again,  without  reasonable  cause,  says 
Avner  Arbel,  52,  professor  of  finance 
at  Cornell  University.  Arbel  isn't 
lulled  by  the  market's  subsequent  re- 
covery. He  is  convinced  that  the  crash 
is  but  a  symptom  of  dangerous  ineffi- 
ciency in  the  stock  market. 

For  decades  the  textbooks  have  told 
business  students  that  the  stock  mar- 
ket is  rational,  that  stock  prices  accu- 
rately reflect  all  publicly  available  in- 
formation. This  efficient  market  the- 
ory is  the  basis  of  hundreds  of 
investment  strategies  aimed  at  identi- 
fying both  "undervalued  and  over- 
valued" securities. 

But  the  theory  certainly  does  not 
hold  true  today,  says  Arbel.  No  single 
kernel  of  information  can  account  for 
the  market's  precipitous  crash  21 
months  ago.  To  Arbel,  this  indicates 
that  the  stock  market  was  riding  a 
wave  of  speculative  buying.  In  aca- 
demic terms,  the  stock  market  had 
become  inefficient.  What's  more,  Ar- 
bel warns  that  unless  the  causes  of 
this  inefficiency  are  corrected,  anoth- 
er crash  is  likely. 

Arbel  thinks  he  knows  what  lies 
behind   the   inefficient   and   volatile 
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"In  an  odd  way  the  small  investor  knows  the  market  is  inefficient,  and  he  doesn't  trust  it. 
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pricing:  insider  trading.  He  argues 
that  today's  stock  market  gyrations 
are  largely  fueled  by  information  not 
available  to  the  general  public — espe- 
cially takeover  rumors.  The  big 
moves  in  stocks  have  mostly  been  in 
takeover  situations  and  the  like,  and 
here,  Arbel  says,  the  mass  of  investors 
are  at  an  enormous  disadvantage  vis- 
a-vis the  dealmakers,  big  traders  and 
institutions. 

With  investing  increasingly  domi- 
nated by  institutions,  Arbel  has 
reached  the  radical  conclusion  that 
there  are  really  tv^o  stock  markets  in 
the  U.S.,  each  running  on  a  different 
pool  of  information.  The  first  market 
we  all  know  about.  It  consists  of  the 
traditional  stock  exchanges,  where 
prices  are  based  on  information  pro- 
vided by  news  accounts,  brokerage 
analysts  and  disclosure  documents 
filed  with  the  Securities  &  Exchange 
Commission. 

More  sinister  is  a  second  market,  or 
what  Arbel  calls  the  "shadow  mar- 
ket." Here  the  stock  prices  of  compa- 
nies involved  in  mergers  and  restruc- 
turings are  determined  away  from  the 
market,  be  it  in  a  company's  board- 
room or  in  the  offices  of  its  invest- 
ment banker.  Generally,  this  informa- 
tion isn't  available  to  the  public  on  a 
timely  basis.  Instead,  it  remains  the 
preserve  of  a  few  big  institutions  and 


professional  traders.  In  time,  prices  on 
the  traditional  stock  markets  rise  or 
fall  to  meet  the  shadow  market,  leav- 
ing savvy  shadow  players  clutching 
fat  profits. 

"How  can  a  pricing  be  efficient  if 
stocks  double  overnight  because  of 
discussions  that  go  on  in  board- 
rooms?" Arbel  gripes. 

Soured  on  the  game,  he  says,  indi- 
vidual investors  have  turned  away 
from  the  market.  "In  an  odd  way  the 

"How  can  pricing  be 
efficient  tf  stocks  double 
overnight  because  of 
discussions  that  go  on  in 
boardrooms?"  Arbel  asks. 


small  investor  knows  the  market  is 
inefficient,  and  he  doesn't  trust  it." 

The  implications  of  this  could 
mean  trouble  for  new  companies 
seeking  equity  financing.  Individual 
investors  have  provided  crucial  fi- 
nancing for  small  companies  such  as 
Apple  Computer,  which  had  virtually 
no  institutional  investors  back  in 
1981.  Or  take  a  well-known  stock  like 
Disney;  only  8%  of  its  shares  were 
owned  by  institutions  as  recently  as 
1970.  Forbes'  database  shows  that 
initial  public  stock  offerings — a  sector 
of  the  market  especially  reliant  on 


individual  investors — dropped  from 
$18.8  billion  in  1986  to  some  $.5.2 
billion  last  year. 

In  his  recent  book.  Crash  (Longman, 
$22.95),  Arbel  reaches  conclusions  on 
his  own,  but  he  admits  that  much  of 
his  research  comes  straight  from  offi- 
cial studies  of  the  1987  crash.  Up  to 
now,  unfortunately,  many  of  those 
studies  have  been  all  but  ignored. 

To  make  the  stock  market  more 
efficient,  Arbel  would  eliminate  the 
specialist  system,  which  failed  to 
hold  up  stock  prices  in  the  face  of 
massive  selling.  He  would  also  create 
one  centralized  market  and  one  gov- 
ernment agency  to  oversee  it.  During 
heavy  downward  market  moves,  Ar- 
bel supports  a  halt  in  trading  to  give 
the  market  a  chance  to  catch  its 
breath.  To  help  alleviate  small  inves- 
tors' fears,  Arbel  recommends  more 
effective  policing  of  institutional  ac- 
tivity and  more  timely  public  disclo- 
sure of  merger  negotiations. 

In  short,  Arbel  wants  to  see  more 
federal  policing.  But  is  that  really  the 
answer?  A  market  that  prices  stocks 
so  cheaply  that  they  are  susceptible  to 
substantial  premiums  in  takeover  sit- 
uations may  not  be  efficient  in  the 
first  place.  Could  it  be  that  the  take- 
over game,  far  from  being  a  cause  of 
inefficiency,  is  itself  a  product  of  pric- 
ing inefficiency?  ■ 


With  the  way  some  facsimiles  make  you  wait, 


I  Come  see  the  Canon  Greater  HartlordOpen, 
Juty  6-9  or  watch  4  on  CBS  Television 


The  Larger  Context 


How  can  we  help  the  Chinese  students 
and  all  the  other  people  fighting  the  tyr- 
anny of  socialism?  First,  with  ideas. 

AFTER  SOCIALISM, 
WHAT? 


One  of  my  most  telling  memories 
will  be  of  Italian  Communist  Party 
officials  (on  television)  squirming. 
The  Communist  Party  of  China  and 
the  Communist  Party  of  Italy,  they 
said,  share  absolutely  nothing  ex- 
cept the  name  "Communist."  We 
are  for  democracy,  peaceful  means, 
dialog,  the  Italian  communists 
plaintively  repeated.  (Facing  immi- 
nent elections  for  the  European  Par- 
liament in  Strasbourg,  they  feared  a 
precipitous  fall  in  support.) 

"Then  why  don't  you  just  drop 
the  'communist'  ?"  the  Italian  de- 
bate made  them  answer.  They  can't, 
of  course,  without  disowning  their 


By  Michael  Novak 


On  June  4,  I  was  in  Rome,  Italy 
when  Chinese  troops  were  cutting 
through  the  students  in  Tiananmen 
Square.  It  is  a  quite  special  memory 
to  have  experienced  the  interna- 
tional power  of  such  events. 


history  and  self-legitimization.  And 
they  can't  explain  how  communist 
doctrine  prevents  what  the  commu- 
nist Chinese  just  did. 

In  the  same  weekend,  the  first 
free  elections  in  a  Warsaw  Pact  na- 
tion took  place  in  Poland.  Despite 
running  mostly  unopposed  candi- 
dates, the  communists  lost  every 
single  seat  but  one. 

In  the  Soviet  Union  that  same 
week  violent  ethnic  conflict  broke 
out  in  Uzbekistan,  one  among 
many  raw  and  troubled  "nationali- 
ties" in  the  U.S.S.R.  Crack  Soviet 
troops  could  not  halt  the  carnage. 
More  conflict  is  likely  to  surface  in 
coming  months. 

In  all  such  places,  the  persuasive- 
ness of  the  communist  idea  disinte- 
grated some  years  ago.  Audiences  in 
Poland  have  burst  out  laughing 
while  watching  propaganda  films 
about  socialism. 

But  the  end  of  socialism  does  not 
guarantee  its  replacement  by  a  sys- 
tem of  liberty  and  justice.  From  Chi- 
na to  Poland,  the  long,  hard  battle  for 
workable  ideas  has  barely  begun — I 
mean  social  ideas,  ideas  about  how 
to  order  human  institutions. 

Which  small  steps  should  be  tak- 
en first?  How  are  juries  picked? 
How  should  small  businesses  be  in- 
corporated? What  truths  need  to  be 
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absorbed,  to  get  from  socialism  to 
liberty? 

We  in  the  West  do  not  appreciate 
how  much  we  owe  to  rare  and  pre- 
cious answers  to  such  questions, 
worked  out  over  centuries  in  the 
laboratory  of  trial  and  error.  Our 
leading  inspiration  has  been  "liber- 
ty." But  not  just  any  idea  of  liberty: 
rather,  ordered  liberty. 

The  Chinese  students  who  fash- 
ioned a  work  of  art  to  represent 
their  aspirations  did  well  to  raise 
aloft  a  statue  of  Lady  Liberty.  Like 
the  besieged  French  liberals  of  1886, 
who  fashioned  for  New  York  Har- 
bor their  own  representation  of  Lib- 
erty, they  did  well  to  display  Liberty 
as  a  woman,  not  a  warrior.  (By  an- 
cient tradition,  wisdom  is  best  rep- 
resented by  a  woman.) 

But  there  was  something  missing 
from  the  Beijing  Lady  Liberty.  The 
students  showed  her  with  the  Torch 
of  Reason  in  one  hand,  but  omitted, 
in  the  other  hand,  the  Book  of  the 
Laws.  For  Liberty,  as  the  West  un- 
derstands her,  is  not  the  liberty  to 
do  anything  we  wish,  to  be  moved 
by  any  passion  at  all,  to  act  from 
ignorance  or  prejudice  or  bigotry. 
Illumined  by  insight  and  intelli- 
gence, she  is  faithful  to  the  common 
law.  "Confirm  thy  soul  in  self-con- 
trol, thy  liberty  in  law." 


The  West  is  a  peculiar  culture,  in 
part  because,  unlike  any  other,  it 
has  for  three  millennia  now  tried  to 
speak  for  human  beings  universally. 
The  early  American  framers,  for  in- 
stance, claimed  no  special  rights  as 
"American  rights";  they  claimed  to 
speak  for  "human"  rights,  inalien- 
ably endowed  in  all  persons  beyond 
the  reach  of  any  state  or  culture. 
They  claimed  nothing  for  Ameri- 
cans that  they  did  not  claim  for  all 
other  human  beings.  The  Chinese 
students  now  seek  to  claim  these 
for  themselves. 

This  universality  has  been  tem- 
pered by  another  principle;  viz,  that 
the  institutions  of  liberty  must  be 
worked  out  concretely,  by  particu- 
lar peoples  amid  particular  circum- 
stances. An  emphasis  upon  particu- 
larity belongs  to  the  West  as  much 
as  its  emphasis  upon  universality. 
Thus,  it  has  cherished  the  particular 
history  of  the  Jews,  of  the  Greeks,  of 
the  Romans,  of  the  French  and  En- 
glish, and  other  particular  peoples, 
each  of  whom  has  added  to  its  com- 
mon patrimony.  No  other  culture 
has  come  even  close  to  establishing 
a  language  at  once  so  universal  and 
so  concrete. 

Worldwide  evidence  on  June  4 
suggests  that  large  sectors  of  the 
world  now  want  new  orders  of  liber- 


ty. Yet  the  road  to  fashioning  insti- 
tutions and  systems  that  permit 
such  open,  public  action  is  long  and 
hard.  Suitable  personal  and  social 
habits  are  required.  Responsive  in- 
stitutions— many  of  them  counter- 
intuitive in  their  workings — need  to 
be  developed  patiently.  Particular- 
ities of  history,  faith  and  culture 
need  to  be  attended  to.  Most  of  the 
world  lacks  even  a  tradition  for 
thinking  about  such  things. 

No  wonder  so  many  peoples  now 
look  to  us  even  for  discerning  where 
to  begin,  what  to  aim  for  and  how  to 
avoid  the  worst  mistakes  and 
snares.  The  meaning  of  June  4  is 
that  millions  now  seek  instruction 
in  how  institutions  are  to  be  fash- 
ioned to  native  human  liberties. 
They  want  to  know  about  the  little 
steps,  the  small  but  sure  begin- 
nings. Too  bad  so  many  in  the  West 
forget  both  the  small  steps — and 
one  big  one:  that  Lady  Liberty 
stands  for  more  than  just  freedom; 
she  carries  both  a  Torch  of  Reason 
and  the  Book  of  the  Laws.  ■ 


Philosopher,  jonmalisl  and  ex-l.S  ambas- 
sador Michael  Norak  directs  social  and  po- 
litical studies  at  the  American  Enterprise 
Institute  in  Washington,  DC.  Among  his 
recent  hooks  are  Taking  Glasnost  Seriously 
and  Free  Persons  and  the  Common  Good. 
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The  Money  Men 


How  will  dollar  securities  do  against  Euro- 
pean ones?  Very  well,  according  to  this 
well-connected  investment  strategist. 


Buy  American 


By  Peter  Fuhrman 


ROLAND  Leuschel,  chicf  invest- 
ment strategist  for  Banque 
Bruxelles  Lambert  in  Belgium, 
is  one  of  the  contment's  most  highly 
regarded  money  managers.  He  is  also 
one  of  the  leading  European  advocates 
of  supply-side  economics,  having  co- 
authored  with  Jack  Kemp  the  German 
edition  of  a  supply-side  primer.  A  Ger- 
man by  birth,  Leuschel  is  much 
sought  after  in  Germany  as  an  inter- 
preter of  stock  and  bond  markets. 
Among  his  confidants  is  the  West 
German  central  bank  president,  Karl 
Otto  Poehl. 

Where  is  Leuschel  telling  clients  to 
put  their  money  now?  In  U.S.  mar- 
kets. He  recommends  that  U.S.  inves- 
tors not  keep  more  than  5%  to  10%  of 
their  money  overseas,  instead  of  the 
10%  to  20%  often  recommended  by 
experts  on  this  side  of  the  Atlantic. 
Here  is  Leuschel's  reasoning: 

He  looks  for  a  significant  loosening 
of  money  by  central  banks,  led  by  the 
U.S.  Federal  Reserve.  This  will  bring 
about  a  dramatic  rise  in  world  share 
prices,  but  the  biggest  gains  will  be  in 
the  U.S.  "Within  two  to  three  years,  if 
the  Federal  Reserve  eases  its  restric- 
tive policies,  I  expect  to  see  the  Dow 
Jones  average  between  3500  and 
5000,"  says  the  52-year-old  Leuschel 
from  his  second-floor  office  across 
from  the  royal  palace  in  Brussels. 

Leuschel  emphasizes  central  bank 
policy  because  he  is  a  monetarist, 
meaning  he  tracks  money  supplies  as 
indicators  of  inflation,  interest  rates, 
currency  rates  and  hence  relative 
stock  and  bond  market  performance. 

Over  most  of  the  past  year  the  lead- 
ing central  banks  have  been  giving  a 
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Roland  l.citsclx'l  qfJkou/uc  Bru.xclk'S 
"The  greater  danger  is  deflation." 

strong  upward  push  on  interest  rates 
as  a  way  to  arrest  inflationary  pres- 
sures. But,  for  Leuschel,  the  inflation 
fears  in  the  U.S.  and  among  its  West- 
ern partners  are  themselves  inflated. 
Using  the  price  of  gold  as  an  indicator 
for  the  underlying  rate  of  U.S.  infla- 
tion, Leuschel  concludes  that  by  1990 
the  U.S.  inflation  rate  will  fall  to  be- 
low 3%.  "The  greater  danger  is  of 
deflation,"  he  says. 

When  stocks  plunged  in  1987,  the 
central  bankers  immediately  eased  up 
on  tight  monetary  policies,  providing 
needed  liquidity  for  the  world's  finan- 
cial sector.  These  lower  interest  rates 
also  provided  an  impetus  for  strong 
economic  growth  in  1988. 

On   fundamental  grounds  of  eco- 


nomics, Leuschel  considers  the  more 
recent  credit-tightening  moves  ill 
timed.  "If  everyone  keeps  pushing  up 
interest  rates,  you  can  predict  another 
crash,"  he  says.  Before  crisis  strikes, 
Leuschel  expects  the  Federal  Reserve 
to  ease  U.S.  monetary  policy.  To  a 
degree,  that  may  have  happened  al- 
ready— Treasury  bond  rates  are  down 
from  their  spring  high — but  Leuschel 
says  the  process  is  only  beginning.  He 
is  a  real  bull,  predicting  a  fall  in  30- 
year  U.S.  Treasury  yields  from  not 
quite  9%  to  6%  by  1992. 

The  lower  interest  rates,  in  turn, 
will  drive  a  strong  upward  surge  in 
corporate  profits.  For  Leuschel,  the 
most  appealing  investment  targets  are 
shares  of  U.S.  financial  companies, 
especially  the  securities  houses  like 
Salomon  Brothers  and  Merrill  Lynch 
"The  Wall  Street  houses  are  laying 
people  off  now.  If  stocks  begin  to 
climb  and  trading  volume  recovers, 
which  I  expect,  there  will  be  a  power- 
ful leverage  effect  on  these  compa- 
nies' earnings,"  he  says.  "The  supply 
of  U.S.  dollars  is  shrinking  and  we  are 
now  approaching  0%  real  money  sup- 
ply growth.  At  the  same  time,  de- 
mand for  dollars  is  rising  because  of 
strong  nominal  gnp  growth  in  the 
U.S.,  higher  oil  prices  and  rising  world 
trade.  Also,  high  short-term  interest 
rates  increase  the  dollar  requirements 
of  the  debtor  countries." 

Leuschel  also  sees  a  gradual  elimi-' 
nation  of  the  basic  distortions  causing 
currency  fluctuations,  and  a  return  to 
a  fixed-rate  exchange  regime  among 
the  world's  leading  economies.  "The 
enormous  fluctuations  of  the  floating 
rate  days  are  behind  us,"  he  stresses. 
"Exchange  rates  can  be  fixed  as  infla- 
tion rates  |in  the  major  economies] 
come  into  line."  With  inflation  rates 
converging,  destabilizing  interest-rate 
spreads  should  narrow.  At  present,  a 
three-month  Eurocurrency  deposit  in 
dollars  offers  a  3.3%  interest  premi- 
um over  deutsche  mark  deposits.  If 
that  premium  vanishes,  people  hold- 
ing U.S.  dollar  bonds  now  will  do  very 
well,  compared  with  people  who  hold 
mark  bonds.  (That  assumes,  of  course, 
that  the  dollar/mark  exchange  rate 
stays  constant.) 

Says  Leuschel:  "I  am  optimistic 
about  the  U.S.  The  savings  rate  is 
rising.  This  will  also  gradually  push 
[U.S.]  interest  rates  down  in  line  with 
those  in  Germany  and  Japan.  The  U.S. 
is  adopting  a  more  European  way  of 
life,  which  means  an  aging  population 
matched  by  greater  investment  to 
maintain  high  rates  of  productivity. 
The  reindustrialization  is  already  be- 
ginning with  the  boom  in  orders  for 
capital  goods."  ■ 
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Bemie  Madoff  pays  brokers  for  the  privi- 
lege of  executing  their  orders.  How  can  this 
he?  He  is  taking  advantage  of  an  obsolete 
New  York  Stock  Exchange  rule  that  protects 
specialists  at  the  expense  of  everybody  else 

Living  off 
the  spread 


By  Richard  L.  Stem 


ON  A  RECENT  WEEKDAY  tOUriStS 
waited  more  than  90  minutes 
to  get  into  the  New  York  Stock 
Exchange  visitors'  gallery  for  a 
glimpse  into  the  inner  workings  of  the 
American  capitalist  system.  One  el- 
derly visitor  was  explaining  to  his 
young  grandson  that  somewhere  in 
the  noisy  bustle  below  them,  grand- 
pa's gift  of  100  shares  of  at&t  had 
been  filled. 

Not  necessarily,  Grandpa.  In  to- 
day's stock  trading,  things  are  seldom 
what  they  seem. 

As  things  now  work,  an  order  to 
buy  or  sell  New  York  Stock  Exchange- 
listed  securities  may  or  may  not  be 
executed  there.  It  may  instead  be  exe- 
cuted on  a  regional  exchange.  Or  it 
may  never  have  gone  to  an  exchange 
floor  at  all  but  to  a  small  midtown 
Manhattan  firm  called  Bernard  L.  Ma- 
doff Investment  Securities,  which  is 
not  a  member  of  the  exchange  but 
nevertheless  makes  markets  in  the 
Big  Board's  250  biggest-trading  stocks. 

Why  should  stock  exchange  mem- 
bers deal  with  Bemie  Madoff  mstead 
of  with  each  other?  Simple.  It's  often 
cheaper  to  execute  the  customer's  or- 
der through  Madoff  than  on  the  floor 
of  an  exchange. 

Madoff  won't  say  which  firms  are 
sending  him  orders.  This  is  a  sensitive 
area  because  his  customers  don't 
want  to  offend  the  Big  Board  or  its 
specialists.  But  over  100  member 
firms  are  doing  business  with  Madoff. 
These  include  A.G.  Edwards  &  Co., 
Mirmeapolis-based  Dain  Bosworth, 
Texas'  Rauscher  Pierce  Refsnes  and — 
especially — big  discounters  like 
Charles  Schwab  &.  Co.,  Quick  &  Reil- 
ly  and  Fidelity  Brokerage  Services. 
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Each  morning,  Bemie  Madoff 's  20 
traders  sit  in  front  of  computer 
screens  on  the  1 8th  floor  of  a  mid- 
town  Manhattan  office  building. 
When  they  go  home  in  the  evening, 
the  20  will  have  handled  execution  of 
about  2%  of  the  volume  in  NYSE-listed 
stock — sometimes  as  many  as  5  mil- 
lion shares. 

Why  do  brokers  deal  with  Bemie 
Madoff?  Simple.  He  saves  them  mon- 
ey. Not  only  does  he  not  charge  the 
usual  specialists'  commissions  and 
Big  Board  fees,  but  he  will  often  pay 
the  brokers  a  small  tee  for  the  privi- 
lege of  executing  their  orders  as  well. 

What  goes  on  here? 

It's  very  simple.  Bemie  Madoff  lives 
off  the  spread  between  bid  and  asked, 
a  spread  that  usually  amounts  to  one- 
eighth  of  a  point  on  shares  of  the  most 
liquid  stocks. 

In  addition  to  pocketing  the  spread 
as  their  price  for  maintaining  liquid- 
ity, the  specialists  charge  the  brokers 
an  average  W*  cents  a  share  to  hold 
limit  orders.  That's  $17.50  for  1,000 
shares.  It  may  not  sound  like  a  lot  of 
money  until  you  realize  that  a  dis- 
count broker  gets  maybe  $171  com- 
mission for  1,000  shares  of  a  $40 
stock;  $99  for  1,000  shares  of  a  $10 
stock.  Doing  business  with  Madoff 
can  make  the  difference  between 
making  a  profit  and  just  breaking  even 
on  a  small  trade. 

That's  for  limit  orders.  On  average, 
an  executive  of  one  large  firm  esti- 
mates he  pays  $6  an  order  in  direct 
costs  in  transaction  fees  and  specialist 
charges  for  a  New  York  Stock  Ex- 
change execution.  On  regional  ex- 
changes like  the  Pacific  and  the  Mid- 
west stock  exchanges,  the  average 
trade  is  at  least  75%  cheaper,  but  it 
still  costs  maybe  $1.25  an  order. 
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Madoff  can  save  the 
brokers  the  $1.25  or  $6 
per  order,  but  he  goes  fur- 
ther: He  actually  pays 
them  for  the  privilege  of 
executing  some  of  their 
orders.  He  pays  the  bro- 
kers— something  under 
one  cent  a  share — for  the 
orders  they  send  him. 
"Not  only  do  I  save  1% 
cents  a  share  on  a  limit 
order,  Madoff  gives  me  a 
permy,"  says  an  official 
of  a  small  broker/dealer. 
"That's  a  3-cent  turn- 
around as  far  as  I'm  con- 
cerned." On  a  1,000-share 
order,  that  works  out  as  a 
saving  of  $30. 

Does  the  broker's  cus- 
tomer get  a  raw  deal  when 
orders  go  to  Madoff?  Prob- 
ably not.  Madoff  guaran- 
tees to  buy  or  sell  orders  of 
up  to  3,000  shares  at  the 
best  price  quoted  among 
the  New  York  and  region- 
al exchanges.  That's  the 
best  "bid"  when  a  cus- 
tomer is  selling  and  the 
best  "ask"  when  a  cus- 
tomer is  buying.  More- 
over, Madoff's  guarantee 
of  3,000  shares  is  fre- 
quently larger  than  what 
Big  Board  specialists  are 
willing  to  guarantee. 

In  some  cases,  the  ulti- 
mate customer  might  do 
better  on  the  floor.  An  ex- 
change gives  the  buyer's 
broker  a  chance  to  meet 
the  seller's  broker  and 
possibly  strike  a  price  at 
what  brokers  call  "in  be- 
tween the  spread."  That 
is,  at  prices  that  are  better 
than  the  best  bid  or  ask.        

Say,  for  example,  a  stock  is  29%  bid, 
30  asked.  On  an  exchange,  it  is  possi- 
ble that  a  buyer  could  get  the  stock  at 
2978.  But  this  works  only  for  the  less 
actively  traded  stocks.  On  active 
stocks — GM,  IBM,  AT&.T — the  Spread 
isn't  wide  enough  to  permit  that  kind 
of  bargaining.  Madoff  points  out  that 
he  deals  only  in  the  biggest  Big  Board 
stocks,  where  the  spreads  generally 
are  so  small  there's  no  margin  for  in- 
vestors to  do  better. 

Bemie  Madoff,  51,  has  gotten  very 
rich  living  off  the  spread.  He  grew  up 
in  a  middle-class  section  of  the  New 
York  City  Borough  of  Queens  and 
never  quite  finished  Brooklyn  Law 
School.  He  won't  say  how  much  his 
firm  makes,  but  the  word  is  that  de- 
spite hard  times  on  The  Street,  Ma- 
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Peter  and  Bemie  Madoffin  their  small  trading  room 
Even  their  own  monopoly  wont  lastforever. 


Gan-  Spector 


doff  is  very  profitable.  During  the  last 
few  years,  even  through  the  tough 
years  of  1987  and  1988,  he  added 
about  $8  million  a  year  to  the  firm's 
capital  position — which  recently  was 
$50  million,  according  to  Security  & 
Exchange  Commission  documents. 

Madoff  founded  his  firm  in  1960  to 
do  riskless  arbitrage  and  make  a  mar- 
ket in  over-the-counter  stock.  To 
make  money  in  these  highly  competi- 
tive businesses,  he  had  to  work  with 
complex  computer  systems — and  that 
has  been  the  key  to  his  success.  Visit 
the  offices  of  Madoff  Investment  and 
you  may  be  taking  a  walk  into  the 
future  of  stock  trading.  Unlike  in 
most  trading  rooms,  where  negotia- 
tions are  still  done  largely  by  tele- 
phone, the  phones  hardly  ring.  When 


they  do,  it  is  for  orders  of  over  3,000 
shares,  which  are  negotiated.  Any- 
thing under  3,000  shares,  that  is  to  say 
95%  of  the  orders,  is  handled  by  their 
computers. 

An  order  comes  in  from  computers 
at  Charles  Schwab  &.  Co.  to  buy  3,000 
shares  of  ibm,  for  instance.  Madoff's 
computer  software  system,  designed 
by  his  younger  brother,  Peter,  43,  di- 
rector of  trading,  automatically  sells 
the  stock  at  the  best  "ask"  price  in  the 
markets  and  sends  a  confirmation 
back  to  Schwab  untouched  by  human 
decision  or  hands.  Time  elapsed:  4 
seconds. 

The  computer  executions  lower 
Madoff's  costs,  of  course.  But  Ma- 
doff's computer  operation  is  far  more 
sophisticated  than  one  designed  sole- 


ly to  cut  handling  costs.  A  key  to 
profitability  in  marketmaking  is  the 
ability  to  hedge  positions,  Madoff  ex- 
plains. Once  the  computer  has  that 
IBM  stock  it  just  bought,  it  shows  the 
trader  various  ways  of  hedging  his  po- 
sition and  the  costs.  It  even  shows  the 
carrying  costs  for  not  hedging.  That 
hedging  is  done  by  Peter  Madoff's 
software  system.  The  Madoffs'  com- 
puter hedging  is  far  ahead  of  anything 
that  the  specialists  have. 

Why  can't  member  firms  simply 
make  markets  for  their  customers  in 
listed  securities,  as  Madoff  does?  The 
New  York  Stock  Exchange  won't  let 
them.  The  Big  Board  protects  a  kind  of 
monopoly  by  its  specialists  through 
the  NYSE  Rule  390.  This  essentially 
prevents  most  Big  Board  members 
from  making  markets  for  their  own 
accounts  in  most  NYSE-listed  securi- 
ties. That  forces  the  members  to  bring 
orders  either  to  the  New  York  floor,  to 
another  exchange  or  to  someone  like 
Madoff. 

Madoff  saw  opportunity  in  this  rule 
in  the  mid-1970s  through  the  Cincin- 
nati Stock  Exchange,  a  near-defunct 
attempt  to  create  a  fully  electronic, 
computerized  stock  exchange.  Madoff 
spent  over  $250,000  upgrading  Cin- 
cinnati's computers  and  began  mak- 
ing markets  in  listed  stocks. 

The  advantage  of  Cincirmati  for 
Madoff  is  that,  as  an  accredited  ex- 
change, it  allows  him  to  participate  in 
an  intermarket  trading  system  put 
into  place  in  the  late  1970s  at  the 
insistence  of  the  sec  to  lessen  New 
York's  monopoly  on  the  nation's  big- 
gest stocks. 

Bemie  Madoff  is  very  much  aware 
that  his  own  monopoly  won't  last  for- 
ever. Deregulation  is  everywhere  in 
the  air,  and  Big  Board  monopoly  via 
Rule  390  will  one  day  cease. 

At  least  two  congressional  agencies 
currently  are  investigating  whether 
the  rule  violates  congressional  man- 
dates for  a  national  market  system 
that  would  be  more  efficient  and 
fairer  to  investors. 

One  day,  probably  sooner  rather 
than  later,  there  will  be  a  nationwide 
computerized  system  that,  with  luck, 
will  preserve  the  present  exchange 
auction  system,  which  allows  cus- 
tomer orders  to  meet  within  the 
spread.  It  will  also  eliminate  special- 
ists and  floor  brokers  and  let  buying 
broker  and  selling  broker  meet  with- 
out intermediary.  The  technology  is 
not  new  or  difficult.  The  New  York 
Stock  Exchange  has  been  a  major  hin- 
drance. Bemie  Madoff  just  has  the 
first  fully  automated  firm  to  show 
brokers  the  economic  benefits  of  get- 
ting rid  of  Rule  390.  ■ 
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The  Zises  brothers  lost  their  company  but 
not  their  money.  Months  before  Integrated 
Resources  ran  aground,  the  founders 
bailed  out  with  a  tidy  profit. 


Abandon  ship! 


By  Howard  Rudnitsky 


jay  /isi's  tlcfl).  Sc/iLi  /.im's  (scaled)  (oul  Aiilnir  Goldhetg 
BwU  their  shareholders  aren't  smiling. 
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INTEGRATED  RESOURCES  Sank  intO 
illiquidity  last  month,  and  the 
company's  shareholders  watched 
their  stock  sink  from  around  15  to 
below  5.  Holders  of  Integrated's  $1.3 
billion  in  long-term  debt  and  pre- 
ferred stock,  meanwhile,  face  sub- 
stantial losses  as  well.  The  folks  who 
ran  the  company  aground  were  not, 
however,  among  the  victims.  They 
had  bailed  out. 

Tax  shelters,  Integrated's  oldest  and 
chief  product,  were  knocked  out  by 
tax  reform,  and  pretax  earnings  had 
been  shrinking  since  1983.  For  years 
the  company  had  run  a  negative  cash 
flow,  covering  it  by  borrowing.  Then 
last  month  it  defaulted  on  its  debt, 
triggering  the  steep  decline  in  its 
stock  price. 

But  while  the  company  was  taking 
on  water  in  the  past  few  years.  Chair- 
man Selig  Zises  continued  paying 
himself  $1  million-plus  in  compensa- 
tion and  taking  lavish  perks,  too.  Just 
last  fall  Selig  Zises  received  an  ad- 
vance bonus  payment  of  $713,250. 
Then,  late  last  year,  he  and  his  broth- 
ers, fay  and  Seymour,  cut  a  private 
deal  to  sell  900,000  of  their  family's  1- 
million-plus  Integrated  shares  to 
I.C.H.  Corp.,  a  Louisville-based  insur- 
ance holdmg  company,  for  about  $19 
million,  or  $21  a  share.  That  price  was 
about  60%  above  where  the  stock  was 
trading  on  the  New  York  Stock  Ex- 
change at  the  time.  Worse,  the  price 
the  Zises  got  was  more  than  four 
times  what  Integrated's  stock  has 
been  trading  at  since  the  company 
failed  to  make  interest  and  principal 
payments  on  its  debts  in  mid-June. 

The  deal  was  beautifully  struc- 
tured— from  the  Zises'  point  of  view. 
They  agreed  in  December  to  sell  the 
900,000  shares.  When  the  Zises  actu- 
ally sold  in  January,  they  only  let  go  of 
714,000  shares,  with  186,000  shares 
to  be  sold  later.  An  odd  way  to  split 
the  deal?  Not  at  all.  The  714,000 
shares  brought  in  $14,994,000.  That  is 
$6,000  less  than  the  $15  million 
threshold  that  would  require  the 
Zises  to  file  under  the  Hart-Scott  Ro- 
dino  antitrust  act.  That  filing  would 
have  delayed  the  sale  at  least  15  days. 
Clearly  the  Zises  were  in  a  hurry. 

However,  the  Zises  sent  out  what 
seemed  like  a  sign  to  their  less  well- 
informed  fellow  shareholders  that  the 
company  was  passing  into  good 
hands.  The  new  principal  sharehold- 
er, I.C.H.,  promised  to  buy  7.54  mil- 
lion newly  issued  Integrated  shares  at 
$21  apiece,  the  same  price  the  Zises 
got.  This  would  have  pumped  $158 
million  of  badly  needed  equity  capital 


FORBES,  rULY  10,  1989 


into  ailing  Integrated.  But  surprise:  At 
the  end  of  May  the  deal  was  called  off. 

Now  the  company's  commercial 
paper  has  been  downgraded  by  Stan- 
dard Si  Poor's  to  D  from  B,  and  com- 
mercial paper  buyers  have  demanded 
to  be  repaid.  Bank  lenders,  mean- 
while, have  yanked  the  company's 
credit  lines.  That's  why  Integrated  is 
now  in  the  midst  of  a  liquidity 
squeeze  from  which  it  may  have  great 
difficulty  recovering. 

Along  with  the  stockholders,  hold- 
ers of  Integrated's  $900  million-plus 
in  long-term  debt  were  left  ship- 
wrecked. Why  they  were  so  patient 
with  the  Zises  is  something  of  a  mys- 
tery. For  years  Integrated  Resources' 
earnings  appeared  to  be  overstated. 
The  company's  sales  force  peddles  life 
insurance  and  limited  partnerships, 
among  other  things.  Integrated  books 
the  revenue  when  these  products  are 
sold,  even  though  the  actual  cash  will 
only  dribble  in  over  a  period  of  years. 

Then  there  is  the  matter  of  passive 
losses,  generated  by  various  Integrat- 
ed limited  partnerships:  Several  top 
officers  and  directors  of  Integrated 
benefited  from  such  passive  losses  to 
the  tune  of  $3.9  million.  All  or  part  of 
these  passive  losses  may  be  used  by 
them  to  offset  passive  income  real- 
ized from  other  partnerships. 

Meanwhile,  stockholders  and  bond- 
holders have  been  hosed.  Integrated 
securities  that  sold  for  some  $1  billion 
in  early  Jvme  were  worth  half  that 
amount  a  few  weeks  later. 

The  cleanup  job  falls  at  least  in  part 
to  Integrated  President  Arthur  Gold- 
berg, who  in  February  took  on  the 
additional  title  of  chief  executive  offi- 
cer from  Selig  Zises.  in  late  June  Gold- 
berg offered  creditors  a  restructuring 
plan,  but  the  market's  reaction  was 
decidedly  cool. 

Drexel  Bumham  Lambert  is  hurt, 
too.  Bondholders  and  preferred  stock- 
holders who  bought  Integrated  securi- 
ties from  Drexel  will  no  doubt  be 
looking  to  the  brokerage  for  answers. 
Worse,  Drexel  floated  Integrated's 
commercial  paper,  which  means 
Drexel  could  end  up  eating  losses  in- 
curred by  firms  holding  the  paper. 

But  say  this  for  the  Zises:  They  are 
good  to  their  own  family.  Father  Ber- 
nard Zises  was  paid  $153,865  last  year 
as  a  consultant  and  was  reimbursed 
$14,102  for  medical  costs.  Seymour 
Zises,  a  brother,  is  working  as  a  mar- 
keting executive,  insurance  agent  and 
registered  rep.  He  got  a  $100,000  sala- 
ry and  $1  million  in  commissions. 
Nancy  Frankel,  a  senior  vice  presi- 
dent and  Jay  Zises'  wife,  was  "enti- 
tled" to  salary  and  bonus  of  nearly 
$300,000  last  year.  ■ 


Everybody's  asking,  Who  is  Alfred  CheccbiF 
Better  they  should  be  asking,  Who  are  Al- 
fred Checchfs  partners? 


Front  man 


By  Staart  Flack 


IN  THE  RECENT  sccrctive  bidding 
for  NWA  Inc.,  the  parent  of  North- 
west Airlines,  the  winner  was  a 
group  headed  by  Alfred  Checchi,  a 
little-known,  40-year-old  Los  Angeles 
dealmaker.  Alfred  Checchi?  How 
could  he  swing  a  $3.65  billion  deal? 
Soon  reporters  were  vying  to  find  out 
about  this  latest  sensation  of  the  take- 
over business. 

Largely  overlooked  in  the  excite- 
ment was  this:  Checchi  is  a  junior 
partner  in  the  deal.  He  will  put  up  less 
than  $40  million  of  the  $700  million 
in  equity  capital  needed  to  swing  the 
takeover;  klm  Royal  Dutch  Airlines 
will  put  up  about  $400  million,  or 
some  60%  of  the  equity. 

KLM  and  NWA  make  a  good  fit.  nwa 
has  extensive  routes  in  Asia  and  the 
U.S.  KLM,  meanwhile,  brings  its  many 
routes  in  Europe  and  across  the  Atlan- 
tic. Beyond  that,  nwa  can  serve  as  a 
feeder  to  get  passengers — many  from 
the  Midwest — onto  klm  flights  to 
Europe.  Then  there  are  the  fre- 
quent-flier tie-ins. 

But  it  is  obvious  why  Chec- 
chi, a  U.S.  citizen,  is  taking  cen- 
ter stage.  Department  of  Trans- 
portation rules  prohibit  for- 
eigners   from    owning    more 
than  25%  of  a  U.S.  airline.  The        ^ 
Checchi  group  hopes  to  bypass  \ 

this  rule  by  giving  klm  non-       X-^' 
voting  stock. 

Rules  aside,  there  is  a  strong 
public  relations  angle:  Ameri-        --' 
cans  are  becoming  increasing-    \£ 
ly  uneasy  with  foreign  take- 
overs of  U.S.  companies.  When 
Time  Inc.  unveiled  its  plan  to 
merge  with  Warner  Communica- 
tions, both  parties  wrapped  the 
deal    in    the    flag:    The    merger 
would  assure  a  strong  U.S.  pres- 
ence in  the  world  media  business. 


Look  for  this  trend  to  continue.  In- 
creasingly, foreign  investors  will  let 
U.S.  dealsters  run  interference  for 
them;  and  U.S.  companies  will  cite 
patriotism  in  their  efforts  to  ward  off 
unwanted  foreign  suitors. 

This  subterfuge  becomes  increas- 
ingly necessary  if  the  takeover  game 
is  to  continue.  Foreigners  play  a  big 
role.  Most  nonregulated  industries 
have  been  picked  over  during  the  past 
decade,  and  Washington  seems  to  be 
scrutinizing  dealsters  more  closely. 
New  bids,  like  nwa,  may  come  in 
sectors  of  the  economy  near  and  dear 
to  Washington,  like  utilities,  finan- 
cial services,  transportation  and  bank- 
ing. If  foreign  money  is  to  play,  it  will 
have  to  be  discreet.  Beards,  anyone? 


\ 


^^\ 


.«. 


FORBES,  JULY  10,  1989 


69 


7??^  Bass  brothers  are  best  known  for  their 
investments  in  oil  wells  and  Hollywood's 
Walt  Disney  Co.  Their  latest  play  is  a  lot  less 
glamorous,  but  no  less  rewarding. 


Fat  city 


By  Howard  Rndnitsliy 


Tl  HE  RENDERING  OF  animal  waste 
is  hardly  a  business  that  conies 
to  mind  when  investors  think  of 
500%  annual  returns  and  $180  mil- 
lion special  cash  dividends.  But  not 
many  investors  are  as  shrewd  as  Sid 
and  Lee  Bass  of  Fort  Worth,  Tex. 

Together  with  Equitable  Life, 
Drexel  Bumham,  Michael  Milken, 
Richard  Rainwater  and  Edward 
(Rusty)  Rose,  among  others,  the 
Bass  brothers  three  years  ago 
bought  Chicago-based  Darling- 
Delaware  Co.,  one  of  the  largest 
and  oldest  fat  rendering  outfits  in 
the  country.  Since  then  Darling 
has  increased  its  market  share 
from  12%  to  3 1  %  and  paid  its  own- 
ers a  special  one-time  cash  divi- 
dend of  $180  million.  That's  noth- 
ing to  turn  your  nose  up  at. 

Darling  Co.  was,  and  is,  the  ren- 
dering business'  royalty.  Founded 
by  the  Darling  family,  the  company 
had  been  rendering  the  fat  of  hogs  and 
cattle  since  the  1880s.  Heirs  of  the 
Swift  meatpacking  fortune,  through  a 
trust,  were  investors  in  Darling  as 
well.  These  old-line  families  had 
learned  that  there  was  big  money  to 
be  made  in  the  smelly  business  of 
processing  animal  waste  and  restau- 
rant grease  into  products  like  tallow, 
yellow  grease  and  bonemeal. 

The  Bass  brothers  might  never  have 
gotten  involved  if  it  weren't  for  a  divi- 
sion among  the  private  company's 
several  hundred  shareholders.  Some 
holders  wanted  the  company  to  pay 
out  its  excess  cash.  Others,  including 
former  chairman  Edward  M.  Bakwin, 
wanted  to  use  the  company's  cash 
hoard  to  diversify  into  other  business- 
es. His  goal  was  to  offset  the  sharp 
margin  swings  of  the  highly  cyclical 
rendering  business  and,  Bakwin  says. 
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to  avoid  the  threat  of  antitrust  action. 
Frustrated  in  his  efforts  to  get  the 
shareholders  to  go  along,  Bakwin  tried 
to  raise  $90  million  from  Harris  Trust 
to  buy  the  company  himself. 

That's  when  the  Bass  brothers  got 
wind  of  Darling.  Dealmaker  Richard 
Rainwater,  then  working  for  the 
Basses,  heard  about  the  fat  tenderer 
from  fellow  Texan  William  Shirley. 
Shirley  owned  a  rendering  plant  in 


Dallas  and  a  tiny  stake  in  Darling. 
Thus,  Shirley  learned  early  on  that 
Darling's  own  managers  were  trying 
to  buy  the  company  cheap.  Rainwa- 
ter, realizing  how  difficult  it  would  be 
to  break  into  the  tight  circle  of  Chica- 
go's old-money  set,  turned  the  job 
over  to  Edward  Rose,  the  hard-nosed 
president  of  Dallas-based  Cardinal  In- 
vestment Co. 

With  the  backing  of  the  Basses  and 
the  other  investors.  Rose  offered  $96 
million  for  Darling,  some  $6  million 
more  than  Bakwin's  bid.  To  Bakwin's 
chagrin,  shareholders  chose  Rose. 

The  $96  million  seemed  a  rich  price 
back  in  1986.  Darling's  earnings  from 
operations  that  year  were  only  $6.5 
million,  down  sharply  from  $17  mil- 
lion in  1985.  But  the  new  investors 
had  put  up  only  $12  million  in  cash 
and  assets  and  borrowed  the  rest  from 
banks.   Moreover,   they  saw  hidden 


value.  Darling  itself  was  flush  with 
$22  million  in  cash,  most  of  which  it 
didn't  need  to  run  operations.  On  top 
of  that,  the  new  ov«iers  were  able  to 
quickly  sell  off  nonrendering  busi- 
nesses like  oil  and  gas  operations, 
raising  about  $10  million.  Thus,  the 
net  cost  of  owning  Darling's  render- 
ing business  was  one-third  less  than 
the  original  $96  million  price  tag. 

Next  came  the  strategic  maneuver- 
ing. First  off,  Darling's  headquarters 
was  moved  to  Dallas  and  Shirley  was 
put  in  charge.  Then  Shirley  sold  his 
Dallas  company,  Sterling  Byproducts, 
to  Darling  for  $3  million  in  cash  and 
some  stock.  Shirley  led  Darling  on  an 
acquisition  spree,  buying  up  17  ren- 
dering plants  for  about  $71  million  in 
all.  The  aim  was  to  increase  revenue 
and  profits  and  cut  overhead. 

It  worked.  The  company's  revenue 
has  jumped  to  $459  million  pro  forma 
in  1988,  from  about  $197  million  in 
1986.  Darling  now  has  31%  of  the 
noncaptive  rendering  market,  up  from 
about  12%  before  the  buyout.  Earn- 
ings from  operations  increased  to  $34 
million.  True,  interest  costs  ate  up 
more  than  that.  However,  cash  flow 
remains  strong. 

The  payoff:  Late  last  year  Dar- 
ling's new  ov^mers  reckoned  they 
had  more  equity  capital  in  the 
business  than  they  needed  and  de- 
cided to  pay  shareholders  a  divi-, 
dend — a  whopping  $180  million. 
The  fact  that  Darling  didn't  have 
the  $180  million  in  cash  on  hand 
was  no  problem.  Darling,  though  it 
was  already  saddled  with  $  1 73  mil- 
lion in  debt,  simply  borrowed 
some  $150  million  more  to  help 
fund  the  huge  payout. 

The  new  lenders  at  first  were 
reassured  by  Darling's  substantial 
cash  flow — $37  million  even  after  an- 
nual interest  charges  of  $42  million. 
This  year,  however,  with  gross  mar- 
gins declining.  Darling's  lenders  have 
toughened  covenant  requirements: 
Equity  must  be  increased  to  $160  mil- 
lion in  1996,  far  more  than  it  is  cur- 
rently. Cash  flow  coverage  and  work- 
ing capital  ratios  have  been  tightened 
as  well. 

But  such  problems  are  nothing  as 
compared  with  the  gains  already  real- 
ized. What's  Darling  worth?  Richard 
Rainwater  estimates  Darling's  cur- 
rent value  to  be  about  $200  million. 
So,  for  an  original  investment  of  $12 
million  in  cash,  the  Basses  and  their 
fellow  investors  got  a  $180  million 
dividend  and  the  largest  independent 
rendering  company  in  the  country. 
Okay,  it's  a  smelly  industry.  But  for 
those  returns,  smart  investors  can 
hold  their  noses.  ■ 
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Now  United  806  can  literally  see 
urbulence  hidden  in  the  clouds  ahead 
because  somebody  said, 
"Let's  reach  a  little  higher."   ^  . 
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Robert  E.  Doll 

Vice  President,  Technical  Services 
United  Airlines 


Roy  E.  Robertson 

Weather  Radar  Development 
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Rockwell  International    , 


Accurate  information  is  essential  in  any  business.Mien  your  businesju 
is  transporting  hundreds  of  people  thousands  of  miles  in  comfort  and 
safety  it  is  crucial  that  your  weather  radar  point  out  every  bump  along 
the  way  No\y  thanks  to  the  close  working  relationship  between  the 
CoUins  Avionics  people  of  Rockwell  and  the  airline  industry  pilots  can 
easily  distinguish  between  clouds  that  contain  turbulence  and  those  tha 
don't.  Here's  the  story  from  the  people  w^o  made  it  happen. 


Richard  D.  Russell 

Captain 
United  Airlines 


Ed  Miiniford 

Product  Management 
Collins  Air  Transport  Division 
Rockwell  International 


Mumford:  Everyone  who  flies  wants 
a  smooth  ride.  Obviously,  the  best  way  to 
get  one  is  to  avoid  areas  of  turbulence. 
Our  weather  radar  system  allows  pilots 
to  see  the  turbulence  at  a  glance  and 
detour  around  it  But  that^  just  the  beginning. 

Robertson:  Right  Our  customers 
also  wanted  a  product  that  didn't  wear  out 
and  didn't  break  down. 

Doll:  And  was  affordable. 

Mumford:  Is  that  all? 

Doll:  Actually  in  a  case  like  this 
where  we're  going  for  a  new  technology; 
product  and  foOow-up  support  are  much 
more  important  than  price. 

Robertson:  Often  the  toughest  prob- 
lem for  us  is  to  really  understand 
exactly  wdiat  the  flight  crews 
want  The  most  valuable  thing 


we  can  do  is  ride  the  airplanes  firsthand, 
in  the  coclq)it  with  the  crew. 

Russell:  We're  always  happy  to 
have  you  along,  because  it  lets  us  feed 
back  information  directly  One  of  your 
people  was  m\h  me  on  a  flight  between 
Denver  and  DuOes,  and  w^en  the  radar 
picked  up  turbulence  as  advertised,  he 
looked  like  the  cat  that  ate  the  canary 

Robertson:  Every  crew  we  fly 
with,  we  learn  more  about  the  product 
and  perceptions  of  \i 

Russell:  This  is  a  team  effort.  Our 
engineering  department  has  a  reputation 
for  being  tops  and  I  think  they  get  the  best 
out  of  our  friends  at  Collins. 

Doll:  It's  a  very  positive  relationship. 
If  we  have  any  kind  of  a  situation  with 
a  Collins  produa,  we  e)q)ect  them  to  be 


there  now. . .  posthaste.  This  is  the  busi- 
ness, they  understand  that 

Russell:  I  was  introduced  to  Collins 
in  1953  and  I  thought,  "This  sets  the 
standard  for  die  industry!'  Here's  my  latest 
airplane,  the  747-400  and  I'm  still  with 
Collins.  It  is  magnificent. 

Let's  reach  a  little  higher. 
CoUins  Avionics  is  a  proven  technolog}' 
leader  in  aircraft  instrumentation  and 
part  of  Rockwell  International's  worldwide 
team  of  more  than  100,000  people.  Working 
t(^ether  and  with  our  customers  we  apply 
science  and  technology  to  reach  a  little 
higher  in  aerospace,  electronics,  automo- 
tive, industrial  automation  and  graphic 
svstems.  If  vou'd  like  to  know  more,  write: 
RockweO  International,  PO  Box  39185, 
DepL  815R-09,  Los  Angeles,  CA  90039- 
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Rockwell 
International 


where  science  gets  down  to  business 


Are  you  looking 
for  a  good  car 

or  ¥foula  you  settle 
for  a  great  one? 


Whoever  said  ignorance  is  bliss  never  drove  a  Saab. 

Ignorance  is  the  enemy  of  everything  Saab 
stands  for.  It's  the  ally  of  our  competition.  And  the 
bane  of  our  existence. 

Knowledge,  on  the  other  hand,  is  power.  So  we'd 
like  to  share  some  with  you  here. 

First,  you  should  know  that  no  other  cars  in  the 
world  offer  Saab's  combination  of  performance, 
handling,  utility,  safety,  and  value. 

The  car  you're  driving  now  may  have  some  of  the 
features  pioneered  by  Saab:  front-wheel  drive,  turbo- 
charging,  aerodynamic  styling,  roll-cage  construction 
with  crumple  zones,  astonishing  roominess, 
heated  front  seats,  human-engineered  ergonomics. 

Saabs  are  intelligently  priced  from  $16,995  to  $32,095.  MSRR 

Prices  subject  to  change.  ©  1989 


The  list  goes  on  and  on. 

But  a  Saab  is  much  more  than  a  list.  You  shoul 
know  that  absolutely  nothing  else  drives  like  a 
Saab.  And  you  should  know  this  before  you  buy  tf 
wrong  car. 

But  of  course,  if  you  never  drive  a  Saab  you'll 
never  know. 

Car  and  Driver  drove  a  Saab.  And  found  out 
something  you  can  find  out  for  yourself  at  your  loc 
Saab  dealer. 

Driving  a  Saab  is  "Bliss  on  wheels'.' 


The  most  intelligent  cars  ever  built. 

not  including  taxes,  license,  freight,  dealer  charges  or  options. 
Saab-Scania  of  America,  Inc. 
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As  Europe  moves  closer  to  becoming  a  single  economic  entity, 
Paris-based  hazard  Freres  &  Cie.  is  fast  spreading  its  influence 
beyond  France.  It  brings  to  bear  a  formidable  reputation,  inter- 
locking directorships  and  sometimes  strong-arm  methods. 

Tough  guys  with 
a  genteel  manner 


Britain  Hill/Outline 


Michel  David-Weill,  Lazard  family  scion  and  senior  partner 

Keeping  tmclc  tffbiisineaa.  Jetting  hetween  New  York  and  Paris. 


By  Phyllis  Bennan 
with  Zina  Sawaya 

ON  Wall  Street,  La- 
zard Freres  &.  Co.  is 
one  of  many  success- 
ful players,  and  in  Europe's 
fast-developing  mergers  and 
acquisitions  game,  its  French 
counterpart,  Lazard  Freres  & 
Cie.,  the  141 -year-old  invest- 
ment bank,  is  about  as  big 
league  as  you  can  get.  Not 
only  a  leader,  it  is  also  an 
active  participant  in  the  mas- 
sive restructuring  of  Europe- 
an business  that  accompa- 
nies the  coming  of  a  unified 
market  in  1992.  Through  a 
series  of  interlocking  direc- 
torships and  cross-holdings, 
Paris-based  Lazard  Freres  has 
been  building  a  European 
corporate  empire,  parallel  to 
but  independent  of  the  ven- 
erable Lazard  investment 
banking  operation. 

Lazard  Freres  &  Cie.  is  a 
French  firm,  and  it  is  in 
France  that  it  is  most  active. 
There  has  been  plenty  to 
keep  the  firm  busy.  In  1983 
there  were  only  196  acquisi- 
tions that  involved  French 
companies,  according  to  pf 
Publications,  a  French  firm 
that  keeps  track  of  mergers 
and  acquisition  activity. 
Hostile  takeovers,  a  typical 
American  abomination, 

were  almost  unheard  of  at 
the  time. 

Suddenly  it  all  changed. 
Last  year  the  m6ia  number 
was  1,053.  A  more  than  five- 
fold   increase.    And    as    the 
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Antoine  Bembeim,  the  eminence  grise  at  Lazard  Freres  &  Cie. 
Chief  arehtteet  of  the  Jirm'a  'parallel  capitalist  structure. 


Alain  BizosA'u-Contaa 


game  has  gotten  rougher  and  meaner, 
Lazard  has  shown  that,  despite  its  age, 
it  can  fight  in  the  gutter  with  the 
toughest  of  competitors. 

In  Paris  and  in  its  U.S.  operations, 
Lazard  is  usually  identified  with  Mi- 
chel David-Weill,  the  urbane  off- 
spring of  the  clan  that  has  controlled 
Lazard  for  four  generations.  But  that's 
for  the  public.  His  eminence  grise  and 
the  mastermind  behind  Lazard's  ma 
nipulative  skills  is  a  64-year-old  who 
escaped  Hitler's  death  camps  by  going 
into  hiding.  He  is  Antoine  Bemheim, 
a  French  partner  who  is  almost  un- 
known in  the  U.S.  but  is  considered  in 
France  to  be  Lazard's  master  deal- 
maker  (see  box,  opposite). 

What  with  U.S.  business  people  and 
investors  eagerly  seeking  stakes  in 
the  developing  European  common 
market,  Americans  will  have  to  leam 
more  about  how  business  is  done  and 
deals  are  made  in  Europe.  Lazard  is  a 
good  place  to  start  learning. 

"We  have  a  combination  of  three 
things  none  of  our  competitors  has — 
cormections,  professionalism  and 
credibility,"  boasts  David-Weill,  the 
56-year-old  Lazard  senior  partner,  in 
an  interview  at  his  Rockefeller  Center 


offices  in  New  York  City.  "Foreigners 
like  Goldman,  Sachs  and  Morgan 
Stanley  are  professionals,  but  (in  Eu- 
rope] they  lack  the  credibility  and  the 
contacts.  As  for  our  French  competi- 
tors like  Rothschild  and  Banque 
Stem,  M&jv  is  not  their  principal  ac- 
tivity. It  is  a  sideshow  to  lending 
money  or  underwriting." 

As  David-Weill  put  it,  mergers  and 
acquisitions  is  no  sideshow  for  La- 
zard. Bemheim  and  the  other  Lazard 
partners  have  practically  invented  the 
game  as  it  is  played  today  in  Europe. 
And  they  play  right  up  to  the  limit  of 
the  rules. 

Not  long  after  Forbes  spoke  with 
three  Lazard  partners  in  France  and 
with  David-Weill  in  New  York  in 
May,  the  firm  was  in  hot  water  with 
the  French  authorities.  In  1987  Lazard 
handled  the  glamorous  merger  of 
Moet  Hennessey  of  cognac  and  cham- 
pagne fame  with  Louis  Vuitton,  the 
distinguished  leather  goods  firm.  Last 
year  Lazard  engineered  a  three-way 
deal  that  put  the  newly  merged  com- 
pany— called  LVMH  Moet  Hennessey 
Louis  Vuitton  S.A. — under  new  con- 
trol. It  was  the  latter  deal  that  aroused 
the  suspicions  of  Commission  des 


Operations  de  Bourse,  a  French  agen- 
cy roughly  equivalent  to — though 
much  weaker  than — the  Securities  &. 
Exchange  Commission. 

Lazard,  it  seems,  was  playing  a  bit 
too  aggressively  for  the  commission's 
tastes.  Certainly,  by  U.S.  standards, 
the  firm's  dealings  in  the  affair  were, 
to  say  the  least,  suggestive  of  conflict 
of  interest.  The  deal,  as  revealed  in 
regulatory  reports  and  Forbes'  addi- 
tional reporting,  gives  an  intimate 
look  into  how  financial  affairs  are  of- 
ten arranged  in  France  and  elsewhere 
in  Europe. 

Here's  the  story: 

The  concept  of  joining  Moet 
Hennessey  and  Louis  Vuitton  origi- 
nated with  Alain  Chevalier,  Moet 
Hermessey's  chief  executive.  Cheva- 
lier approached  Henry  Racamier,  77, 
husband  of  Louis  Vuitton's  great- 
granddaughter  and  the  man  who  de- 
veloped the  leather-goods  company. 
Racamier  was  eager  to  create  as  his 
monument  the  world's  largest  luxury 
goods  company  and  thought  Moet 
Hennessey  would  make  the  ideal 
partner.  Lazard's  connection  was  as 
Moet's  investment  banker. 

But    soon    conflicting    ambitions 
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arose.  Although  Chevaher  was  sup- 
posed to  be  running  the  new  compa- 
ny, Racamier  refused  to  fade  away. 
Chevalier  had  a  bright  idea.  Why  not 
bring  in  Guinness,  the  big  British 
brewing  and  distilling  outfit  (Forbes, 
June  12).  If  Guinness  would  become  a 
major  lvmh  shareholder,  Racamier's 
stake  would  be  diluted  and  Chevalier 
might  be  free  to  run  his  show.  Guin- 
ness was  more  than  happy  at  the  pros- 
pect and,  on  the  advice  of  its  own 
investment  banker,  Lazard  Brothers 
of  London,  began  buying  lvmh  shares 
on  the  open  market. 

Furious  at  the  prospective  dilution, 
Racamier  turned  to  his  Parisian  in- 
vestment banker,  Paribas.  What  had 
looked  like  a  made-in-heaven  merger 
soon  was  full  of  discord. 

Paribas  advised  bringing  in  an  ally 
against  Guirmess.  It  suggested  Ber- 
nard Arnault,  the  dynamic  French 
businessman  who  heads  Financiere 
Agache,  which  owns  several  couture 
houses.  Christian  Dior,  Christian  La- 
croix  and  Celine  among  them.  That 
would  counter  the  Guinness  threat, 
and  Arnault's  couture  houses  would 
fit  Racamier's  luxury  concept. 

Alain  Chevalier  was  notified  by  Ra- 
camier that  Arnault  would  start  buy- 
ing shares.  Not  happy  at  this  prospect, 
he  turned  to  his  investment  banker  at 
Lazard. 

If  this  had  happened  in  the  U.S.,  a 
bidding  war  would  almost  certainly 
have  started,  with  Guinness  and 
Agache  both  making  handsome  offers 
to  LVMH  shareholders.  But  that  hasn't 
always  been  the  way  things  are  done 
in  Europe.  Bidding  wars  are  expen- 
sive. They  are  also  risky,  risky  to  the 
loser's  prestige,  while  the  winning 
bidder  risks  overpaying.  The  surest 
winners  in  the  bidding  process  are 
often  the  ordinary  shareholders  who 
get  taken  out  at  handsome  premiums 
over  the  market  price. 

But  Europeans  don't  like  this  kind 
of  risk  and  do  not  lose  a  great  deal  of 
skep  over  the  forttmes  of  their  ordi- 
nary shareholders.  In  this  case  a  lot 
was  at  stake:  lvmh  has  a  market  value 
of  $7.5  billion,  and  its  prestige  brands 
are  an  ornament  to  any  company.  As 
the  LVMH  affair  was  arranged  by  La- 
zard, neither  suitor  lost. 

Note  that  Lazard  was  on  three  sides 
of  a  four-sided  proposition,  for  it  rep- 
resented not  just  Agache  but  also 
Guirmess  and  Moet  Hennessey.  Raca- 
mier was  the  only  participant  outside 
the  Lazard  fold. 

In  a  Simday  meeting  at  his  luxuri- 
ous Paris  town  house  in  June  of  last 
year,  Bemheim  advised  his  clients  not 
to  do  anything  rash.  He  warned  his 
clients  that  a  battle  among  them  for 


The  most  powerful  partner 


While  Michel  David-Weill  is 
Lazard's  public  face,  Antoine 
Bemheim  is  regarded  by  insiders  as 
the  firm's  dealmaking  genius.  He 
was  brought  into  the  firm  22  years 
ago  by  Michel's  father,  Pierre,  on 
the  advice  of  the  late  Andre  Meyer, 
the  erratic  genius  who  ran  the  firm 
for  many  years.  As  an  outsider, 
Bemheim  sometimes  advised  Mey- 
er on  real  estate,  and  the  latter  was 
so  impressed  he  persuaded  the  oth- 
er partners  to  bring  Bemheim  into 
the  firm. 

Bemheim's  biggest  contribution 
has  been  the  assembling  of  what 
David-Weill  calls  the  firm's  paral- 
lel capitalist  structure.  These  in- 
vestments have  helped  extend  La- 
zard's influence  and  power. 

Bemheim,  64,  is  imposing,  dom- 
ineering, even  intimidating.  These 
traits  strike  some  of  his  associates 
as  arrogance,  but  more  charitable 
colleagues  attribute  them  to  Bem- 
heim's difficult  youth.  When  Bem- 
heim came  out  of  hiding  as  a  teen- 
ager after  World  War  II,  he  found 
that  both  his  parents  had  perished 
in  Auschwitz.  His  uncle  now  con- 
trolled his  family's  real  estate 
holdings.  But  Bemheim  went  to 
work  there  and  ended  by  miming 
Bemheim  Freres,  the  family  real 
estate  business.  Today  he  owns 


choice  real  estate  in  Paris. 

Who  controls  Lazard's  "parallel 
capitalist  structure"?  Five  people 
share  voting  control  for  25  years: 
David-Weill  himself,  his  sister 
Eliane,  Andre  Meyer's  son  Philippe 
Meyer,  and  two  long-term  part- 
ners, Jean  Guyot  and,  of  course, 
Bemheim.  When  it  comes  to  in- 
vestment decisions,  Bemheim  is 
the  most  influential  of  the  Lazard 
partners;  David-Weill  clearly  de- 
fers to  him. 

But  conflicts  may  lie  ahead.  The 
majority  of  Lazard's  partners  are 
over  55  and  they  control  80%  of 
the  bank.  The  betting  is  that  Da- 
vid-Weill's  son-in-law  Edouard 
Stem,  whose  family  controlled 
Banque  Stem  until  its  recent  sale 
to  Swiss  Bank  Corp.,  will  be 
brought  into  the  firm  to  fieshen 
the  blood;  Stem  is  just  34  and 
would,  indirectly  at  least,  continue 
the  line  of  family  leadership. 

But  Bemheim  is  said  to  despise 
young  Stem.  Can  he  block  Stem's 
entry  and  accession?  It  could  hap- 
pen. As  one  Lazard  partner  puts  it. 
"This  bank  functions  like  a  club. 
Let  Stem  come,  but  if  we  do  not 
like  him,  we  can  make  him  very 
uncomfortable.  We  just  will  not 
talk  to  him  at  the  water  foun- 
tain."—P.B.  with  Z.S. 

RonGalelb 


Lazard's  Andre  Meyer  with  Jaojueline  Onassis  in  1967 
A  WaU  Street  titan  untU  his  death  in  1979. 
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Lazard  Freres  &  Cie.'s  complex  relationships 


The  chart  details  not  only  who  owns  Lazard  Freres  & 
Cie.  but,  more  important,  who  it  owns  or  controls  and 
how.  This  is  Lazard's  "parallel  capitalist  structure," 
which  gives  it  listening  posts  and  clout  throughout 
Europe.  The  firm  itself  is  boxed  on  the  right.  Note  its 
relationship   to    other   Lazard    entities.    At   top   is 


Rue  Imperiale  de  Lyon,  the  main  entity  into  which 
the  banks'  partners  deposit  a  portion  of  their  earnings 
to  make  investments.  Below  are  the  partners'  two 
chief  holding  companies:  Gaz  et  Eaux  and  Eurafrance. 
Note  their  extensive  holdings.  Lazard,  obviously,  has 
fingers  in  many  pies. 


Assurances 

Generales  de  France' 


Public  stockholders 


10.0% 


36.7% 


Union  des  i 

Assurances  de  Paris^  fM.7% 


10.  r., 


*    * 


Rue  Imperiale  de  Lye 

>1 1.2  million     Real  estate,  1 


~<,liii^'^j^->4id*ki.:M«SS 


21.7% 


21.5% 


Eurafrance 

$36.6  million     Holding  company 


Groupe  La  France 

$704. 6  million  Insurance 


Financiere  Agache 

$1.3  billion  Retail 


59% 


11% 


2% 


Mediobanca 

$907.5  million  Bank 


2% 


Axa  Midi 

$6.3  billion  Insurance 


So.Pa.Ge.Co. 

NM  Holding  company 


l99  9% 


,16,3".; 


9.1% 


Euralux 

$3  48  billion       Holding  company 


s.1% 


4.8% 


Assicurazioni  Generali 

$7.5  billion  Insurance 


10,2% 


Viniprix 

$3.2  million  Retail 


27  7% 

« 


S2  9'.-,. 


55.2% 


Immobiliere  Marseilla 

>14  million        Real  estate,  h 


»  ♦ 


46% 


Societe  Dassault 


Gaz  et  Eanz 

$23  million        Holding  company 


22% 


Eurafiep 

$30.1  million  Oil  and  gas 


f     11.8% 


9.4% 


50.7% 


Sovac 

S899  million     Consumer  finance 


12% 


91  4% 


NM 


Sovaclux 

Holding  company 


99.4% 


Compagnie  Centrale 
de  Placements 

*     NM  Holding  company 


4,?.6% 


51% 


Societe  Frangaise 
Generate  Immobiliere  (S. F.G.I.) 

S9,6  miUicn  Kc.il  c->t.ite 


99  8°- 


Compagnie  Fran^aise  de 
Participations  et  d'Assurances 

NM  Holding  company 


Euromarche 

$2.9  billion  Retail 


Sofina 

$66.3  million     Holding  company 


Pearson  Pic. 

$1.85  billion  Conglon 


13.4% 


Muller  S.A. 

$68.4  million       Heating  se) 


11.5% 


Groupe  Equipementi 
et  Constructions  Electrii   _ 

$54.6  million        Electnca!  { 


10% 


Chargeurs  S.A. 
$2,3  billion  Transport.,  indu    — 


6% 


BSN 


$6.3  billion 


35% 


Centre  Capital  Investi 

Lazard  Freres  &  Co.  investme 


100% 


Groupe  Baume 
International  B.V. 

$5.8  million       Holding  con 


29% 


Lambert  Freres 

$507  million  Plaste 
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Partners  of 

Lazard  Freres  &  Cie. 


1,2% 


20.8% 


:i 


30% 


Lazard  Partners 


Michel  David- Weill' 


Lazard  Brothers  (London)       }jt 


100% 


azard  Freres  &  Cie. 

(Paris) 


12.27% 


;ard  Freres  &  Co.  (New  York) 


18.7% 


ist  75%  government  owned,  the  remainder  by 
and  institutions.  ^  85%  government  owned, 
ublic  and  institutions.  ^Has  significant  and 
ling  interests  in  Lazard  Freres  &  Cie.  and 
Freres  &  Co.  but  refuses  to  disclose  them. 

■lot  meaningful. 


LVMH  might  attract  other  hostile  bid- 
ders. He  also  apparently  dropped  a  bit 
of  a  bombshell.  It  seemed  that  out- 
standing warrants,  which  Lazard  it- 
self had  issued  in  1987  on  behalf  of 
Moet  Hennessey,  were  convertible 
into  12%  of  LVMH.  With  Lazard's  help, 
Arnault  could  acquire  these  warrants 
and  eventually  control  lvmh. 

Ah,  but  Guinness  wouldn't  be 
squeezed  out.  Things  would  be  ar- 
ranged. To  assure  unity.  Guinness 
and  Arnault's  Agache  would  put  their 
LVMH  shares  and  warrants  in  a  new 
holding  company,  now  owned  55%  by 
Agache's  Christian  Dior,  45%  by 
Guinness.  The  holding  company  now 
holds  45%  of  LVMH.  Racamier,  the 
non-Lazard  client,  was  thereby  re- 
duced to  an  almost  voiceless  minority 
holding. 

One  more  thing:  Guinness  had  a 
new  share  offering,  all  of  which  was 
purchased  by  lvmh  at  a  premium. 
LVMH  also  bought  some  shares  on  the 
open  market,  giving  it,  in  total,  12% 
of  Guinness. 

The  plan  was  carried  out.  Between 
them  Arnault  and  Guinness  now  con- 
trolled LVMH,  and  LVMH,  the  French 
giant,  became  the  largest  single  share- 
holder in  Britain's  Guinness.  The  big- 
gest winner  of  all,  of  course,  was  Ber- 
nard Arnault.  Undisputed  boss  of  his 
$1.3  billion  (revenues)  Agache,  thanks 
to  Lazard,  Arnault  now  controlled  not 
only  LVMH  but  also,  indirectly.  Guin- 
ness. Earlier  this  year,  Arnault  ousted 
Moet's  Chevalier  from  lvmh,  and  is 
trying  to  force  Vuitton's  Racamier  off 
the  board  and  into  retirement. 

For  Lazard,  more  than  fees  were  in- 
volved: Its  partners  and  an  affiliated 
company  own  11%  of  Agache  and 
have  financed  Bernard  Arnault  since 
1984,  when  he  sprang  onto  the  French 
scene  with  the  purchase  of  Boussac 
Saint-Freres  Industries,  the  bankrupt 
textiles  company. 

Amity  seemingly  prevailed,  but  the 
French  securities  commission  con- 
cluded that  duplicity  had  also  pre- 
vailed. It  says  the  crucial  warrants 
were  parked  by  Lazard  and  surrepti- 
tiously transferred  to  Arnault.  A 
French  court  agreed  and  "froze"  the 
warrants,  meaning  Arnault  could  not 
vote  them. 

But  the  court  also  said  it  would 
prevent  any  change  in  control  of  the 
warrants  from  unsettling  the  manage- 
ment of  the  company  until  the  final 
judgment  is  rendered.  That  appears  to 
mean  it  wants  Arnault  to  remain  in 
control  of  the  company.  The  ruling 
was  handed  down,  Forbes  has 
learned,  just  a  few  days  after  represen- 
tatives of  Lazard  talked  to  Prime  Min- 
ister Michel  Rocard's  office  to  warn 


against  letting  lvmh  get  out  of  French 
control. 

And  who  were  the  foreign  interests 
allegedly  lusting  after  the  prestigious 
French  maker  of  leather  goods,  cognac 
and  champagne?  Hard  as  it  is  to  be- 
lieve, they  claimed  it  was  Lazard  Lon- 
don's client  Anthony  Tennant  of 
Guinness. 

LVMH  is  just  one  of  a  number  of 
controversial  deals  in  which  Lazard 
Freres  &.  Cie.  has  been  involved.  In 
1987  Seagram,  with  the  advice  of  La- 
zard, made  a  private  deal  with  mem- 
bers of  the  Firino  Martell  family  to 
buy  their  41%  of  Martell,  the  cognac 
concern.  The  deal  was  contested  by 
the  Paris  Bourse,  which  insisted  that 
bidding  be  open  to  the  public.  Sea- 
gram renounced  the  private  deal,  but 
in  exchange  Lazard  got  the  French 
Finance  Ministry  to  authorize  Sea- 
gram's bid  for  Martell. 

This  ability  to  make  such  comfort- 
able deals  is  by  no  means  the  limit  of 
Lazard's  power.  Lazard  considers  it- 
self only  an  investment  banker.  But 
its  partners  maintain  a  parallel  struc- 
ture in  which  the  partners,  often  aided 
by  loyal  clients,  control  a  large  finan- 
cial and  industrial  empire  through  in- 
terlocking directorships  and  cross- 
stockholdings. 

Unlike  Wall  Street  firms,  Lazard 
does  not  commit  its  own  capital  to 
deals.  But  through  this  parallel  struc- 
ture, it  can  commit  the  partners' 
money  and  the  money  of  firms  that 
Lazard  either  controls  or  influences 
heavily. 

Michel  David-Weill  calls  this  in- 
vestment empire  a  "capitalist  struc- 
ture parallel  to  the  firm."  The  "capi- 
talist structure"  works  through  a  se- 
ries of  holding  companies  (see  chart, 
opposite)  into  which  partners  volun- 
tarily put  a  percentage  of  their  fees. 

The  major  Lazard  holding  compa- 
nies, Eurafrance  and  Gaz  et  Eaux,  buy 
pieces  of  operating  companies  in 
much  of  Europe.  They  hold  signifi- 
cant positions  in  a  vast  array  of  busi- 
nesses, from  supermarkets  and  insur- 
ance companies  to  airlines  and  real 
estate.  Lazard  Freres'  top  partners  sit 
on  the  boards  of  these  companies, 
thus  gaining  access  to  influence,  in- 
formation and  new  business. 

Partner  Antoine  Bernheim,  for  ex- 
ample, sits  on  the  boards  of  such  ma- 
jor French  and  Italian  companies  as 
Chargeurs  (the  transport  group);  Au 
Printemps  (department  stores);  lvmH; 
Assicurazioni  Generali  (insurance); 
and  Mediobanca  (banking). 

As  Henry  Racamier  is  learning  to 
his  chagrin,  it  can  be  costly  to  be  on 
the  wrong  side  of  Lazard  Freres  in  a 
deal.  Bernard  Pagezy  had  a  similar  ex- 
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Henry  Racamier.  Louis  Viiitton  's  longtime  clxiinmm 

Pushed  out  by  Loxard  and  its  prot^^  Bernard  Arnault? 


Louie  lSi>Ki\x.«sMjlnx 


perience.  Pagezy  was  until  recently 
chairman  of  Compagnie  du  Midi,  a 
diversified  holding  company  with  m- 
terests  in  insurance.  Pagezy  balked 
when  a  longtime  Lazard  client,  Gen- 
erali,  Italy's  largest  insurance  compa- 
ny, wanted  to  build  its  stake  in  his 
company.  He  turned  for  help  to  an  old 
rival,  the  Axa  insurance  company, 
merging  the  two  companies  into  Axa- 
Midi,  thus  creating  France's  second- 
largest  insurance  company. 

The  Italian  suitor  was  initially  re- 
buffed, but  when  differences  arose  be- 
tween Pagezy  and  executives  of  the 
company  it  merged  with,  Lazard 
stepped  in,  using  an  affiliate  to  buy  a 
stake  in  the  merged  company.  Ousted 
from  his  job,  today  Pagezy  works  out 
of  a  residential  apartment  in  Paris 
with  one  lone  secretary;  only  four 
months  ago  he  was  running  a  business 
with  over  30,000  employees.  His  mis- 
take? "Pagezy  humiliated  Mr.  Enrico 
Randone,"  is  the  way  Antoine  Bem- 
heim  puts  it.  Randone  heads  Gene- 
rali,  whose  original  overtures  were  re- 
buffed by  Pagezy. 

Lazard's  friends  and  clients  are  a 
network  with  ever-shifting  alliances. 
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For  example,  Lazard  opposed  Carlo  De 
Benedetti,  chairman  of  Italy's  Olivetti, 
in  his  bid  to  take  over  Societe  Generale 
de  Belgique,  Belgium's  giant  industrial 
and  banking  conglomerate.  It  allied 
itself  with  Financiere  de  Suez,  the  sec- 
ond-largest French  investment  bank, 
to  defeat  De  Benedetti's  bid.  Though 
still  not  an  ally,  Lazard  has  made  up 
with  De  Benedetti,  one  of  the  most 
dynamic  young  businessmen  in  Italy. 

Although  De  Benedetti  is  still  bat- 
tling with  one  of  Lazard's  closest  Ital- 
ian clients,  Lazard  allowed  De  Bene- 
detti onto  the  board  of  Mediobanca, 
the  most  powerful  merchant  bank  in 
Italy.  Through  a  mere  2%  stake  in 
Mediobanca,  Lazard  is  a  power  in  Ital- 
ian finance.  In  Italy,  sitting  on  Medio- 
banca's board  is  the  equivalent  of  be- 
ing invited  into  the  irmer  circle  of 
important  families  such  as  Agnelli 
and  Pirelli,  who  along  with  Lazard 
have  dominated  all  financial  activity 
there  since  World  War  II. 

If  a  Lazard  client  is  threatened  by  a 
raid,  the  raider  can  expect  a  rough 
time.  In  1986  bsn,  the  largest  food 
conglomerate  in  France,  felt  under 
pressure  from   raiders.   Antoine   Ri- 


boud,  head  of  bsn,  turned  to  Lazan 
which  had  its  "capitalist  parallel 
company,  Eurafrance,  take  a  6%  stak 
in  BSN,  strengthening  Riboud's  pos 
tion.  But  Lazard's  financial  strength  i 
not  limited  by  the  resources  of  ii 
own  partners.  Far  from  it.  One  of  th 
firm's  great  strengths  is  an  ability  t 
mobilize  money  from  others.  T 
strengthen  its  hand  in  the  bsn  sitiu 
tion,  Lazard  persuaded  Italy's  powe; 
ful  Agnelli  family  to  buy  another  5° 
of  BSN.  The  Agnellis  and  Lazard  pec 
pie  have  been  doing  friendly  busines 
together  for  more  than  three  decade: 

Gaz  et  Eaux,  a  holding  company 
provides  another  example  of  how  Li 
zard  can  mobilize  resources  well  b< 
yond  its  means.  In  1985  Gaz  et  Eau 
thought  it  was  in  danger  of  a  hostil 
takeover.  Lazard  shielded  Gaz  et  Eau 
by  becoming  its  principal  sharehok 
er,  with  a  33%  stake.  Result:  Gaz  t 
Eaux  is  now  part  of  Lazard's  invest 
ment  group  and  adds  its  financii 
strength  to  that  of  the  various  Lazar 
interests.  Gaz  et  Eaux  holds  friendl 
stakes  in  bsn  and  Chargeurs. 

As  much  of  the  foregoing  suggest; 
the  rules  governing  financial  transac 
tions  are  pretty  hazy  in  France  an 
much  of  Europe.  There  has  been  s 
little  M&jv  activity  imtil  recently  tha  ; 
the  question  of  proper  procedure 
hasn't  been  addressed.  Private  deal  t 
between  large  shareholders  and  bu) 
ers  are  negotiated  with  the  interests  c 
small  shareholders  largely  ignored,  j 
bidder  can  pick  up  a  stake  of  as  littl 
as  5%  and  virtually  control  a  comp£ 
ny  without  offering  other  sharehok 
ers  a  thing.  Or  he  can  pick  up  pieces  c 
a  company  through  a  variety  of  hole 
ings,  thus  avoiding  disclosure.  Inside 
trading  and  parking  stock  for  busines 
associates — crimes  in  the  U.S. — ger 
erally  go  unpunished  and  urmotice' 
in  much  of  Europe. 

But  the  European  press  is  becomin 
more  aggressive  in  business  reporting, 
and  the  public  is  beginning  to  take  a: 
interest.  All  this  makes  the  folks  a. 
Lazard  a  bit  nervous.  "We  don't  d 
aggressive  deals,"  Michel  David- Weil 
recently  told  a  press  conference 
Paris,  Lazard's  first  ever.  He  was  re 
sponding  to  complaints  about  hi 
firm's  aggressive  merger  and  acquis] 
tion  activity. 

But  don't  take  David-Weill's  publi 
statement  as  a  sign  that  Lazard  is  go 
ing  to  adopt  a  low  profile.  Far  from  ii 
Says  David-Weill:  "It  will  be  neces 
sary  for  the  firm  to  diversify  its  in 
vestment  banking  activities  to  in 
elude  countries  other  than  France.' 

A  promising  start  has  been  made 
Can  moves  into  Germany,  Spain,  Ja 
pan  and  elsewhere  be  far  behind?  I 
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Mary  Brodie  wont  feel  the  lump  in  her  breast 

for  another  two  years. 


Like  a  lot  of  women,  Mars-  Brodie 
understands  the  importance  of  regular 
breast  self-examination.  And  because 
she's  never  felt  a  lump,  she  thinks  every 
thing  is  fine.  Its  the  same  conckision  a 
lot  of  women  reach. 


Unfortunately,  its  wrong. 

The  tiny  tumor  that's  forming  in  her 
breast  is  too  small  to  feel.  But  with 
mammography,  it's  not  too  small  to  see. 

And  tomorrow  Mary  is  getting  her 
first  mammogram.  Thanks,  in  part,  to  a 
new  x-ray  film  created  by  DuPont  that 
makes  it  safer  for  women  to  start 


mammography  early. 

And  for  Marv',  early  detection  means 
a  two  year  head  start  on  the  rest  of  her  life. 

At  DuPont,  we  make  the  things  that 
make  a  difference. 


Better  things  for  better  living. 


MPD8I 


Railroads  are  taking  on  new  debt  at  a  fast 
clip.  If  things  start  to  go  bad,  regulation, 
long  the  bane  of  the  business,  cotdd  rear  its 
ugly  head  once  again. 

Reregulation 
dead  ahead? 


By  James  Cook 


RACEHORSE  HANDICAPPERS  Oper- 
ate on  the  theory  that  if  you 
put  enough  weight  on  an  ani- 
mal's back,  you  can  stop  it.  The  same 
theory  is  clearly  at  work  on  the  na- 
tion's railroads.  At  the  rate  they  have 
been  borrowing  money  lately,  some 
important  railroads  risk  breaking 
down.  If  the  economy  should  go  into 
recession,   the  debt  loads  on  some 


weak  roads  could  stop  them  dead  in 
their  tracks.  So  alarming  is  the  threat 
that  serious  talk  of  reregulating  the 
industry — putting  its  financial  affairs 
under  closer  government  review — is 
being  heard  in  high  places. 

In  the  past  year  or  so,  some  of  the 
most  important  U.S.  railroads  have 
been  leveraging  themselves  to  the  hilt 
in  order  to  pay  huge  cash  dividends, 
buy  in  outstanding  shares  or  pay  for 
their  takeover  by  outside  acquirers. 


Equipment  trust  ownership  notice  on  a  Santa  Fe  locomotive  in  Kansas  City 
Where  wUl  the  cuipUal  eomefrom  tomorrow7 


All  this,  of  course,  in  the  name  of 
"maximizing  stockholder  values" — 
that  is,  to  avoid  being  taken  over  or 
broken  up. 

Take  Chicago's  Santa  Fe  Pacific,  for 
example.  Santa  Fe  used  to  be  one  of 
the  most  conservatively  financed 
companies  in  the  business.  No  more. 
In  the  spring  of  1988  it  borrowed  $3.7 
billion  to  finance  a  special  $30  divi- 
dend, and  overnight  lifted  its  debt  ra- 
tio from  16%  to  88%.  The  company 
may  have  protected  itself  from  a  take- 
over, but  at  a  price.  Standard  &.  Poor's 
promptly  downgraded  its  mortgage 
bonds  from  Aa  to  BBB  and  EBB  -I- . 

Last  year  Santa  Fe's  interest  charges 
hit  $487  million,  enough  to  plunge 
the  company  $47  million  into  the  red. 
Such  charges  will  drop  as  debt  is  re- 
duced, but  imtil  they  do  Santa  Fe  is 
severely  limited  in  what  it  can  do 
with  its  available  cash  flow.  Santa  Fe 
will  certainly  continue  to  muddle 
through,  but  rumor  has  it  that  one 
other  highly  leveraged  western  rail- 
road already  faces  a  cash  flow  crisis  of 
considerable  proportions.  So  the  risks 
are  mounting. 

Even  more  audacious  was  the  Bur- 
lington Northern's  restructuring,  bn 
paid  some  of  its  bondholders  $35  mil- 
lion to  give  up  their  claim  on  the 
railroad's  extensive  natural  resovurce 
holdings,  then  early  last  year  sold 
13%  of  its  new  Burlington  Resources 
subsidiary  to  the  public  for  $43 1  mil- 
lion, and  distributed  the  rest  as  a  divi- 
dend to  its  shareholders. 

BN  shareholders  were  ecstatic:  They 
wound  up  with  a  $3  billion  increase  in 
the  value  of  their  combined  bn  and  br 
holdings.  But  there  may  be  a  stiff  price 
down  the  road  for  the  railroad  itself. 
Burlington  Northern's  debt  ratio  went 
from  41%  to  75%,  its  interest  cover- 
age dropped  from  5.6  to  2.2  times 
earnings.  And  then,  at  year-end,  bn 
got  hit  with  a  $175  million  outlay  to 
settle  an  antitrust  suit,  and  any  hope 
of  quickly  reducing  its  debt  went  out 
the  window. 

Or  take  Illinois  Central.  In  the  past 
five  years  the  railroad  sold  off  over 
4,000  miles  of  track,  used  the  $500 
million  proceeds  to  repay  advances 
from  its  parent,  ic  Industries,  and 
then  spun  the  railroad  off  to  its  stock- 
holders. The  stockholders  doubled 
their  money  early  this  year  when 
New  York's  Prospect  Group  paid  $434 
million  for  the  property,  but  Illinois 
Central's  mortgage  bondholders  were 
left  holding  the  bag.  Half  of  the  under- 
lying security  of  their  investment  had 
been  sold  off,  the  railroad's  debt  went 
from  $260  million  to  $700  milhon, 
and  the  bonds  went  on  s&.p's  credit 
watch  list. 
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MERCURY  SABLE  WAGON. 


A  special  rear  suspension 


was  designed  to  give  the 
Sable  wagon  the  outstanding  cornering  characteristics 
of  a  Sable  sedan— quite  an  achievement  in  a  station 
wagon.  Also,  its  well-rounded  shape  manages  the 
wind  to  help  keep  the  Sable  wagon  pressed  to  the  road 
for  better  control.  Even  in  the  corners.  Experience 
the  handling  of  a  Mercury  Sable  wagon  at  your  Lincoln- 
Mercury  dealer  today  For  more  Sable  wagon  informa- 
tion, call  1-800-822-9292. 


For  larger  or  smaller  wagon  needs,  see  Mercury's 
Grand  Marquis  Colony  Park  or  Tracer  wagons. 


^^m 


MERCURY 


LINCOLN 


LINCOLN-MERCURY  DIVISION  C^S>       Buckle  up-together  we  can  save  lives.   Vl||llfi.iny  IS  tJOO  J.. 


■  1987 
□  1988 


Even  the  more  lightly  leveraged 
railroads  have  begun  shrinking  their 
equity  by  buying  in  shares  on  a  mas- 
sive scale.  CSX  laid  out  $1.4  billion 
last  year  to  buy  in  38%  of  its  equity, 
Norfolk  Southern  $244  million  for  a 
5%  contraction,  and  last  month 
Union  Pacific  spent  $803  million  to 
buy  in  10%,  and  w^as  authorized  to 
buy  another  $528  million.  But  again 

there  was  a  price  to  be 

paid.  Moody's  Investors 
Services  promptly  down- 
graded all  of  Union  Paci- 
fic's debt,  including  its 
equipment  trusts.  "What 
can  you  do?"  one  chief  ex- 
ecutive laments.  "Wall 
Street  keeps  putting  on 
more  and  more  pressure." 

The  cumulative  impact 
of  such  maneuvers  has 
been  dramatic  and  alarm- 
ing— as  Isabel  Benham, 
head  of  New  York's  Prin- 
ton,  Kane  Research,  spells 
out  in  an  incisive  new  sur- 
vey. The  Forgotten  Bond- 
holder. In  1988  alone,  the 
median  debt  ratio  for  the 
U.S.'  11  largest  railroad 
combines  went  from 
38.49%  to  49.17%  (see 
chart).  The  extreme  cases 
are  far  wilder  than  that, 
putting  themselves  at 
considerable  risk  if  busi- 
ness turns  dowTti. 

If  the  effects  of  all  this 
were  purely  financial,  the 
potential  damage  could  be 
limited.  After  all,  the  U.S. 
railroad  system  managed 
to  function  throughout 
the  1930s  even  though 
much  of  it  was  in  bank- 
ruptcy. But  the  results  of 
the  present  leveraging-up 
may  go  beyond  the  purely 
financial. 

Consider  the  misgiv- 
ings of  authorities  in 
Iowa,  South  Dakota  and 
Illinois  over  the  leverag- 
ing up  of  CNW  Corp.  Tar- 
get of  several  leveraged 
takeover  bids,  cnw  finally 
went  last  month  to  New 
York's  Blackstone  Capital 
Partners  L.P.  for  $1.6  bil- 
lion. That  brings  the  com- 
pany's total  debt  closer  to 
$1.3  billion  by  adding 
$700  million  Blackstone 
is  borrowing  to  finance 
the  deal  to  the  $603  mil- 
lion in  debt  cnw  already 
has  outstanding. 

Now    listen    to    Leslie 


Holland,  head  of  the  Iowa  Depart- 
ment of  Transportation's  rail  divi- 
sion: "This  type  of  transaction,  fi- 
nanced mainly  by  debt,  poses  a  seri- 
ous threat  to  cnw's  ability  to  provide 
railroad  service." 

The  basic  problem  is  this:  Railroad- 
ing, unlike  publishing  or  cookie-mak- 
ing or  cigarette-selling,  is  a  capital- 
intensive  business.  But  if  a  company's 


Andreft'  Chnstie 


Leveraging  up 


The  railroad  industry  has  been  increasing  its  debt  ratio 
at  an  alarmingly  high  rate — to  pay  special  dividends, 
buy  in  outstanding  stock  or  finance  the  takeovers.  All 
this  debt  is  supposedly  only  temporary.  The  idea  is  to 
sell  off  supposedly  unneeded  assets  and  so  bring  the  debt 
back  to  more  manageable  levels.  In  a  cyclical  industry, 
however,  that  poses  considerable  risks.  But,  given  the 
pressures,  what  choice  does  the  industry  have? 


Long-term  debt  as  a  percent  of  total  capitalization 
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UTces-  Annual  Reports,  lOKs,  and  stockholders'  reports 


cash  flow  is  mortgaged  to  interest 
payments  and  debt  repayments, 
whence  will  come  the  dollars  for 
improvements? 

"Where  will  the  capital  come  from 
to  finance  the  future  capital  needs  of 
the  industry?"  asks  Printon,  Kane's 
Benham.  "In  the  next  decade,  the  in- 
dustry's capital  needs  are  expected  to 
reach  $7  billion  to  $8  billion  annually. 
But  will  long-term  inves- 
tors provide  the  necessary 
capital?"  She's  asking  if 
lenders  will  be  willing  to 
pile  debt  on  debt.  The  an- 
swer is,  maybe  not. 

It  hasn't  come  to  that 
yet.  Railroads  can  still  fi- 
nance their  equipment 
needs  with  equipment 
trusts,  or  even  lease 
equipment  from  outside 
suppliers.  But  as  debts 
mount  and  if  business 
turns  down,  these  alterna- 
tives may  prove  too  costly 
or  even  dry  up. 

The  nation  will  not  let 
its  raihoad  system,  upon 
which  it  depends  for  mov- 
mg  36%  of  its  goods,  fall 
apart.  But  that  commit- 
ment carries  a  danger.  The 
railroads  fought  long  and 
hard  to  lift  the  dead  hand 
of  bureaucratic  regula- 
tion. If  the  government  in- 
tervenes to  bail  out  the  in- 
dustry, it  will  probably 
bring  back  regulation. 

That  may  already  be 
happening.  The  Interstate 
Commerce  Commission 
has  always  had  jurisdic- 
tion over  the  acquisition 
of  one  railroad  by  another, 
including  the  power  to 
impose  conditions  for  ap- 
proval. Now  Congress- 
man John  Dingell 
(D-Mich.)  proposes  to  ex- 
tend the  ice's  jurisdiction 
to  the  acquisition  of  rail- 
roads by  buyers  outside 
the  industry. 

There's  no  reason  to 
think  that  the  resulting 
bureaucratic  oversight 
will  be  any  more  astute 
than  private  companies 
have  been.  And  coming  at 
a  time  when  deregulation 
has  been  gradually  restor- 
ing the  industry's  vitaUty 
after  a  half-century  of  de- 
cline, reregulation  would 
be  a  major  step  backward. 
But  it  may  come  all  the 
same.  ■ 
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As  part  of  the  preparation  for  tliis 
special  supplement  on  Turkey, 
Forbes  Magazine  asked  Arthur  D. 
Little,  Inc.,  the  international  man- 
agement and  technology  consul- 
tants, to  provide  a  review  of  the 
Turkish  economy  and  business 
environment.  The  research  for  this 
review  was  carried  out  in  li/larch 
and  April  of  1989— a  time  that  was 
strongly  influenced  by  the  run  up 
to  and  then  the  results  of  nationwide 
municipal  elections.  Further  in- 
terviews and  fieldwork  were  held  in 


May  and  June,  to  ensure  that  the 
coverage  is  current.  However,  this 
review  is  intended  to  go  beyond 
the  exciting  current  events  in  Tur- 
key, to  select  and  highlight  some 
of  the  key  structural  features  of  the 
Turkish  economy  and  some  of  the 
transformations  that  the  country  is 
undergoing  in  the  1980s.  The  con- 
centration is  on  those  aspects  that 
are  likely  to  be  of  primary  interest 
to  international  business  compa- 
nies contemplating  investment 
and  trade  in  Turkey,  rather  than  a 
systematic  analysis  of  the  econo- 
my at  present.  The  review  therefore 
takes  a  broad  and  a  long-term  per- 
spective of  Turkey,  looking  at  the 
changes  that  have  already  hap- 
pened in  the  1980s  and  at  the  possi- 
ble directions  in  the  1990s. 


TURKEY 


Continuing 

Transformation 

of  a  Growing 

Economy 


By  Michael  G.  Gillibrand 
Arthur  D.  Little,  Inc. 


The  Basic  Features  and 
Frontiers  of  Turkey 

I  Size  and  Location 

The  conventional  introduction  to 
Turkey  is  that  it  is  a  bridge  between 
Europe  and  the  Middle  East.  And 
indeed  some  of  the  most  significant 


features  of  Turkey  are  the  most  ba- 
sic— its  highly  strategic  location  as 
well  as  its  sheer  size  and  diversity, 
which  are  often  overlooked. 

Turkey  has  a  much  greater  land 
area  than  any  country  in  Western  Eu- 
rope (three  times  the  size  of  West 
Germany)  and  is  larger  than  Texas.  It 
has  several  different  ecological 
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zones  and  has  one  of  the  largest  pop- 
ulations in  both  Western  Europe 
and  the  Middle  East.  Its  current  popu- 
lation of  55  million  is  projected  to 
reach  more  than  70  million  in  the  year 
2000.  It  is  a  European  country,  a 
Mediterranean  country,  and  a  Middle 
Eastern  country,  all  at  the  same  time. 


I  Economic  Frontiers 

Turkey's  strategic  location  helps 
make  it  a  leading  member  of  NATO, 
but  to  the  eye  of  the  business  inves- 
tor, Turkey  has  four  main  economic 
frontiers:  the  European  Communi- 
ty, the  Middle  East,  the  Soviet  Union, 
and  the  internal  frontier  of  its  own 
extensive  development  poten- 
tial. Turkey  has  special  cultural  and 
economic  relations  across  each  of 
the  foreign  frontiers,  which  help  to 
Increase  the  potential  for  trade,  for 
example,  membership  of  the  Coun- 
cil of  Europe,  Islamic  ties  with  the 
Middle  East,  and  a  common  lan- 
guage with  about  40  million  Turkic 
speaking  people  in  the  U.S.S.R. 

Turkey  is  a  member  of  the  OECD, 
though  it  is  generally  grouped  among 
the  newly  industrialized  countries 
of  the  world.  With  a  gross  national 
product  estimated  at  $70  billion  in 
1988,  Turkey  has  the  largest  and 
most  diversified  industrial  econo- 
my in  the  Eastern  Mediterranean  and 
Middle  East  regions.  The  per  capita 
GNP  is  at  a  nominal  level  of  $1 ,300, 
but  after  adjustment  to  purchasing 
power  parities  it  is  estimated  at 
$4,247  compared  with  $8,700  in 
Spain ,  and  $6,300  in  Greece  and  Por- 
tugal. 

Turkey  has  experienced  high 
growth  rates  and  extensive  economic 
restructuring  over  the  last  20 
years.  The  manufacturing  sector  has 
sustained  an  annual  average 
grov^rth  rate  of  7%  to  8%  since  1965, 
and  it  accounted  for  28%  of  total 
GNP  in  1988  compared  with  16%  in 
1965.  Textiles  and  clothing  are  cer- 
tainly the  predominant  manufactur- 
ing activities,  but  food  and  agro 
industry,  chemicals  and  plastics, 
glass,  iron  and  steel,  motor  vehi- 
cles and  parts,  furniture  and  con- 
sumer durables  are  all  well  estab- 
lished too. 

The  agricultural  sector  also  con- 
tinues to  be  very  strong — Turkey  is 
one  of  the  few  self-sufficient  coun- 


Tuikey  is  one  of  the  few 
countries  self-sufficient 
in  food  production. 


tries  in  food  and  has  a  new  internal 
geographic  frontier  in  the  South- 
east Anatolia  "GAP"  Project.  This 
massive  undertaking  will  transform 
a  semidesert  area  the  size  of  Ireland 
by  the  year  2001 .  "The  agricultural 
potential  of  Turkey  is  unlimited,"  as- 
serts Ahmet  Dine,  the  director  of 
agriculture  at  the  State  Planning  Or- 
ganization in  Ankara.  "It  can  be  a 
bread  basket  for  the  Middle  East 


and  Europe." 

There  is  also  a  strong  expansion- 
ary "frontier"  attitude  among  busi- 
ness people  like  Oguz  Gursel, 
founder  of  the  Kiska  Construction 
Company.  One  of  the  first  Turkish 
companies  to  break  into  the  Middle 
Eastern  contracting  market,  it  par- 
ticipated in  major  Russian  projects 
and  now  is  looking  at  opportunities 
in  Africa  and  the  U.S. 


I  The  1980s- 
A  Decade  of  Change 

The  degree  of  change  can  only  be 
fully  appreciated  in  the  context  of  re- 
cent history.  Traditionally,  the  gov- 
ernment has  been  the  leader  of  Turk- 
ish economic  development. 
Successive  administrations  followed 
most  of  the  conventional  policies  of 
developing  countries  trying  to  indus- 
trialize their  economies — heavy 
state  investment  in  infrastructure  and 
basic  industry,  a  high  degree  of 
protectionism  and  import-substitu- 
tion. 

Until  the  oil  crisis  of  1973,  these 
policies  had  been  relatively  success- 
ful in  establishing  a  strong  industri- 


The  modern  textile  industry  has  ancient  roots  in  traditional  rugs. 
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Sakip  Sabanci 

Chairman 

Sabanci  Group  of  Companies 
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Safe  Link  to  TUrkey 

Sabanci  is  Turkey's  largest  private  sector  industrial  and  financial 
conglomerate. 

Rising  on  the  foundations  laid  nearly  half  a  century  ago  in 
agricultural  industries,  the  group  deals  today  in  a  wide  variety  of 
fields  from  textiles  to  machmery,  from  electronics  to  banking. 

Sabanci  is  an  essential  component  of  the  economic  and  social  life 
of  Turkey  with  its  40  industrial  companies  which  are  guided  by  the 
principle  of  integrated  production  —  in  most  cases  carrying  through 
the  whole  process  from  the  raw  material  to  the  finished 
product  —  and  which  make  Sabanci  a  major  exporter  as  well  as  a 
domestic  suppher  on  the  grand  scale  of  industrial  products  all 
manufactured  in  its  own  plants,  its  three  banks  including  AKBANK, 
the  largest  and  most  profitable  Turkish  private  bank,  its  three 
insurance  companies,  and  five  trade  companies;  and  its  total  work 
force  of  32.000  top  quahty  personnel!  Its  charity  foundation, 
VAKSA,  has  invested  more  than  $  60  million  in  cultural  and 
educational  work. 

The  entrepreneurial  spirit  of  Sabanci  speaks  for  itself  in  its 
foreign  investments  and  its  joint  ventures  with  multinationals: 

•  DUSA,  producer  of  nylon  cord,  with  the  American  Du  Pont 

•  BRISA,  in  fire  industry,  with  Bridgestone  of  Japan. 

•  BEKSA,  producer  of  steel  cord,  with  Bekaert  of  Belgium. 

•  CIGNASA,  Cigna-  Sabanci  Insurance  with  the  American  Cigna  Inc. 

•  TURK  PHILIPS,   in  electronics,  with  the  N.V.  Philips  of 

Netheriands. 

•  BIFA,  in  pharmaceuficals,  with  the  German  Bayer,  Schering  and 
Knoll. 

•  PARKSA  HILTON  (ISTANBUL),  ANKARA  HILTON  and 
MERSIN  HILTON  with  the  British  Hilton  International. 

•  BNP-AK-DRESDNER  BANK/ISTANBUL,  with  the  French 
Banque  NaUonal  de  Paris,  and  the  German  Dresdner  Bank,  with 
AKBANK  as  the  major  partner. 

•  AK  INTERNATIONAL  BANK  LTD./LONDON,  the  first  and  the 
only  Turkish  bank  abroad. 

Sabanci  is  the  name  in  Turkish  business.  The  safe  link  to  Turkey  is. 

BANCI 


AKBANK  TA^  •  AK  «MTGRr\IATiaNAL  BANK  ITIX  (London)  •  BN^-AK-ORESONEH  BANK  (Istanbul)  •  TURKtSH  HMOUSmiAL  OEVELOPfVIENT  BANK 

INOUSIDIAL  INVEBTTS/IENT  AND  CREDIT  BANK  •  AKBIOC3RTAQO  Insurance  Inc  •  CK3NA0O 'ClGKA-SABANCH  Insurance  Inc  •  OO^AN  Insarance  Ire  •  BRKEO 

(Bfidgestone-SaBanci)  Tire  Induslry  Inc  •  KORDO©  ^"^  ^°'^  ^2b'\t  Inc  •  DClOO  "^^  ''o"'  -Sa&ana)  Industrial  Yarn  Manulaciurmg  and  Trading  Inc  •  BEK0Q  (Bekacn-SaDancn  Steel  Cord  Manufacturing  and  Trading  Irtc 

BA^Q  Synmetic  F^Ores  Inc   •    BOSOO  Spinning,  Weaving  and  Finishing  o'  Cotion  and  Synlhetics.  inc  •  TEK@Q  Cotton  and  Synlheiic  Yarn  Velvet  Weaving  and  fimsriipg  inc  •  yOn(=)0  Carpels  and  Woolen  Fabrics  Inc 

In^^  Nylon  Yarn  kc  •   MEFTlQQ  Weaving  and  Finishing  Worsted  Fabric  Inc  •  PLAS^Q  Plastic  Industry  and  Trade  Inc  •  Pfc-^©  Plastic  Industry  Inc  •  AKCiMENTOOQ  Cer^ent  -nc  •  CkV^OO  CflTienl  Inc 

KAY©OCemeni[nc»ORAI_iTOO  Construction  Materials  Ltd  Inc  aMAR^O  Vegetable  On  and  Margarine  inc  •  YA6©0  Vegetable  Oil  inc  •   AYEKQ©  vegetable  On  ir.c    •  OLn/lJKQO  Co"uQaie<J  Cardboard  and 

Paper  Inc  •  AKKARQANQQpropeiier  Shan  Inc   •  SU^O '■"'""' ^^'^'''^'^ '"''"^'^ '"'^  *  TE^I©©  Construction  and  General  Machinery  Automotive,  Electronics  Inc    •  tOrk  PMiuf»S  SANAYI  industry  i--' 

t  AVDINI-ATVIA  lllum<nalion  industry  and  Trade  Corp  sBI^AI  Bayer,  Sher^ng  &  Knoli-SabanciiPharrriaceuticai  Inc  vRARKOO  hIuTON  I  Istanbul!  •  ANKARA  H I LTON  •  fVIERSiN  hIltON 

Necatibey  Cad.  321, 80190  Sabpazan-lstanbui/TURKEY  Tel:  (1)  152  38  00  (7  Lines)  Telex;  24785  HOSA-TR  Faximile  (1)  143  54  52 
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al  and  physical  infrastructure.  How- 
ever, Turkish  industries  and  agri- 
culture had  become  uncompetitive 
and  dependent  on  protective  tariffs 
and  subsidies.  The  sudden  extra 
costs  of  the  oil  shocks  in  the  1 970s 
meant  that  the  government  simply 
could  not  continue  to  sustain  the 
same  levels  of  support.  Consequent- 
ly, from  1978  to  1980  the  country 
was  in  a  very  serious  political  and 
economic  crisis. 

In  1980  the  armed  services  inter- 
vened and  implemented  major  politi- 
cal and  economic  changes.  Then  in 
1983  the  military  rulers  called  a  gen- 
eral election  and  handed  over  pow- 
er to  the  newly  formed  Motherland 
Party,  with  Turgut  Ozal  as  Prime 
Minister. 

Ozal's  economic  strategy  was 
designed  to  solve  the  immediate  eco- 
nomic crisis  and  lead  to  the  long- 
term  structural  transformation  of  the 
whole  economy.  But  he  did  more 
than  manage  a  program  of  economic 
stabilization— he  pushed  through  a 
free  market  economic  revolution. 

Ozal's  policies  have  been  highly 
successful.  The  GNP  growth  rate  in- 
creased from  -1 . 1  %  in  1 980  to 
7.6%  in  1988.  Exports  rose  by  three 


and  a  half  times  between  1979  and 
1987,  and  the  share  of  manufactured 
products  rose  from  36%  to  79%. 
However,  there  was  a  price  to 
pay  for  these  successes — inflation. 
The  government  recognized  that  it 
could  not  achieve  growth  without  in- 
flation and  took  the  risk.  Conse- 
quently, inflation  ranged  between 
30%  and  50%. 


I  The  Jolts  of  1988  and  1989 

Ozal's  Motherland  Party  won  the 
general  election  again  in  1987,  but 
during  1988,  he  and  some  of  his 
associates  came  under  increased 
criticism.  In  November  1988,  the 
government  lost  a  referendum.  Then 
in  March  1989,  nationwide  munici- 
pal elections  resulted  in  more  major 
defeats. 

This  signaled  widespread  dis- 
content with  the  government's  poli- 
cies, but  the  single  most  important 
issue  was  inflation.  In  1988,  inflation 
spiraled  upward  to  reach  over 
75%.  To  control  it,  government  ex- 
penditure was  reduced,  and  public 
investment  declined  by  14%  in  real 
terms.  This  led  to  a  reduction  in 


The  Southeast  Anatohan  "Gap"  Project — a  group  of 
T.V.A.-like  undertakings  to  develop  an  area  the  size  of  Ireland. 


GNPgrowthin1988,  down  as  low  as 
3.2%.  This  is  high  by  international 
standards,  but  represents  a  slow- 
down after  years  of  very  high 
growth  in  Turkey  and  has  raised  fears 
of  stagflation. 

The  shock  of  the  municipal  elec- 
tion results  to  the  government  was 
very  evident.  Parliament  is  due  to 
elect  a  new  President  of  the  Republic 
in  October;  hence  there  is  specula- 
tion about  whether  Ozal  will  use  that 
event  as  a  de  facto  vote  of  confi- 
dence, or  try  to  force  a  general  elec- 
tion during  the  summer,  or  hold 
out  until  his  official  mandate  expires 
in  1992. 


I  Cautious  Business  Confidence 

Nonetheless,  the  business  com- 
munity appears  to  be  more  sanguine 
and  confident.  The  most  frequently 
heard  judgments  are  that  "there  will 
be  no  fundamental  change  in  eco- 
nomic policy  .  .  .  there  is  no  going 
back  to  the  old  ways ...  the  trend 
is  irreversible. "  All  three  major  par- 
ties are  perceived  to  be  committed 
to  joining  the  European  Community 
and,  by  implication,  to  its  open 
market  policies. 

Few  Turkish  or  foreign  business 
people  expect  troubles  similar  to 
those  experienced  in  the  late  1960s 
or  1970s.  Indeed,  some  remark  that 
there  has  been  overreaction  to  po- 
litical events,  that  election  changes 
and  protest  votes  do  not  constitute 
crises  but  are  actually  healthy  and 
would  be  considered  normal  in 
many  European  democracies.  As  one 
Turkish  businessman  remarked: 
"We  got  used  to  definite  patterns  and 
certainties  during  the  1980s.  The 
election  results  are  a  reminder  that 
things  change  and  that  there  are 
always  disagreements  and  conflicts 
in  a  democracy.  But  change  does 
not  mean  chaos — it  means  change, 
and  we  can  manage  it  like  any  other 
country  in  Europe." 


The  Current  Economic  and 
Business  Conditions 
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Inflation  and  Export-Led  Growtli 

Although  the  major  short-term  is- 
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sues  for  the  business  environment 
are  political,  there  are  also  eco- 
nomic challenges.  The  main  short- 
term  economic  objectives  are  to 
gain  an  optimum  balance  between 
Inflation  and  growth — and  the 
judgment  is  that  priority  will  be 
given  to  control  inflation. 

The  target  is  to  reduce  inflation 
to  50%,  mainly  by  cutting  govern- 
ment expenditure,  and  by  careful 
management  of  the  exchange  rates 
and  of  credit  facilities.  The  ratio  of 
the  Public  Sector  Borrowing  Rate  to 
GNP  has  already  been  reduced 
from  over  8%  in  1987  to  6%  in  1 988. 
The  target  is  5%  for  1989.  But  be- 
cause inflation  is  probably  more 
complex  today  than  ten  years  ago, 
the  government  will  need  to  manage 
and  fine-tune  a  range  of  fiscal, 
monetary,  currency  and  capacity  fac- 
tors. In  fact,  the  evidence  suggests 
that  both  the  consumer  price  index 
and  the  GDP  deflator  peaked  be- 
tween December  1988  and  February 
1989.  "The  fiscal  and  monetary 
measures  taken  in  early  1 988  are  hav- 
ing their  impacts,"  argues  Dr.  Na- 
mik  Kilic,  Under  Secretary  of  the 
Treasury  Ministry.  "Also  the  re- 
form and  modernization  of  the  tax 
collection  system  will  come  into 
effect  this  year,"  he  says. 

With  careful  control  planned  for 
domestic  demand,  grov\/th  must  be 
led  by  exports.  In  1988,  exports 
increased  by  14.4%  in  U.S.  dollar 
terms,  and  the  government  is  plan- 
ning a  new  set  of  export  incentives, 
through  the  Turkish  Eximbank.  A 
Turkish  marketing  foundation  was  re- 
cently established  by  the  govern- 
ment and  universities,  and  will  intro- 
duce export  quality  standards, 
while  the  efforts  and  interests  of  ex- 
porting companies  are  effectively 
coordinated  by  I. G.E.M.E.,  the  Turk- 
ish Export  Promotion  Center,  man- 
aged by  Okan  Karagozoglu.  In  addi- 
tion to  assisting  Turkish  exporters, 
I.G.E.M.E.  is  the  point  of  contact  for 
foreign  buyers  seeking  product 
sources  in  Turkey. 

Turkey's  largest  trading  partner 
is  the  European  Community,  which 
took  almost  44%  of  exports  in 
1988,  followed  by  Middle  Eastern 
countries  with  23%,  the  U.S.  with 
6.5%,  North  Africa  with  6%  and  East 
Europe  and  Russia  with  5.2%. 

But  the  greatest  growth  in  1988 
has  been  wifh  East  Europe.  With  the 


help  of  the  Soviet-Turkish  Barter 
Agreement  (which  exchanges  Turk- 
ish products  for  Russian  gas),  ex- 
ports increased  by  more  than  80%. 
Exports  to  North  Africa  increased 
by  57% ,  by  34%  to  Japan ,  and  by  5% 
to  the  European  Community,  the 
Middle  East  and  the  U.S. 


I  Turkey  and  the 
European  Community 

Probably  the  single  greatest  busi- 
ness issue  is  Turkey's  application  for 


membership  in  the  European  Com- 
munity and  the  impact  of  the  Europe- 
an Single  Market  in  1992. 

Turkey  already  has  an  Associa- 
tion Agreement  with  the  European 
Community  and  submitted  an  ap- 
plication for  membership  in  1987, 
with  a  calendar  for  a  program  of 
structured  adjustment  to  conform 
fully  to  the  Customs  Union  by 
1995.  Extensive  discussions  have 
been  held  in  Brussels,  and  the 
Community's  formal  reply  is  expect- 
ed this  year.  What  this  reply  will  be, 
and  whether  the  calendar  will  provide 


YOUR  PROFITABILITY 
IS  OUR  BUSINESS 


Turkey's  Free  Trade  Zones  can  help  you 
open  up  the  European  and  Middle  Eastern 
markets. 

Our  labor  force  is  young,  energetic  and 
skilled.  Our  communications  and  trans- 
portation facilities  are  excellent. 
Our  political  and  social  climate  is 
stable  and  hospitable  with  an 
expatriate  lifestyle  that  will  delight 
your  staff. 

And,  of  course,  we  offer  the  kind  of 
tax  advantages  and  financial  incentives 
you'd  expect. 

IF  KEEPING  ON  TOP  OF  THE  BOTTOM  LINE  IS 
IMPORTANT,  TALK  TO  US.  WE  CAN  HELP. 

Phone  Dr.Ayhan  Aybar  (90)  4-229-0071 
or  Dr.  Orhan  Saygideger  (90)  4-230-9289 

Fax:  (90)  4  -230-8637  Telex:  421 10  Dpt.tr. 
Turkish  Free  Trade 'and  Industrial  Zones-SPO 
Necatibey  Cad.  108/Rm  No:  514  Ankara-Turkey 
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We're 
Open 
For 
Business 


Some  people  think  all  Free  Trade 
Zones  are  alike.  They're  wrong. 
Aegean  Free  Trade  Zone  offers 
more.  Space.  Access. 
Flexibility.  Location. 
Let  Us  Tell  You  Why. 

Call  Fahri  Gokyayla 

International  Marketing  Coordinator 

Phone:  (90)  51-138-03!  Fax:  (90)  51-185-688 

Aegean  Free  Zone 

Necaiibey  Bulvari  No:  17/A  Izmir-Turkey 


for  full  accession  by  1995,  2000,  or 
later  is  a  matter  of  speculation. 

Regardless  of  the  application 
procedures,  it  is  evident  that  mem- 
bership in  the  European  Communi- 
ty is  perceived  as  an  opportunity  for 
development,  and  for  economic 
and  bureaucratic  reforms.  Accord- 
ingly, the  government  is  actively 
engaged  in  harmonizing  all  regula- 
tions, and  ultimately  tariffs  with 
Community  standards,  which  will  not 
only  prepare  the  country  for  mem- 
bership but  will  also  simplify  and  clar- 
ify the  current  government  proce- 
dures for  the  benefit  of  Turkish  com- 
panies and  foreign  investors. 

The  private  sector  companies 
are  generally  adopting  a  two-pronged 
strategy  to  deal  with  the  challenges 
of  Europe  after  1992.  First,  they  are 
investing  only  in  areas  and  prod- 
ucts that  they  know  will  be  competi- 
tive in  the  European  market  and 
phasing  out  of  activities  that  depend 
on  the  traditional  protected  envi- 
ronment to  survive  in  Turkey.  Sec- 
ond, they  are  pursuing  joint  ven- 


tures with  international  companies. 


I  Foreign  Investment 

In  line  with  the  application  for  Com- 
munity membership,  foreign  invest- 
ment permits  have  steadily  and 
rapidly  increased:  317  projects  and 
$234  million  in  capital  in  1985;  827 
projects  and  $824  million  in  capital  in 
1988.  The  major  sectors  for  invest- 
ment projects  are  tourism  (20%  of 
the  total  foreign  capital  in  1988); 
chemicals,  plastics  and  fertilizers 
(12%);  transport  equipment 
(11%);  and  a  wide  range  of  other 
projects  in  banking,  trade,  textiles 
and  paper. 

The  Turkish  government  actively 
encourages  foreign  investment, 
which  is  coordinated  through  the 
Foreign  Investment  Directorate  as  a 
"one-stop"  agency  with  a  competi- 
tive package  of  investment  incen- 
tives. The  Foreign  Investment  Di- 
rectorate has  a  very  open  attitude, 
and  its  Director,  Dr.  Ibrahim  Cakir, 
has  the  authority  to  decide  on  any 
individual  case  seeking  an  applica- 
tion for  preferential  treatment.  This 
hastens  and  facilitates  the  process 
of  application,  licensing  and  award  of 
incentives. 


I  Free  Zones 

In  addition  to  the  normal  facilities 


Pharmaceuticals  is 
a  growing  sector 
in  populous  Turkey. 


granted  to  all  foreign  investors,  there 
is  a  special  Free  Zones  Directorate, 
headed  by  Yalcin  Alaybeyoglu,  which 
was  created  to  promote  export-ori- 
ented manufacturing  and  trading 
companies.  Two  free  zones  have 
already  been  established  at  Mersin 
and  Antalya  on  the  Mediterranean 
Coast,  and  three  more  are  planned  at 
Izmir,  Adana  and  near  the  new  Is- 
tanbul International  airport.  The  new 
Aegean  Free  Zone  at  Izmir  is  being 
developed  by  an  American  company, 
EAC-SMInc.  of  California.  It  will 
concentrate  on  high-tech  export  in- 
dustries and  has  established  links 
with  Izmir  University.  "We  shall  pro- 
vide a  total  service  to  users,"  says 
Kaya  Tuncer,  president  of  EAC-SM. 
"As  well  as  all  their  industrial 
needs,  we  shall  supply  housing, 
schooling  and  recreation  facilities 
for  the  staff." 

These  free  zones  have  numerous 
additional  benefits:  Land  is  rented  at 
concessionary  rates;  they  are  com- 
pletely outside  the  rules  and  regula- 
tions of  ail  departments  of  the  cen- 
tral and  municipal  governments;  and 
goods  produced  in  the  free  zones 
can  be  "exported"  to  Turkey  as  well 
as  overseas. 


I  B.O.T.  and  Offset 

In  addition  to  providing  facilities 
and  incentives  for  foreign  invest- 
ment, the  government  has  ar- 
ranged opportunities  through  the 
B.O.T.  (Build-Operate-Transfer) 
system,  which  has  been  used  for  nu- 
merous large-scale  projects. 

The  Turkish  government  is  also 
utilizing  offset  schemes  to  establish  a 
defense  industry  capacity,  coordi- 
nated by  the  Defense  Industry  Devel- 
opment Administration  (DIDA). 
General  Dynamics  is  already  assem- 
bling F-16s  in  Turkey,  and  a  num- 
ber of  other  projects  are  under  dis- 
cussion. When  all  these  are  opera- 
tional, Turkey  will  have  a  very 
significant  defense  industry,  a 
source  of  industrial  growth  and  spin- 
off for  products  for  civilian  use. 


I  Foreign  Companies 
andJoint  Ventures 

The  experience  of  foreign  compa- 
nies in  Turkey  is  generally  positive. 
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New  investors  find  that  their  paths 
have  been  smoothed  and  helped  by 
the  Foreign  Investment  Director- 
ate. Old  hands  whose  companies 
have  been  in  Turkey  for  many  years 
say  that  conditions  are  now  much 
easier  than  in  the  past.  Ten  years 
ago,  the  major  preoccupation  of 
management  was  the  "paper 
chase"  around  government  de- 
partments, which  required  numerous 
additional  staff  members  to  cope 
with  the  bureaucratic  workload.  But 
while  the  "red  tape"  might  have 
required  five  staff  members  15  years 
ago,  it  can  now  be  covered  by  one 
man  on  a  part-time  basis,  and  all 
government  regulations  are  being 
standardized  with  the  European  Com- 
munity. Foreign  managers  say  that 
the  critical  factors  for  careful  man- 
agement relate  to  inflation  rather 
than  the  bureaucracy,  such  as  the 
importance  of  managing  curren- 
cies, funding  operations  from  inter- 
nal cash  flow  and  rapidly  convert- 
ing new  investments  into  assets  to 
generate  cash. 

The  Turkish  government  puts  no 
obligations  on  foreign  companies  to 
invest  through  joint  ventures,  and 
foreign  companies  are  treated 
equally  and  freely  as  Turkish  orga- 
nizations. However,  the  Turkish  cor- 
porations are  keen  to  establish  joint 
ventures.  They  believe  they  can  offer 
much  to  their  foreign  counter- 
parts— well-established  local  pro- 
duction, distribution  and  market- 


ing facilities,  and,  above  all,  good 
local  knowledge,  which  can  cut 
down  investment  time  and  costs.  In 
turn,  they  are  eager  for  technology 
and  strategic  alliances. 

Foreign  companies  need  to  real- 
ize that  they  are  dealing  with  large 
(including  some  multibillion  dol- 
lar), well-managed  and  powerful 
Turkish  corporations,  many  of 
which  are  still  family-owned  and  have 
strong  traditions  and  corporate  cul- 
tures. Many  are  conglomerates  that 
incorporate  manufacturing,  bank- 
ing, and  trading  operations  and  are 
conscious  of  their  major  economic 
and  social  roles  in  the  development  of 
their  country.  The  Sabanci  Group, 
for  example,  is  still  run  by  the  five 
sons  of  the  founder,  who  adminis- 
ter the  Sabanci  Foundation  as  well  as 
run  their  company.  The  Foundation 
has  built  schools,  hospitals,  residen- 
tial and  welfare  centers,  and  has 
always  been  a  leader  in  ideas  and 
trends.  "Our  philosophy  is  to  let 
the  private  sector  do  the  job,  prove 
that  it  can  be  done  well,  and  provide 
the  inspiration  to  the  government," 
says  Chairman  Sakip  Sabanci.  Ac- 


cordingly, the  Sabanci  Foundation 
has  recently  established  a  high- 
tech  research  and  development  cen- 
ter for  industry — a  very  necessary 
contribution  to  the  local  science  in- 
frastructure. 


I   Manpower— and  Womanpower 

One  of  the  great  strengths  of  the 
Turkish  economy  is  its  labor  force.  Its 
size  and  youth  (50%  of  the  popula- 
tion is  younger  than  age  21 )  are  im- 
portant factors  in  a  "graying"  Eu- 
rope. In  addition,  the  cost  of  Turkish 
staff  is  low.  The  average  cost  per 
operator-hour  in  industry  has  been 
estimated  at  11%  of  U.S.  costs, 
and  $1 0,000  per  year  would  be  con- 
sidered "a  good  salary"  for  a  newly 
graduated  Turkish  M.B.A.  who  is  flu- 
ent in  three  languages. 

Phillip  Mantle,  the  managing  di- 
rector of  NCR  in  Turkey,  notes  that 
"the  quality  of  the  graduate  intake 
from  the  top  Turkish  universities  is  as 
good  as  that  in  the  U.S.;  the  staff 
are  committed  to  development  and 
incredibly  eager  to  learn."  NCR  has 
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found  that  its  Turkish  staff  score  con- 
sistently in  the  top  10%  when  man- 
agement trainees  from  the  U.S.  and 
Europe  engage  in  company  training 
courses.  Similar  results  have  been 
reported  by  other  U.S.  and  Turkish 
companies,  including  those  in  high- 
technology  sectors.  In  General 
Electric's  engines  factory,  Turkish 
staff  were  planned  to  attain  80%  of 
U.S.  productivity  levels  in  four 
years— but  they  achieved  their  tar- 
get in  half  the  allotted  time.  "The 
work  force  is  very  motivated  and 
very  proud,"  said  Erkunt  Yucaoglu, 
country  director  of  General  Electric. 

Furthermore,  Turkey  utilizes  its 
entire  labor  force — both  men  and 
women.  The  widespread  participa- 
tion of  women  in  the  work  force  (in 
management  and  particularly  in 
professional  roles),  comes  as  a  sur- 
prise to  many  visitors  to  Turkey, 
but  is  taken  for  granted  by  long- 
standing visitors  and  the  Turks 
themselves. 

Turkish  manpower  resources 
are  extensive,  skilled,  and  very  inex- 
pensive; haii/ever,  there  are  weak- 
nesses. The  level  of  illiteracy  is  still 
high  at  20%,  and  less  than  5%  have 
completed  university,  technical  or 
vocational  training.  In  the  last  de- 
cade, the  government  has  signifi- 
cantly expanded  the  number  of  uni- 
versities from  8  to  26,  but  the  quality 
of  education  is  inconsistent.  Con- 
scription can  also  cause  problems  to 
employers  by  interrupting  the  ca- 


reer paths  and  continuity  of  young 
executives.  Despite  these  difficul- 
ties, however,  foreign  companies  say 
they  have  no  problems  in  recruiting 
and  retaining  talent  at  any  level. 


The  View  to  the  Future 

Turkey  has  doubtlessly  achieved  an 
outstanding  transformation  and  has 
built  up  a  growing  and  diversified 
economy.  The  country  made  a  major 
change  during  the  1980s,  moving 
from  a  state-directed  to  a  free-market 
economy.  But  there  are  still  chal- 
lenges to  be  faced  and  another 
change  to  be  made  during  the 
1 990s,  as  the  economy  continues  the 
process  of  restructuring,  and  the 
government  masters  the  techniques 
of  fine-tuning  a  free  economy  in- 
stead of  directing  a  state-dominated 
system. 


I  The  Sixth  Five-  Year  Plan 

The  Sixth  Five-Year  Plan  for  the 
period  1 990-1 994  was  announced  in 
May  1988.  The  main  targets  are  to 
reduce  inflation  progressively  from  a 
forecast  level  of  50%  in  1989  to 
12%  by  1994.  At  the  same  time,  GNP 
growth  will  be  encouraged  to  pro- 
gressively rise  from  under  4%  in 
1989  to  8.3%  by  1994.  Public  sec- 
tor investment  will  be  kept  below  the 
growth  rate  and  concentrated  on 


Turkish  companies  are  supplying  computer  monitors  to  IBM. 


energy  and  infrastructure,  while  pri- 
vate sector  investment  is  projected 
to  increase  its  annual  growth  rate 
from  8%  in  1990  to  15%  by  1994. 
The  plan  will  also  concentrate  on  bet- 
ter living  standards  and  income 
distribution  among  the  population. 

In  foreign  trade,  exports  are  pro- 
jected to  increase  at  a  rate  of  1 5%  per 
year  in  volume,  with  a  higher  level 
of  imports  and  the  visible  trade  deficit 
to  be  compensated  by  earnings 
from  services,  especially  construc- 
tion and  tourism. 

Tourism  revenues  are  forecast  to 
more  than  double  from  $2.3  billion  in 
1988  to  $5  billion  by  1994  and 
make  a  significant  contribution  to 
sustaining  a  positive  balance  of 
payments.  This,  in  turn,  will  permit 
the  reduction  of  foreign  debt, 
which  will  be  restructured  to  long- 
and  medium-term  loans  rather  than 
expensive  short-term  facilities. 

The  economic  agenda  for  the 
Turkish  government  will  be  full  forthe 
next  few  years:  reducing  the  budget 
deficit  while  maintaining  growth, 
controlling  inflation,  increasing  tax 
recovery  to  maintain  a  sound  fiscal 
base,  streamlining  the  bureaucracy 
and  the  State  Economic  Enterprises, 
reducing  the  high  rate  of  population 
increase  and  creating  employment. 
In  addition  to  these  macroeconom- 
ic  policies,  there  are  needs  for  mod- 
ernizing and  restructuring  indus- 
try, agriculture  and  services;  patent 
protection;  strengthening  the  ac- 
counting profession;  developing 
high-technology  research  and  de- 
velopment capacities;  diversifying 
into  higher  value-added  industries, 
and  strengthening  competitiveness 
in  Europe. 

The  Potential  for  Growth 

The  real  potential  of  Turkey  lies  in 
much  more  than  its  strategic  location 
and  size.  Both  the  foreign  and  Turk- 
ish business  communities  are  confi- 
dent that  the  country  will  achieve 
that  potential  over  the  next  decade 
and  are  very  eager  to  get  there.  The 
potential  for  growth  lies  in  three  main 
directions:  expansion  of  the  exist- 
ing industries,  linkages  among  the 
industries  and  services  and  the  de- 
velopment of  whole  new  sectors. 
The  scope  for  expansion  is  cer- 
tainly extensive.  For  example,  tour- 
ism potential  is  enormous,  with 
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more  than  7,000  kilometers  of  coast- 
line, snowy  mountains  for  winter 
sports,  and  innumerable  well-pre- 
served archaeological  sites.  Tour- 
ism almost  doubled  between  1987 
and  1988,  to  4.2  million  visitors, 
but  that  is  still  small  compared  to  the 
numbers  in  excess  of  20  million 
tourists  in  the  already  crowded  re- 
sorts of  Spain,  France  and  Italy. 

There  is  also  potential  for  ex- 
panding agricultural  output  through 
improved  farm  management  tech- 
niques, where  U.S.  firms  with  dry- 
land irrigation  experience  could 
have  great  opportunities.  Plus,  the 
domestic  market  is  by  no  means 
saturated  for  a  wide  variety  of  goods. 
Although  96%  of  the  households  in 
Istanbul  have  refrigerators,  the  na- 
tional average  is  77%,  and  only 
32%  own  washing  machines. 

Similarly,  the  relative  industrial 
underdevelopment  leads  to  opportu- 
nities through  linkages.  For  exam- 
ple, a  recent  opening  of  a  Coca-Cola 
can-filling  factory  led  to  an  invest- 
ment by  American  National  Can  to 
supply  cans  to  Coca-Cola  and  other 
drink  companies. 

A  very  large  part  of  Turkish  in- 
dustry is  made  up  of  small  business- 
es, and  the  government  is  devoting 
considerable  attention  to  upgrading 
and  supporting  small  industry.  The 
Halkbank  plays  a  key  role  in  arranging 
advantageous  financial  packages 
for  small  companies  to  help  trans- 
form the  whole  small-industry  sec- 
tor with  better  technology  and  invest- 
ment. 

Opportunities  for  new  business 
in  advanced  technology  also  exist. 
Vestel  (owned  by  Polly  Peck  Pic.  of 
Britain)  is  already  assembling  com- 
puter parts  and  supplying  IBM.  In- 
deed the  manager  of  one  U.S.  com- 
puter company  forecasts  that  the 
sector  as  a  whole,  including  software 
and  peripherals,  will  grow  by  an 


Manpower — one  of  Turkey's 
greatest  as§ets. 


average  of  25%  a  year.  In  other 
areas,  advanced  technology  pro- 
jects will  gain  a  significant  boost  from 
the  defense  industries. 

In  all  these  growth  sectors,  for- 
eign companies  are  already  seeking 
acquisitions.  According  to  one 
banker  who  handles  many  of  these 
investments,  the  most  active  com- 
panies are  those  from  southern  Eu- 
rope, especially  Italy  and  Spain, 
which  have  experienced  rapid  growth 
in  textiles  and  tourism  in  their  own 


developing  areas  and  expect  to  see 
the  pattern  repeated  in  Turkey. 
Turkey  is  poised  for  further 
growrth  in  the  1990s,  which  can  be 
achieved  provided  the  economy  is 
effectively  managed.  And  the  outlook 
for  this  is  optimistic — above  all  be- 
cause of  Turkey's  manpower.  Gener- 
ations of  efficient  managers  are  in 
the  government  service  and  the  pri- 
vate sector,  and  a  large,  skilled 
work  force  with  a  strong  work  ethic 
and  business  spirit  is  available.  ■ 
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Throughout  its  thousands  of  years  of  history-,   Anatolia  has  always 
been  a  lively  trading  centre  and  a  mosaic  of  cultures. 

These  civilisations  are  the  Turkish  people's  most  valuable  heritage. 

Within  the  framework  of  Turkey's  active,  developing  economy, 
Halkbank  combines  the  accumulation 
of  the  Anatolian  people's  history, 
with  a  modern  banking  outlook. 
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Like  a  master  mosaic  artist.. 


HALKBANK 

Peoptes  Bank  of  Turkey 


HEAD  OFFICE  llkiJ  Sok.  No:  1  Sihhiyt-Ankara-TURKEY  Phone:  (4)  2)1  75  OC  (50  Lines) 

INTERNATIONAL  DEPARTMENT  Auturk Bulvjn Gamj Gur  1} Merkezi No 21 1  Kavaklidere-AnkaraTURKEY 

Phone:  (4)  133  57  29  Fax:  (4)  133  10  22-132  05  63  TU:  44201  HBFO  tr. 
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High-^eed  laser  drilling  tablets 
New  l^ejor  old  drugs. 


Science  &  Technology 


Edited  by  Gary  Slutsker 

How  does  a  brilliant  inventor  learn  man- 
ufacturing and  marketing?  Disastrously, 
in  Alejandro  Zaffaronis  case.  Fortunately, 
his  Alza  Corp.  got  a  second  chance. 

Drug  extender 


By  Ignatius  Chithelen 


Tl  WENTY-ONE  YEARS  AGO  Alejan- 
dro Zaffaroni  quit  his  job  as 
head  of  research  at  Syntex  Corp. 
and  started  Alza  Corp.  a  few  miles 
down  the  road  in  Palo  Alto,  Calif. 
Zaffaroni,  then  45,  couldn't  interest 
Syntex  in  developing  new  ways  of  de- 
livering drugs  beyond  the  usual  tab- 


lets, injections  and  ointments,  so  he 
left  to  start  Alza  with  $3  million  of 
his  own  money. 

Today  Alza  is  by  far  the  technology 
leader  in  drug  delivery  systems,  with 
1,600  patents  issued  and  pendmg  to 
its  credit.  Notwithstanding  new  com- 
petition from  3M  and  startups  like 
Viagene  and  Cygnus  Research,  Alza  is 
in  first  place  for  alternative  delivery 


systems  used  by  drugmakers. 

These  new  devices,  like  skin  patch- 
es and  osmotic  pills,  control  precisely 
the  rate  at  which  a  drug  is  delivered 
into  a  patient's  body,  thus  governing  a 
drug's  potency  and  duration.  Pharma- 
ceutical makers  use  them  to  extend 
the  patent  life  and  create  new  markets 
for  old  drugs. 

Alza's  famous  skin  patch  is  used  by 
Ciba-Geigy  to  get  motion  sickness 
and  heart  drugs  into  a  user's  blood- 
stream, and  its  laser-drilled  "oral  os- 
motic" pills  are  being  used  by  Ciba- 
Geigy  for  delivering  an  appetite  sup- 
pressant and  by  Glaxo  for  an  anti- 
asthmatic medication.  (One  or  more 
tiny  holes  are  laser-drilled  in  the 
semipermeable  membrane  covering 
the  solid  drug  in  the  pill.  In  the  stom- 
ach, water  drawn  through  the  mem- 
brane by  osmosis  pushes  the  drug 
through  the  holes.) 

"We  are  at  least  ten  years  ahead  of 
our  rivals,"  boasts  the  elegant,  musta- 
chioed Zaffaroni  in  slightly  accented 
English. 

Zaffaroni  can  be  excused  for  brag- 
ging a  bit.  At  a  recent  stock  price  of 
31,  his  shares  are  worth  nearly  $22 
million.  Last  year  Alza  earned  an  im- 
pressive $17  million  (mostly  royalty 
fees)  on  revenues  of  $84  million. 

However,  Zaffaroni 's  story  is  a  cau- 
tionary tale  for  any  technology  up- 


FORBES,  JULY  10,  1989 


95 


Ron  Gram  Tussy 


Science  & 
Technology 


start.  His  original  plan  was  to  create  a 
full-fledged  drug  company  that  de- 
signed, made  and  sold  unique  phar- 
maceuticals based  upon  Zaffaroni's 
novel  drug  delivery  methods.  He 
turned  to  licensing  his  technology  to 
big  drug  companies  for  royalties  only 
after  the  initial  strategy  nearly  bank- 
rupted the  company. 

Bom  in  Uruguay  to  a  banking  fam- 
ily, Zaffaroni  came  to  the  U.S.  in  1945 
to  study  at  the  University  of  Roches- 
ter, where  he  received  a  Ph.D.  in  bio- 
chemistry. On  leaving  Syntax  Zaffar- 
oni had  grand  plans  to  sell  drugs,  not 
license  technology. 

One  early  product  was  Ocusert, 
which  delivers  a  week's  worth  of  glau- 
coma-treating pilocarpine  via  a  thin 
flexible  wafer  of  polymer  membranes 
placed  under  the  eyelid.  The  wafer 
reduces  side  effects  associated  with 
using  eye  drops  four  times  a  day,  such 
as  blurred  vision  and  stinging. 

A  second  product  was  the  intrauter- 
ine Progestasert,  a  plastic  T-shaped 
device  that  releases  low  daily  doses  of 
contraceptive  progesterone  hormone 
into  the  uterus  over  a  year. 

Zaffaroni  sought  to  build  a  sales  and 
marketing  organization  capable  of 
marketing  the  drugs  on  its  own.  Yet 
Ocusert  and  Progestasert  have  never 
accounted  for  anything  more  than 
marginal  sales — to  this  day.  Why  not? 
Like  so  many  startups  run  by  inven- 
tors, Alza  then  was  strong  on  technol- 
ogy, weak  on  marketing. 

By    1977    Alza    was    in    desperate 


Alejandro  Zaffaroni  of  Alza  Corp. 

A  lesson  learned: 

Stick  to  what  you  know  best. 

shape.  Already  deeply  in  debt,  it  was 
losing  close  to  $20  million  a  year,  and 
facmg  a  several-year  wait  for  Food  & 
Drug  Administration  approval  for 
drugs  based  on  the  patch  and  oral  os- 
motic technologies. 

It  looked  like  the  end  of  the  road  for 
Alza  as  an  independent  company.  Zaf- 
faroni shopped  for  buyers  but  was 
turned  down  by  most  drugmakers. 

But  not  by  Ciba,  the  cagey  Swiss 
drugmaker.  Unbeknownst  to  Zaf- 
faroni, Ciba  had  been  scouting  around 
for  new  drug  delivery  systems  that 
could  squeeze  new  life  out  of  old 


New  bottles  for  old  wine 

How  do  you  extend  the  life  of  an  old  drug?  Repackage  it,  using  a  new 
drug  delivery  mechanism  from  Alza  Corp.  Here  is  a  partial  list  of  new 
drug  applications  in  the  pipeline  using  the  skin  patch  and  the  oral 
osmotic  pill. 

Drug 

Indication 

Marketer 

Status                                1 

Oral  osmotic  pill 

Procardia  XL 

angina/hypertension 

Phzer,  Bayer 

awaitmg  FDA  approval 

Volmax 

asthma 

Glaxo 

awaiting  FDA  approval 

Minipress  XL 

hypertension 

Phzer 

awaiting  FDA  approval 

Ivermectin 

vetennary  parasites 

Merck 

in  development 

Skin  Patch 

TTS  Fentanyl 

acute,  chronic  pain 

fohnson  &  Johnson 

awaiting  FDA  approval  L 

TTS  Nicorette 

smoking 

Merrell  Dow 

in  development          -^^ 

riT*  contraceptive 

contraceptive 

undisclosed 

in  development 

\ 

drugs.  Normally  it  costs  about  $125 
million  to  bring  a  new  drug  to  market, 
and  the  process  seldom  takes  less 
than  ten  years.  But  change  the  way 
the  drug  is  delivered  to  the  body — put 
an  ointment  in  the  form  of,  say,  a 
body  patch — and  you  can  extend  the 
life  of  an  old,  off-patent  drug  for  $20 
million  in  as  little  as  five  to  seven 
years.  In  early  1978  Ciba  put  up  $30 
million  for  80%  of  Alza's  voting  stock 
and  later  spent  $25  million  more  for 
developing  technology  it  could  use. 

But  Ciba  contributed  more  than 
money  to  making  Alza  successful.  It 
helped  Alza's  products  gain  wide  ac- 
ceptance. Take  Transderm  Nitro,  the 
most  successful  of  the  five  new  drugs 
Ciba  launched  based  on  Alza  technol- 
ogy. Seven  years  ago  Ciba  began  mar- 
keting the  nitroglycerine  skin  patch 
for  chest  pain  caused  by  angina.  It  was 
then  a  small  market:  The  worldwide 
market  for  all  nitroglycerine  drugs, 
which  had  existed  for  decades,  was  a 
mere  $40  million.  But  last  year  the 
market  hit  $500  million,  with  Ciba's 
patch  grabbing  half  of  it. 

Now  other  big  drug  companies  are 
trying  to  copy  Ciba's  success  with 
Alza  technology.  More  than  a  dozen 
new  drug  applications  developed  by 
Alza  and  its  partners  are  pending  with 
the  FDA  Csee  table),  including  new  ver- 
sions of  such  bestselling  drugs  as  Pfi- 
zer's  Procardia  (for  angina)  and  Mini- 
press  (for  hypertension)  and  Glaxo's 
Volmax  (for  asthma). 

The  oral  osmotic  pill  version  of  Pfi- 
zer's  angina  drug  could  get  fda  ap- 
proval this  year.  The  Alza-developed 
formulation  improves  the  dosage — it 
is  a  once-a-day  pill  instead  of  three 
times  a  day — and  it  also  reduces  side 
effects  like  dizziness  and  headaches 
in  some  patients. 

Alza  has  now  pretty  much  regained 
its  financial  independence  from  Ciba. 
In  1982  it  negotiated  a  complex  agree- 
ment to  transfer  technology  and  roy- 
alties to  Ciba,  and  Ciba  reduced  its 
stockholdings  in  a  1985  secondary  of- 
fering to  just  8.7%  of  Alza.  But  in  all  it 
was  a  sublimely  shrewd  investment. 
Ciba's  profit  from  its  alliance  with 
Alza  is  estimated  to  exceed  $500  mil- 
lion in  capital  gains  and  operating 
profits,  not  counting  roughly  $100 
million  worth  of  royalty  give-backs. 
Zaffaroni,  meanwhile,  has  learned  a 
lesson:  Stick  to  what 
you  know  best.  He 
no  longer  dreams  of  a 
full-fledged  drug 
company.  "We  do 
not  discover  drugs," 
he  says.  "We  only 
help  deliver  them." 
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Diamond  Settings 

that  Last 


Drilling  a  deep  hole  oil  well  in  the  ocean  floor  may  be  the  toughest 
environment  in  which  any  diamond  ever  finds  itself. 

The  drill  bits  used  by  offshore  drillers  are  made  of  diamonds,  one  of  the 
hardest  materials  known  to  man.  But  what  kind  of  setting  would  you  use 

for  such  a  gem?  The  best  setting  manufacturers  in  the  world  use  a 
surprisingly  small,  amazingly  tough  cylindrical  stud  produced  by  Fansteel 
Hydro  Carbide.  This  stud  —  which  measures  one  inch  in  height  and  one 
half  inch  in  diameter  —  is  made  of  Tungsten  Carbide,  which  is  itself  one 

of  the  hardest  of  man-made  materials. 

It  takes  a  lot  to  hold  a  bit  in  place  while  it  works  around  the  clock  to  cut 

through  the  ocean  floor.  It  takes  engineering  ingenuity,  metallurgical 

know-how,  and  uncompromising  manufacturing  standards.  It  takes  much 

more  than  a  metal  former  ...  it  takes  a  diamond  setter.  Fansteel  Hydro 

Carbide;  another  reason  it  will  pay  you  to  know  more  about  us. 


fansteel 
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An  integrated  producer  of  refractory  metals  and  fabricated  products  for  the  electronics, 
electrical,  aircraft/aerospace,  metalworking,  energy  and  chemical  industries. 


FANSTEEL  INC.  Number  One  Tantalum  Place  •  North  Chicago,  IL  60064  •  (312)  689-4900 


Computers/  Communications 


Morton  David,  who  sells  hand-held  word 
computers,  is  a  master  of  marketing.  In  his 
business,  thafs  even  more  important  than 
technological  proficiency. 

Top-down 
lexicography 


By  Richard  D.  Hylton 


Claudio  Edinger  Gam  ma -Liaison 


Franklin  Computer  Chief  Executire  Morton  David 

How  to  go  from  Sharper  Image  to  K  mart,  in  stages. 


The  Language  Master  4000,  a  hand- 
held electronic  dictionary,  thesaurus 
and  phonetic  spelling  corrector,  is  one 
nifty  gadget.  Type  in  thesoris  and  it 
figures  out  that  you  meant  "thesaur- 
us," provides  a  definition  on  its  tiny 
screen  and  can  pronounce  the  word — 
or  83,000  others.  It  can  play  Hang- 
man, beat  you  at  Scrabble  or  give  your 
daughter  an  sat  vocabulary  drill.  All 
for  $400. 

The  company  that  sells  this  gadget, 
Franklin  Computer  of  Permsauken, 
N.J.,  is  one  nifty  turnaround.  Nearly 
bankrupt  five  years  ago  when  Morton 
David,  a  lawyer  turned  rescue  special- 
ist, took  over,  it  netted  $8.9  million 
on  sales  of  $67.7  million  in  its  Mar. 
31,  1989  fiscal  year.  It  should  do  fairly 
well  this  year,  too;  it  introduced  an 
electronic  Bible/concordance  in  June, 
a  few  months  ahead  of  the  nearest 
competitor. 

To  what  does  David  owe  his  suc- 
cess? Technology?  Not  really.  The 
text-to-speech  capability  comes  under 
a  nonexclusive  license  from  Berkeley 
(Calif.)  Speech  Technologies.  Berke- 
ley Speech  is  now  offering,  through 
Texas  Instruments,  the  same  technol- 
ogy on  chip-based  delivery  systems 
that  will  be  available  to  Franklin's 
competitors.  Franklin  dictionaries  are 
all  made  to  order  in  Hong  Kong  from 
mostly  off-the-shelf  components. 

No,  what  makes  Franklin  profitable 
is  good  marketing.  David  has  mas- 
tered a  game  of  market  segmentation 
very  suited  to  a  business  in  which 
today's  novelty  is  next  year's  com- 
modity. Now,  for  instance,  Franklin 
is  selling  its  top-of-the-line  Language 
Master  4000  only  in  tony  stores  like 
Sharper  Image  and  Hammacher 
Schlemmer  and  mail-order  services 
like  that  of  American  Express. 

Next  dovkTi  the  scale  is  the  Lan- 
guage Master  3000,  which  lacks  both 
the  pronunciation  and  easy  access  to 
games  on  the  program.  It  was  intro- 
duced in  Sharper  Image  last  fall;  now 
Macy's  has  it  on  sale  for  $249.  Further 
down,  Wal-Mart  sells  the  Spelling 
Ace,  Franklin's  oldest  and  plainest 
electronic  dictionary,  for  $70.  Frank- 
lin has  sold  1.3  million  copies  of 
Spelling  Ace,  contending  with  each 
successive  wave  of  competition — 
which  now  comes  from  Seiko,  Selec- 
Tronics,  Aurora,  Smith-Corona  and 
Texas  Instruments — by  cutting  prices 
and  broadening  distribution.  It's  what 
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David  calls  a  "top-down"  marketing 
style.  Franklin  currently  has  20  elec- 
tronic spellers  and  dictionaries,  each 
with  its  own  target  market. 

"What  the  top  provides  is  massive 
free  advertising  and  an  aura  of  status 
and  quality,"  David  says.  "It  gives  you 
the  opportunity  to  make  high  margins 
as  you  go  down.  But  you  have  to 
watch  the  time  frame.  You  have  to 
bring  it  downmarket  in  stages.  You 
can't  go  [directly]  from  Sharper  Image 
to  K  mart." 

David,  53,  who  practiced  at  several 
New  York  law  firms  after  getting  a 
law  degree  from  Harvard,  engineered 
the  recovery  of  several  companies  in 
the  1970s,  including  Dynamics  Corp. 
of  America,  before  turning  his  atten- 
tion to  Franklin  in  May  1984.  Frank- 
lin had  been  a  promising  maker  of 
Apple  clones  before  Apple  sued  it  for 
copyright  infringement  and  effective- 
ly put  it  out  of  the  pc  business. 

"As  soon  as  I  arrived,  I  realized  that 
if  I  were  going  to  save  it,  I  would  have 
to  put  it  in  Chapter  11,"  says  David. 
"They  were  overspending  every- 
where, even  though  sales  had  plunged 
after  the  ruling  against  them."  Frank- 
lin was  hiring  dozens  of  employees 
even  as  it  was  losing  the  suit.  It  was 
funding  five  different  computer  proj- 
ects— on  monthly  sales  of  $800,000. 

Within  two  months,  David  fired 
90%  of  the  staff,  leaving  32  on  the 
payroll.  Franklin  emerged  from  bank- 
ruptcy with  little  in  the  way  of  assets 
other  than  some  tax  losses,  and  in 
need  of  a  new  business.  In  choosing 
that  business,  David  seems  to  have 
borrowed  a  theme  from  the  apparel 
industry.  To  wit:  Don't  have  fac- 
tories, have  good  contacts  in  the  Far 
East.  And  keep  a  step  ahead  of  the 
competition  with  rapid  model 
changes. 

David  had  accumulated  some  valu- 
able experience  with  Asian  vendors. 
He  had  taken  over  Mura  Corp.,  a  mis- 
managed, private  importer  of  ohmme- 
ters,  in  1979.  Using  Far  East  manufac- 
turers, he  put  Mura  into  the  cordless- 
phone  business  and  took  Mura's  sales 
from  $5  million  to  $76  million  in  four 
years,  later  selling  most  of  the  busi- 
ness to  TIE  Communications. 

Firebird  Partners,  a  venture  capital 
group  that  David  worked  for,  had  been 
one  of  the  original  investors  in  Frank- 
lin. Its  $9  million  investment  was 
headed  down  the  tubes  after  the  Apple 
suit,  but  it  chose  to  throw  some  good 
money  after  bad.  Following  the  bank- 
ruptcy filing.  Firebird  put  in  another 
$5  million  and  ended  up  with  a  45% 
stake,  which  it  subsequently  distrib- 
uted to  its  partners.  David  took  Frank- 
lin out  of  the  cloning  business  and  in 


1986  began  marketing  a  small  elec- 
tronic spelling  corrector.  The  Spelling 
Ace  grossed  $1.2  million  in  the  last 
quarter  of  fiscal  1987.  Franklin  was 
still  losing  money — a  reflection  of  in- 
ventory writedowns  and  other  prob- 
lems remaining  from  the  cloning 
days — but  David  knew  he  was  on  to 
something.  He  extended  the  line  by 
adding  definitions  licensed  from  Mer- 
riam-Webster,  a  thesaurus  and  Scrab- 
ble and  other  word  games. 

There  is  some  proprietary  technical 
skill  in  the  software.  One  of  Frank- 
lin's subsidiaries  is  Proximity  Tech- 
nology Inc.,  acquired  in  a  1988  stock 
swap  worth  $14  million  from  a  com- 
pany controlled  by  the  Firebird  Part- 
ners group  and  its  members.  Proximi- 
ty devises  schemes  to  compress  text 
data  into  the  fewest  possible  charac- 
ters, crucial  to  the  task  of  minimizing 
the  cost  and  size  of  linguistic  prod- 
ucts. But  competitors,  notably  a  firm 
called  Microlytics  that  sells  compres- 
sion technology  to  SelecTronics 
(Forbes,  Dec.   12,   1988],  can  do  as 


much  with  different  methods. 

Still,  SelecTronics  has  only  20%  or 
so  of  the  market  for  electronic  refer- 
ence tools,  to  Franklin's  65%.  The 
language  barrier,  meanwhile,  has  put 
Asian  companies  like  Seiko  and  Auro- 
ra at  a  noticeable  disadvantage.  In  one 
of  its  earlier  products,  Seiko,  for  ex- 
ample, chose  to  create  a  database  from 
scratch  rather  than  license  an  existing 
English  dictionary.  Users  of  the  Seiko 
product  are  perplexed  by  such  oddball 
electronic  coinings  as  "quizzism"  and 
"housal." 

Fearful  that  David  is  riding  a  fad. 
Wall  Street  is  pricing  his  company  at 
10'/4  a  share,  or  only  ten  times  its  $1 .03 
fiscal  1989  earnings  (not  including 
about  35  cents  from  the  benefit  of  the 
tax-loss  carryforward).  The  stock  is 
down  34%  from  its  January  1989  high. 
To  be  sure,  consumer  electronics  is  a 
cutthroat  business,  as  competitive  as 
anything  on  Seventh  Avenue.  But 
some  of  those  apparel  firms  turn  in 
consistent  profits  by  keeping  a  step 
ahead  of  fashion  changes. 


Digital  Research  got  a  bad  break  early  in 
its  history,  losing  a  crucial  IBM  contract  to 
Microsoft.  Embittered,  it  went  on  to  miss 
another  huge  opportunity. 

Coulda  been 
a  contender 


By  Julie  Pitta 


Digital  Research  Inc.,  a  medium- 
size  software  firm  in  Monterey,  Calif., 
is  profitable,  but  it  is  smaller  than  it 
used  to  be  and  a  mere  shadow  of  what 
it  could  have  been.  It  is  a  company 
haunted  by  the  big  opportvmity  it 
missed.  So  haunted,  in  fact,  that  it 
missed  another  big  opportunity.  It  is  a 
case  study  in  how  a  technically  adept 
software  company  can  lose  its  way. 

Digital  was  the  developer  of  the 
first  important  operating  system  for 
personal  computers,  an  operating  sys- 
tem being  the  software  that  controls 
the  input  and  output  and  other  basic 
workings  of  a  computer.  Digital's  sys- 
tem is  called  cp/m.  "Never  heard  of 


it,"  you  say?  That,  precisely,  is  the 
problem.  In  1980  Digital  Research 
was  a  leading  contender  to  supply  ibm 
with  the  operating  system  for  the  first 
IBM  PC.  But  IBM  went  with  Microsoft. 
That's  the  main  reason  Microsoft's 
revenues  were  $591  million  last  year, 
while  Digital  Research's  were  $32 
million. 

How  did  Digital  Research  lose  out 
on  the  IBM  business?  In  the  computer 
industry  legend,  Gary  Kildall,  Digital 
Research's  founder,  chairman  and 
technical  advisor,  is  out  flying  his 
twin-engine  plane  when  ibm  repre- 
sentatives drop  by  his  company  unan- 
nounced. Disappointed,  they  make  a 
call  to  Bill  Gates,  a  notorious  worka- 
holic and  software  genius.  Gates  is 
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there  to  answer  when  the  phone  rings, 
and  Microsoft  is  on  its  way  to  becom- 
ing a  company  worth  a  billion  dollars. 

"The  standard  story  is  better  than 
the  real  one,"  says  Kildall,  47.  "It 
makes  it  sound  as  though  Gary  Kildall 
blew  off  IBM."  Kildall  says  that  actual- 
ly he  flew  north  that  fateful  morning 
to  conduct  business  in  San  Jose,  re- 
turning in  time  to  meet  with  the  ibm 
visitors.  He  left  for  vacation  the  fol- 
lowing day  confident  that  ibm  was  a 
done  deal.  "Something  came  apart  in 
the  week  I  was  away,"  he  says.  "I  still 
can't  figure  out  why." 

"If  you  look  at  [the  earliest  version 
of]  DOS,  it  was  virtually  identical  to 
cp/m,"  Kildall  goes  on,  wistfully. 
Maybe,  with  hindsight,  he  should 
have  sued  Microsoft  for  imitating  the 
look  and  feel  of  his  operating  system? 
"Before  Apple  came  along,  the  indus- 
try had  not  considered  look  and  feel 
issues,"  Kildall  says.  "In  those  days 
everyone  was  imitating  everyone  else. 
That's  why  I  didn't  do  anything  about 
cp/M;  it  never  occurred  to  me." 

From  that  time  on,  cp/m  suffered  a 
slow  decline.  "It  was  chance  and  not 
technology  that  won  Microsoft  the 
IBM  business,"  says  Richard  Shaffer  of 
the  Technologic  Computer  Letter.  "As  a 
company.  Digital  Research  had  to 
move  beyond  that  point  in  history, 
accept  it,  and  find  new  business." 

Instead,  Digital  Research  remained 
obsessed  by  the  defeat.  In  1985  it  took 
on  Microsoft  again,  this  time  in  a  bat- 
tle over  graphical  user  interfaces — 
software  that  uses  symbols  rather 
than  words  to  direct  a  computer's 
functions.  At  the  time,  only  Apple 
offered  the  feature.  The  rematch  went 
no  better  for  Digital  Research.  Al- 
though Digital  Research's  interface 
was  the  first  to  become  available,  soft- 
ware developers  ignored  it.  They 
waited  for  Microsoft  to  ship  its  Win- 
dows interface.  The  bet  was  a  good 
one.  Windows  became  a  piece  of  the 
operating  system  for  ibm's  Personal 
System/2.  A  threatened  copyright  in- 
fringement suit  from  Apple  forced 
Digital  Research  to  withdraw  its 
graphical  interface  temporarily  from 
the  market  and  rewrite  it,  slowing 
what  little  momentum  Digital  might 
have  had.  Today  home  computer 
maker  Atari  Corp.  is  the  only  signifi- 
cant PC  manufacturer  to  use  the  Digi- 
tal interface. 

At  the  same  time,  Digital  R<.  search 
let  a  sizable  business  opportunity 
walk  out  the  front  do(r.  Three  Digital 


Digital  Research  s  Dick  Williams 
How  to  rebuild  momentum? 


Research  employees  came  up  with 
the  idea  for  a  "publications  graphics" 
software  package.  Then-chief  execu- 
tive officer  John  Rowley  turned  it 
down,  arguing  that  the  company 
should  focus  its  efforts  on  the  operat- 
ing system  and  interface  battles.  The 
three  innovators  quit  and  formed 
Ventura  Software  Inc.  Their  first 
product,  Ventura  Publisher,  was  a 
huge  success,  shipping  200,000  copies 
since  its  introduction  in  1986  to  be- 
come the  bestselling  desktop  publish- 
ing package  for  ms-dos  systems.  Be- 
latedly, Digital  got  into  publishing 
software  in  1987  with  a  dedicated 
desktop  publishing  package. 

It  has  taken  an  outsider  to  free 
Digital  Research  from  its  obsession 
with  the  past:  Dick  Williams,  a  22- 
year  IBM  veteran  who  came  to  the 
company  in  January  1987  as  chief 
executive  officer.  "We're  not  the  big 
guy  on  the  block  and  we  know  that," 
he  says  realistically.  "We're  not  go- 
ing to  succeed  by  marching  across 
the  battlefront." 

Under  Williams,  Digital  Research 
now  enters  markets  that  Microsoft 
has  neglected.  Take  dr-dos,  a  cheaper 
replacement  for  Microsoft's  ms-dos. 
Unlike  Microsoft's  software,  which 
resides  only  on  a  floppy  disk.  Digital 
Research's  software  can  be  embedded 
in  the  Pc's  main  circuit  board.  This 


compact  size  is  a  plus  for  smaller 
computers  like  laptops  and  for  intelli- 
gent typewriters.  It  has  been  adopted 
by  Kaypro  for  use  in  its  personal  com- 
puters. Unfortunately,  that's  a  little 
bit  like  having  the  contract  to  supply 
chrome  strips  for  the  Edsel:  Kaypro  is 
in  deep  trouble.  Perhaps  a  more  prom- 
ising Digital  Research  product  is  an 
operating  system  used  in  supermarket 
checkout  scanners,  ibm  has  adopted  it 
for  a  scaiuier  system  used  by  Safeway 
Stores. 

When  Williams  took  over,  Digital 
Research  was  $10.5  million  in  debt 
and  had  been  running  in  the  red  for 
three  years.  For  fiscal  1989,  Digital 
Research  is  projecting  $37  million  in 
sales.  It  has  been  in  the  black  since 
the  end  of  1987.  The  debt  was  paid  off 
a  year  ago. 

Digital  Research's  prospects  are 
modest  when  compared  to  what  they 
might  have  been.  European  sales, 
which  account  for  around  40%  of  its 
revenues,  are  likely  to  remain 
healthy.  But  it  still  needs  a  hot  appli- 
cation if  sales  are  to  grow  significant- 
ly. Says  Dick  Williams:  "That  moni- 
ker of  missed  opportunities  is  certain- 
ly not  something  I  want  hung  on  the 
company." 

But  it  would  be  fair  to  say  the  moni- 
ker is  deserved. 
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Dedicated  as  we  are 

to  longdistance 

we  work 

with  our  customers 
person  to  person. 
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)  MCI  Communications  Corporation,  1989. 


ACCOUNT  REPRESENTATIVES 


At  MCI®  we  take  your  business  very  personally  Which  means  when 
you  become  an  MCI  customer  your  account  is  assigned  to  a  team  of 
highty  trained  Account  Representatives. 

\our  Account  Representatives  work  to  anticipate  your  needs,  watch  trends  on  your  account,  monitor 
your  usage  and  recommend  changes  whenever  there  s  an  opportunity  to  improve  your  long  distance 
service. 

And  although  MCI  has  a  great  belief  in  the  power  of  long  distance,  as  an  MCI  customer,  you  will 
not  onK^  hear  from  your  account  team  regularly  youll  be  seeing  them  as  well.  In 
your  office,  at  your  plant,  v^erever  they  can  make  a  contribution  to  your  business. 

That's  wdiat  MCI  means  by  personal  service.  That's  what  we  mean  by  dedica- 
tion to  our  customers'  success. 

MCI  Account  Representatives.  Another  reason  we  are  the  better  long 
distance  company^"  1-800-888-0800. 


MCI 

Let  US  show  yoa* 


Random  Access 


Commentary  by  Esther  Dyson 


DIVIDED  WE  FLOURISH 


Would  stockholders  of  ibm  have 
been  richer  by  now  if  ibm  had  been 
split  up  by  the  Justice  Department 
ten  years  ago? 

Why  do  I  ask  that  hypothetical 
question?  Because  size  isn't  as  pow- 
erful a  force  in  computing  as  in,  say, 
the  newspaper  or  tire  business.  It 
matters,  but  focus  matters  more. 
You  need  focus  and  commitment, 
not  big  bucks  and  breadth,  to  gener- 
ate technological  advances  in  still- 
immature  markets. 

All  too  often,  market  share  means 
a  diversity  of  products  for  a  variety 
of  customers— a  great  idea  in  a  ma- 
ture market,  but  a  dangerous  dilu- 
tion of  effort  where  technology 
rather  than  line  extensions  is  the 
key  to  success. 

These  thoughts  came  to  mind  the 
other  day  when  Cray  Research  an- 
nounced it  was  splitting  the  compa- 
ny in  two.  Cray  Research's  John 
Rollwagen  and  the  new  Cray  Com- 
puter's Seymour  Cray  decided  the 
original  company's  two  parts  would 
be  better  off  if  each  could  be  single- 
minded  in  pursuit  of  one  approach 
to  building  supercomputers. 

Wall  Street  didn't  like  the  idea  at 
first.  Cray's  stock  dropped  10% 
from  its  high  the  week  before  on  the 
announcement,  to  $49,  although  it 
has  since  rebounded  to  $52. 

The  initial  investor  response  sur- 
prised me.  Rather  than  a  sign  of 
defeat — an  acknowledgement  that 
the  company  couldn't  fund  two  ef- 
forts— the  Cray  announcement  was 
a  clear-eyed  recognition  of  the  ad- 
vantages of  concentrating  corporate 
energies,  emotional  and  managerial, 
on  a  single  project. 

Likewise,  Lotus  Development 
Corp.  is  trying  to  find  a  way  to  re- 
structure its  sponsorship  of  the 
forthcoming  Notes — a  promising 
text-oriented  software  product  for 
multiple  users  that  Lotus  finds  it- 
self mcapable  of  selling  or  support- 
ing properly.  The  issue  isn't  the 
quality  of  the  product  or  the  size  of 
Lotus'  sales  force,  but  simply  the 
company's  inability  to  rally  behind 
a  product  so  different  from  the  one 

Esther  Dyson  ;<  editor  and  publisher  of  the 
newsletter  Reita.se  1.0. 


it  was  built  upon.  Lotus'  heritage  is 
numbers  and  individual  productivi- 
ty; Notes  is  about  text  and  commu- 
nication and  collaboration. 

This  honest  realism  at  both  com- 
panies is  refreshing  in  a  world 
where  everyone  wonders  how  ibm 
can  support  both  its  own  propri- 
etary Systems  Application  Archi- 
tecture and  the  "open"  Unix  stan- 
dard. (Moreover,  within  ibm's  Unix 
camp,  things  are  further  complicat- 
ed by  its  support  for  the  Open  Soft- 
ware Foundation's  Motif  as  well  as 
the  proprietary  interface  that  it  has 
licensed  from  Steve  Jobs'  Next.) 

And  not  just  ibm.  Customers  are 
questioning  the  wisdom  of  Sun  Mi- 
crosystems' three  product  lines  and 
wondering  if  ApoMn  and  Hewlett- 
Packard  can  meet  the  challenges 
they  face  in  integrating  separate 
product  lines  following  their  merg- 
er. Prime's  acquisition  of 
Computervision  hasn't  created  a 
strong  contender,  but  rather  a  take- 
over candidate.  Bigness  and  diversi- 
ty are  clearly  a  mixed  blessing  in  the 
computer  business.  Diversity  is 
great  across  companies,  but  not  nec- 
essarily within  them. 

Former  AT&.T  stockholders  are 
doing  well  with  their  investments 
in  some  regional  Bell  operating 
companies  carved  out  of  the  old 
AT&T,  although  the  parent  compa- 
ny had  to  fight  the  aftereffects  of  its 
size  and  inflexibility. 

Smaller  companies  can  get  into 
trouble,  too,  but  the  core  problem 
there,  as  often  as  not,  isn't  lack  of 
capital  but  lack  of  focus — the  same 
problem  that  is  endemic  to  big  com- 
panies. Many  startups  die  from 
internal  competition  for  attention 
and  resources  long  before  they  be- 
come big  enough  to  attract  outside 
competition. 

Cray  is  determined  not  to  lose  its 
focus — hence  the  breakup.  Instead 


of  one  divided,  overstressed  compa- 
ny, Cray  will  become  two  smaller, 
focused  companies — one  seasoned 
and  one  upstart — fighting  fair  and 
square  in  the  marketplace.  Al- 
though Cray  Research  will  still  own 
10%  of  Cray  Computer  (sharehold- 
ers get  the  rest),  neither  side  will 
pull  any  punches.  Each  will  get  the 
full  attention  of  its  managers,  and 
competition  will  surely  spur  both 
sides  to  work  harder  and  faster. 

The  country  benefits,  too.  Now  it 
has  two  supercomputer  companies 
instead  of  one.  A  third  is  germinat- 
ing under  yet  another  Cray  alum- 
nus, Steve  Chen,  with  capital  from 
IBM.  Like  Cray  himself,  Chen  was 
leading  an  alternative  development 
effort  at  Cray  when  the  company 
decided  it  could  no  longer  afford  to 
fimd  him.  The  parting  was  amica- 
ble, but  Chen  had  to  go  elsewhere 
for  funds.  This  time,  Cray  is  keep- 
ing a  finger  in  the  pie.  (Control 
Data,  which  is  where  Cray  was 
working  when  he  left  to  found  Cray 
Research  in  1972,  is  giving  up.  Its 
ETA  subsidiary  closed  its  doors  April 
17,  but  never  provided  much  seri- 
ous competition  anyway.) 

All  this  splintering  of  efforts 
counters  the  current  obsession  with 
standards.  With  this  proliferation  of 
individually  focused  teams,  who 
will  set  the  standards?  The  question 
is,  in  my  opinion,  premature.  The 
supercomputer  race  is  far  from  over, 
and  the  last  thing  it  needs  is  prema- 
ture standards  that  would  bring  in- 
novation and  progress  to  a  halt,  or 
half-hearted  competition  between 
two  parts  of  a  strife-torn  company. 

If  the  government  doesn't  know 
which  Cray  effort  to  fund  (or  "pro- 
tect"), so  much  the  better.  Let  the 
government  help  both  camps  by 
buying  and  using  the  machines  it 
needs  rather  than  by  handing  out 
subsidies. 

This  applies,  of  course,  to  other 
markets  besides  supercomputers 
and  software.  The  best  thing  the 
government  can  do  is  encourage 
businesses  to  compete.  Although 
Cray  welcomes  government  help  in 
attacking  Japanese  trade  barriers, 
I'm  delighted  to  see  how  eager  it  is 
to  foster  competition  at  home.  ■ 
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We've  all  heard  the  stories.  Com- 
panies that  lose  major  liability  suits 
because  they  couldn't  produce  the 
necessary  documents  in  compliance 
with  federal  and  state  regulations 
to  defend  themselves.  Companies 
that  lose  a  major  client  because  they 
can't  document  third-party  charges 
on  behalf  of  that  client. 

And  it  all  comes  down  to  a  very 
simple  problem:  paper.  Paper  that 
when  misfiled  or  misplaced  could 
spell  disaster.  Paper  that  when 
destroyed,  could  possibly  destroy 
^our  business. 


';1989,3M 


The  solution  is  a  cornputerized 
filing  system  from  3M  Information 
Systems  Group. 

3M  provides  systems  that  use 
computer  technology — very  likely  the 
computers  you  already  have  in  place 
— to  speed  and  secure  the  storage 
and  retrieval  of  documents  with 
evidentiary  value.  Documents  that 
can  be  combined  with  the  data  files 
you  already  generate  on  computer. 

For  many  businesses,  the 
storage  media  may  be  microfilm  or 
microfiche.  With  certain  applications, 
a  digital  document  management 


system  integrated  with  a  mainframe 
database  may  be  most  appropriate. 

Either  way,  the  system  you 
choose  will  work  with  the  technol- 
ogy 3M  is  developing  for  the  future. 
We've  already  assembled  packages 
for  Accounts  Payable,  Engineering, 
Manufacturing,  Financial  Records, 
Hospital  Records  and  more. 

For  more  information  on  how 
to  protect  your  company,  call 
3M  Information  Systems  at 
1-800-328-1684. 

But  act  soon.  Before  your  filing 
system  is  judged  to  be  out  of  order. 


3M 


Marketing 


Edited  by  Joshua  Levine 


Spending  large  chunks  of  your  marketing 
budget  to  woo  already  loyal  cicstomers 
may  be  useful,  but  it  doesn't  expand  your 
market  share.  Now  biAsinesses  can  aim  di- 
rectly at  the  other  fellow's  customers. 

Stealing  the 
right  shoppers 


Seagram's  most  recent  market- 
ing ploy  to  capture  new  drink- 
ers for  its  Glenlivet  scotch  only 
looked  like  a  traditional  direct  mail 
promotion.  The  company  offered  free 
old-fashioned  glasses,  a  calculator  or  a 
$5  rebate  to  some  500,000  people  if 
they  would  try  the  single-malt  scotch. 
In  the  past,  Seagram  would  have 
sent  this  promotion  to  a  fairly  stan- 
dard list  of  upper-income  consum- 
ers— people  likely  to  be  drinking 
some  brand  of  scotch,  including  Glen- 
livet or  Seagram's  Chivas  Regal.  This 


time,  however,  the  Glenlivet  promo- 
tion went  only  to  people  who  say  they 
drink  the  competition's  brands,  John- 
nie Walker  Red,  j&b.  Cutty  Sark  or 
Dewar's. 

Did  it  work?  At  a  time  when  scotch 
sales  generally  are  flat,  Seagram  says 
it  got  10,000  new  Glenlivet  custom- 
ers. More  important,  they  were  not 
drinking  Glenlivet  before.  They  are 
customers  who  have  been  stolen  from 
the  competition,  whose  names  are 
now  new  entries  in  Seagram's  5-mil- 
lion-name  database. 


Seagram's  promotional  mailing  for  Glenlivet  scotch 
You  get  one  only  tfyou  drinJc  a  conyteting  brand. 


Seagram,  of  course,  is  hardly  the 
only  marketer  using  sophisticated 
computers  to  aim  coupons  and  other 
promotions  directly  at  its  rivals'  cus- 
tomers. General  Foods,  Quaker  Oats, 
Procter  &  Gamble  and  Ralston  Pur- 
ina, among  others,  are  all  busily  test- 
ing ways  to  zero  in  on  the  competi- 
tion's loyalists  and  exploit  them  ef- 
fectively with  computerized  files  of 
those  names. 

Why  now?  First,  because  most  con- 
sumer markets  are  flat,  the  only  way 
to  grow  is  to  steal  market  share  from 
the  competition.  Second,  though,  is 
what  you  could  call  the  coupon  prob- 
lem. Coupons,  a  traditional  and 
much-relied-on  promotional  device — 
witness  how  many  fall  out  of  the 
newspaper  on  a  given  Sunday — just 
don't  do  the  job  anymore.  Marketers 
dumped  221.7  billion  coupons  on  U.S. 
households  last  year,  up  from  only 
16.5  billion  in  1968.  Only  3.2%  of 
them  were  ever  cashed  in,  however, 
and  redemption  rates  are  dropping 
steadily. 

Worse,  even  though  shoppers  saved 
close  to  $3  billion  by  using  coupons 
last  year,  the  lion's  share — as  much  as 
80%  according  to  some  estimates — 
went  to  loyal  customers  who  would 
have  bought  the  discounted  products 
at  full  price  in  any  case.  "Redemption 
rates  are  declining,  and  we're  basical- 
ly just  subsidizing  purchases  by  our 
current  users,"  says  John  Kuendig,  di- 
rector of  direct  marketing  at  Kraft 
General  Foods  Group. 

Hence  the  search  for  new  and  effec- 
tive ways  to  build  market  share.  Citi- 
corp's already  much-publicized  foray 
into  computer  couponing  at  the  su- 
permarket checkout  counter  is  one. 
Consumers  get  a  buyer's  card  with  a 
magnetic  stripe,  and  supermarket 
scarmers  can  then  track  individual 
buying  habits  and  permit  marketers 
to  hand  out  "frequent  shopper" 
awards.  Procter  &  Gamble  is  testing 
even  fancier  cash  registers  equipped 
with  video  screens  in  Ohio.  Nifty,  but 
not  even  half  the  story. 

For  example,  J.M.  Smucker  Co.,  the 
jam  manufacturer,  has  been  running  a 
promotion  that  gives  anyone  who 
buys  archrival  Sorrell  Ridge's  all-fruit 
jam  a  coupon  good  for  a  free  jar  of 
Smucker's  {Yorbes,  June  12].  A  smart 
cash  register  automatically  spits  out 
the  Smucker's  coupon  when  it  re- 
cords a  Sorrell  Ridge  purchase. 

A  leading  cereal  marketer  is  sifting 
through  various  coupon  strategies, 
looking  for  the  most  effective  combi- 
nation. A  recent  mailing  to  10  million 
households,  for  example,  tested  250 
different  coupon  offers,  depending  on 
what     particular     cereal     shoppers 
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A  new  "smart"  cash  register  Procter  &  Gamble  is  testing  in  Ohio 
Old-style  coupons  Just  dont  do  the  Job  anymore. 


Banh  Falkenberg 


bought  and  even  how  much  of  the 
product  they  ate,  according  to  compa- 
ny surveys.  So  the  cereal  maker's 
steady  customers  got  coupons  ranging 
from  20  cents  to  60  cents,  w^hile  the 
competition's  customers  got  better 
offers  ranging  from  50  cents  to  a  free 
box  of  cereal. 

R.J.  Reynolds  Tobacco  usa,  a  data- 
base pioneer  v/iih  over  40  million 
names  in  its  mainframes,  is  now  able 
to  tailor  the  premiums  it  mails  out  to 
an  individual's  lifestyle:  An  avid  golf- 
er, say,  might  receive  free  golf  balls  in 
a  promotional  mailing,  while  fisher- 
men could  be  offered  a  free  lure. 

For  the  marketers  and  the  compa- 
nies that  service  them,  the  gold  is  in 
databases — treasure  troves  of  con- 
sumers cross-referenced  by  lifestyle 
and  buying  habits.  Until  recently,  the 
daunting  expense  of  putting  all  this 
together  scared  off  all  but  the  cash- 
rich  tobacco  companies. 

Seagram,  for  instance,  started  build- 
ing its  compilation  of  booze  drinkers 
only  two  years  ago,  and  it's  adding  to 
its  5  million  names  at  the  rate  of  20% 
a  year.  General  Foods  has  been  at  it  for 
three  years.  One  reason  is  the  swift 
drop  in  computer  costs.  In  1973,  it 
cost  $7.14  for  storage  and  access  to  a 
single  name;  today,  under  a  penny. 

But  even  now  costs  limit  databases 
to  the  nation's  largest  marketers.  To 
build  even  a  modest  database  of  5 
million  names  could  run  as  much  as 
$3  million  and  take  up  to  two  years. 
First,  a  company  like  Seagram  would 
buy  a  nucleus  of  names  from  a  compa- 
ny like  Hicksville,  N.Y.-based  Com- 
puterized Marketing  Technologies  or 
Donnelley  Marketing,  owned  by  Dun 
&.  Bradstreet.  Computerized  Market- 
ing and  Donnelley  get  their  names  by 


offering  free  samples  to  millions  of 
households  to  get  them  to  answer  a 
series  of  surveys  with  queries  like 
"How  old  are  the  floors  in  your  kit- 
chen," "How  many  packages  of  the 
following  dry  soup  mixes  do  you  pur- 
chase annually,"  and  "Tell  us  about 
your  children  (name,  sex,  age  and 
school  grade)." 
The  results  do  not  come  cheap — 


roughly  $130  per  thousand  names, 
compared  to  $7  per  thousand  to  reach 
buyers  at  random  through  a  newspa- 
per insert.  Yet  obviously  the  results 
are  worth  it.  Computerized  Market- 
ing, for  instance,  is  getting  15  compa- 
nies—  Quaker  Oats,  S.C.  Johnson  and 
AT&T,  among  them — to  ante  up 
$400,000  apiece  for  each  of  three 
packages  of  targeted  coupons  it  mails 
to  15  million  households  three  times 
a  year.  That's  double  the  number  that 
signed  on  a  year  ago. 

The  future?  Ultimately,  all  that  in- 
formation will  enable  manufacturers 
not  only  to  vary  their  promotional 
pitch  but  also  to  alter  the  product  to 
an  individual's  taste.  General  Foods, 
for  instance,  could  deliver  special 
blends  of  coffee  to  different  house- 
holds through  the  mail,  depending  on 
the  information  coffee  drinkers  feed 
its  computers.  Banks  will  design  indi- 
vidual portfolios  of  financial  services 
to  fit  single  households  and  market  to 
those  households  directly. 

Says  Jack  WoLf,  senior  vice  presi- 
dent of  database  marketing  for  marc 
Inc.,  the  largest  custom  market  re- 
search firm  in  the  U.S.  "The  whole 
issue  of  targeting  is  just  starting  to 
heat  up.  The  idea  is  to  store  as  much 
information  on  everyone  as  you  can 
store."— J.L. 


But  he  didnt  say  how  many 

If  Forbes'  informal  poll  of  Rolls- 
Royce  drivers  is  any  indication, 
Mazda  Motor  Corp.  may  have  a  genu- 
ine hit  on  its  hands.  The  company's 
new  two-door,  MX-5  Miata  sports  car, 
which  went  on  sale  in  late  June,  is  a 
spiffy  little  convertible  that  looks  like 
a  cross  between  an  early  Sixties  Fer- 
rari and  a  Porsche  928.  No  drag  racer 
(a  1.6-liter,  I6-valve  engine  delivers 
116  horsepower),  the  car  nevertheless 
is  fun  to  drive  and  sounds  like  a  much 
more  muscular  car  (its  exhaust  has 
been  fine-tuned).  List  price:  only 
$13,800,  though  with  options  and  the 


kids  he  had 

inevitable  dealer  markups  the  car  will 
run  more  hke  $18,000  off  the  lot. 

At  the  recent  press  rollout  in  Los 
Angeles,  one  reporter  took  a  red  Miata 
for  a  spin  dov^rn  Simset  Boulevard, 
coming  to  a  stop  at  a  red  light  on 
Pacific  Coast  Highway  behind  a 
Rolls-Royce.  The  driver  of  the  Rolls, 
a  distinguished-looking  gray-haired 
man  in  his  60s,  got  out  of  his  car, 
walked  around  the  Miata  and  ex- 
claimed: "What  the  [expletive]  is 
that?"  Informed  of  the  make  and  price 
he  said:  "I'm  going  to  buy  one  for  each 
of  my  kids." — Marc  Beauchamp 


Mazda  Motor  Corp.  's  new  MX-5  Miata 
"What  the  [expUtive]  is  that?" 
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Vintage  auto  race  in  Riverside,  Calif. 
Amateur  racing  the  way  it  once  was. 


Personal  Affairs 


Edited  by  Wiliiam  G.  Flanagan 


Some  owners  of  vintage  cars  would  rather 
play  Walter  Mitty  than  merely  let  their  cars 
appreciate  gracefully. 

Racing  is  what 
they  were  built  for 


By  Heal  Santelmaitn 


AUTO  RACING  was  Still  pretty 
much  an  amateur  affair  back  in 
bthe  1950s  and  early  1960s. 
Anyone  with  guts,  a  reasonable  de- 
gree of  driving  skill  and  an  mg  or  an 
Alfa  Romeo  could  race.  But  as  profes- 
sional racing  grew  in  popularity  and 
exposure,  something  happened  on  the 
amateur  circuit.  It  became  cutthroat. 
Now,  says  Art  Eastman,  editor  of  Vin- 
tage Motor^ort,  "There  just  isn't  the 
camaraderie  in  contemporary  racing 
that  existed  back  in  the  1950s." 

Enter  vintage  racing.  It's  amateur 
racing  the  way  it  once  was.  Partici- 
pants are  owners  of  vintage  sports  cars 


who  want  to  show  them  off,  race  and 
socialize  with  like-minded  types  for 
whom  winning  isn't  the  only  thing. 
At  most  competitions,  in  fact,  tro- 
phies aren't  even  awarded. 

There  are  now  some  two  dozen  vin- 
tage racing  organizations  around  the 
country  that  sponsor  races  and  gather- 
ings (seep.  108).  The  granddaddy  affair, 
now  in  its  16th  year,  is  held  in  Monte- 
rey, Calif,  each  August. 

"The  cars  are  the  stars,"  says  Don- 
ald Nattrass,  a  director  at  the  Vintage 
Sports  Car  Club  of  America.  Started 
in  1957  and  the  nation's  oldest  vin- 
tage group,  the  vscca  allows  only  pre- 
1960  cars — everything  from  prewar 
Bugattis  to  postwar  Lolas.  Other  orga- 


nizations have  similar  rules,  though 
some  allow  slightly  newer  cars. 

You  don't  even  have  to  be  a  race  fan 
to  enjoy  vintage  racing.  Arthur  Val- 
dez,  52,  a  Torrance,  Calif,  real  estate 
developer,  wasn't  interested  in  cars 
when  he  first  attended  the  Monterey 
races  in  1984.  But  one  weekend  and 
he  was  hooked.  "The  fact  that  it's  a 
social  event  has  as  much  to  do  with 
my  interest  as  the  racing." 

Valdez  now  ov^rns  20  vintage  racers, 
including  a  1962  Cooper  T53  Formula 
One.  He  keeps  one  in  Australia,  for 
the  Australian  Grand  Prix,  and  one  in 
Italy,  where  he  runs  the  Mille  Miglia 
(1,000  miles)  with  his  wife,  Sherry. 

The  sport  cuts  across  social  and 
economic  lines.  Racers  range  from  the 
auto  mechanic  who  pulls  his  $15,000 
MG  on  a  trailer,  to  the  executive  who 
flies  in  for  the  weekend  after  his  team 
has  hauled  in  his  six-figure  Lotus  and 
Formula  One  racers.  But  according  to 
the  Sportscar  Vintage  Racing  Associa- 
tion, the  largest  association  of  enthu- 
siasts, 62%  of  its  1,500  members  have 
household  incomes  of  over  $75,000  a 
year,  and  80%  are  professionals  or 
executives. 

Some  are  frustrated  racers  who 
abandoned  the  sport  for  one  reason  or 
another.  Michael  Taradash,  39,  a  prin- 
cipal at  Morgan  Stanley  in  New  York, 
began  racing  Formula  Fords  (single- 
seater  racing  cars)  as  an  amateur  in 
Europe  in  1968.  But  business  forced 
him  off  the  track  until  he  discovered 
vintage  racing  in  1982.  Today  he  has 
four  vintage  racers,  including  a  1966 
Porsche  906,  worth  around  $700,000, 
that  once  won  a  six-hour  endurance 
race  at  Watkins  Glen,  N.Y. 

Having  a  car  with  a  racing  prove- 
nance is  important  to  enthusiasts. 
Skip  Quain,  49,  a  sales  and  marketing 
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Oearty,  vire're  the  one  vvith  the  most. 

More  and  more  people  are  enjoying  home  entertain- 
ment products.  And  more  and  more  people  are  turning  to 
Hitachi  for  them. 

This  is  clearly  demonstrated  by  our  VM-S7200A  S-VHS 
video  camera.  Its  unique  MOS  image  sensor  provides  400 
lines  of  resolution.  There's  multiple  shutter  speeds  A  built-in 
charaaer  generator  Rus,  you  can  edit  and  mix  like  a  pro. 

Our  CT5582K  55"  high-performance  projection 
television  boasts  500  lines  of  resolution  for  a  beautiful 
piaure,  too.  It  features  an  intelligent  remote  control.  S-VHS 
input  jack.  Built-in  surround  sound.  And  on-saeen  picture/ 
sound  control. 

When  it  comes  to  home  elearonics,  Hitachi  is  clearly 
the  one  with  the  most. 


rr  ri>!V..^  i'if'vm,st«  n 


i^erfse  f  oni<3a:  Hitachi  Sale.i  Corp.  of  Amertca  W,  West  Artesia  Bivtl.,  Lompton,  eA  y<j2^j  t" 
Hitachi  (HSq  Canada,  inc.  &740  G^mpobetlo  fioad.  Missssauga  Ont.  L5N  216 
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nomas  Armstrong  in  bis  1969  Lola  T-162 
Damn  the  expense, full  speed  ahead. 


director  at  Mouse  Systems  in  Fre- 
mont, Calif.,  spent  $4,500  in  1980  on 
a  1962  Lotus  23B  that  once  belonged 
to  racer  Jack  Brabham.  "1  used  to 
watch  Brabham  race  it  and  think 
'Wow!'  And  now  I'm  doing  it,  too,"  he 
says.  Now  fully  restored,  the  Lotus  is 
probably  worth  about  $150,000. 

Do  owners  baby  their  cars  when 
they  race  them?  Most  don't,  despite 
the  investments  involved.  Seattle's 
Thomas  Armstrong,  52,  a  vice  presi- 
dent and  general  manager  of  paper- 
board  packaging  at  James  River  Corp., 
owns  seven  vintage  racers,  including 
a  1966  Ford  GT-40.  But  he  pushes  the 
cars — and  himself — when  he  races.  "If 
I  don't  scare  myself,  I  know  I  could 
have  gone  faster,"  he  says.  Still,  he 
knows  when  to  ease  off.  When  Quain 
nearly  spun  his  Lotus  at  a  recent  Vin- 
tage Auto  Racing  Association  (vara) 
race  in  Riverside,  Calif.,  Armstrong 
purposely  spun  his  1969  Lola  T-i62 
away.  "A  professional  would  have 
dived  undemeath  him,"  he  says. 

Accidents  do  happen,  of  course.  Just 
ask  William  Timmer,  36,  a  television 
commercial  director  out  of  Los  Ange- 
les. On  the  last  lap  of  vara's  novice 
race  in  Riverside,  Timmer's  1965  Ma- 
tich  SR3  Can-Am  apparently  had  a 
mechanical  failure,  hit  the  wall  at 
over  lOOmph  and  then  skidded  upside 
down  before  righting  itself  again. 
Twelve  years  of  restoration  work  was 
gone  in  a  few  seconds,  but  Timmer 
plans  to  restore  and  race  it  again.  "It's 
not  that  I  don't  care  about  losing 
$100,000.  I  do,"  says  Timmer.  "It's 
just  that  I  don't  want  to  look  at  a  car 
that  sits  in  the  garage." 

But  race  organizers  frown  on  drivers 
who  push  too  hard.  Racers  who  are 
ruled  to  be  at  fault  in  accidents  are 
penalized  under  the  dreaded  13/13 
rule:  If  you  cause  an  acciu^nt,  you're 
out  for  the  rest  of  the  weekend,  the 


next  race,  and  on  probation  for  13 
months.  If  you  cause  an  accident  dur- 
ing probation,  you're  out  completely 
for  13  months. 

Are  vintage  racers  a  little  crazy  for 
taking  six-  and  seven-figure  cars 
around  the  track  at  well  over 
lOOmph?  Obviously,  they  think  not. 
These  were  built  for  racing.  "You  can 
go  to  a  museum  and  see  a  beautiful 
cav  on  a  pedestal  bathed  in  sensitive 
lighting.  But  in  that  setting  it  ceases 
to  become  an  automobile,"  says  Art 
Eastman.  "After  all,  half  of  the  word 
automobile  means  movement." 

For  more  information  on  vintage 


auto  racing,  contact  the  Vintage  Mo- 
torsports  Council,  care  of  Ely  Fishkin, 
3599  South  Albion,  Englewood,  Colo. 
801 10;  415-321-4422. 

If  you're  interested  in  seeing  some 
vintage  races,  here  are  events  to 
choose  from  and  numbers  to  call: 

•  July  22-23— Pittsburgh  Vintage 
Grand  Prix,  Schenley  Park,  Pitts- 
burgh, Pa.  412-471-7847. 

•  July  26-30 — Chicago  Historic 
Races,  Road  America,  Wis.  312-829- 
7065. 

•  Aug.  4-6 — Meadow  Brook  Histor- 
ic Races,  Waterford  Hills,  Mich.  313- 
373-2500. 

•  Aug.  18-20 — Monterey  Historic 
Automobile  Races,  Laguna  Seca  Race- 
way, Calif.  408-648-5100. 

•  Sept.  1-4 — BMW  Vintage  Fall  Fes- 
tival, Lime  Rock  Park,  Conn.  203- 
435-0896. 

•  Sept.  1-4 — Steamboat  Vintage 
Races  &.  Concours,  Steamboat 
Springs,  Colo.  303-423-4910. 

•  Sept.  7-10 — Serengeti  Drivers 
Vintage  Cup,  Watkins  Glen  Interna- 
tional, N.Y.  803-871-3430. 

•  Sept.  29-Oct.  1— Elkhart  Lake 
Vintage  Festival,  Road  America,  Wis. 
312-787-7838. 

•  Oct.  27-29— Atlanta  Vintage 
Grand  Prix,  Road  Atlanta,  Gaines- 
ville, Ga.  803-871-3430. 

•  Nov.  16-19 — Palm  Springs  Vin- 
tage Grand  Prix,  Palm  Springs,  Calif. 
619-322-7223. 


Bankers  step  back  into  the  future 


In  their  fight  to  woo  well-heeled 
customers,  bankers  have  dusted  off 
an  old  idea  and  are  peddling  it  with 
new  vigor.  It's  called  private  banking, 
and  rare  is  the  major  bank  that  doesn't 
offer  it  in  some  version  these  days. 
Notes  Robert  Garver,  a  senior  vice 


president  of  Manufacturers  Hanover 
Trust:  "In  some  ways  it's  a  giant  step 
backwards — banking  the  way  it  used 
to  be." 

Today's  private  banking  customer, 
though,  is  as  likely  to  be  a  small  busi- 
ness owner  as  an  old-moneyed  ma- 

Laura  Comet) 
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Few  luxury  cars  come  with  an  exterior  as  beautiful  as  ours. 


ange  Rover  gives  you  quite  a  variety  of 
eriors  to  choose  from. 

Forest  green. 

Snow  white. 

A  vast  spectrum  of  earth  tones. 

No  other  luxur>'  car  offers  such  an 
inishing  array  of  exteriors.  Because  no 
er  luxury  car  is  able  to  get  to  them. 

With  its  formidable  4-wheel  drive 
;tion,  powerful  3.9  liter  V-8  engine,  and 


a  fully  articulated  suspension  system, 
a  Range  Rover  can  take  you  where  no 


__  _  A  ♦ 

Grange  rover 


luxury  car  has  gone  before.  Carrying  you 
smoothly  and  confidently  to  sites  that 
offer  breathtaking  sights. 

Why  not  call  1-800-FlNE  4WD  for  the 
dealer  nearest  you? 

Admittedly,  at  around  !!537,()0(),  a 
Range  Rover  isn't  inexpensive. 

But  after  all,  we  have  the  help  of  the 
world's  most  renowned  designer: 

Nature. 


tron.  "A  large  part  of  our  business  still 
comes  from  people  with  inherited 
money,"  says  Leslie  Bains,  head  of 
U.S.  private  banking  at  Chase  Man- 
hattan Bank.  "However,  where  we've 
been  concentrating  is  in  the  new 
wealth  that's  being  created." 

Who  is  eligible?  Generally  speak- 
ing, anyone  who  has  an  income  of  at 
least  $100,000,  a  net  worth  of  $1  mil- 
lion (exclusive  of  primary  residence), 
or  $500,000  in  investible  assets,  and 
who  maintains  deposits  of  at  least 
$10,000. 

What  can  you  get  in  return?  Typi- 
cally, gold  credit  cards,  pre-approved 
credit  lines,  bill-paying  services,  dis- 
count brokerage  services,  a  24-hour 
hot  line  for  market  information,  year- 
end  tax  summaries  and,  most  impor- 
tant, an  answering  service  to  put  you 
in  touch  with  your  private  banker 
whatever  the  time  or  day.  Ideally, 
your  banker  is  a  seasoned  professional 
who  knows  your  credit  history  and 
can  approve,  say,  an  addition  to  your 
house  at  a  moment's  notice.  Money 
management  fees  generally  start  at 
1  %  of  the  value  of  your  portfolio. 

Since  confidentiality  is  paramount 
in  this  business,  private  offices  are 
standard  features.  Still,  many  custom- 
ers— forever  pressed  for  time — do 
90%  of  their  banking  by  telephone. 
"A  private  banking  client  wants  to 
know  that  he  can  call  up  his  private 
banking  officer  any  time  of  the  day  or 
night  from  anywhere  in  the  world," 
says  Glen  Smith,  a  senior  vice  presi- 
dent and  director  of  international  pri- 
vate banking  at  Bank  of  America. 

It's  easy  to  explain  why  banks  are 
going  after  up-and-comers.  Their  bor- 
rowing needs  are  likely  to  be  far  great- 
er than  those  of  old-money  custom- 
ers. In  fact,  they  bring  two  to  three 
times  more  profit  to  lending  institu- 
tions than  do  traditional  private  bank- 
ing clients. 

Further,  banks  know  that  by  cod- 
dling such  customers  during  their  as- 
set accumulation  years,  they  stand  a 
good  chance  of  managing  that  money 
later,  even  into  future  generations. 

"From  a  life  cycle  point  of  view, 
there's  a  naturally  evolving  process, 
beginning  with  wealth  creation  and 
moving  into  the  need  for  asset  man- 
agement and  then  estate  planning," 
says  Frederick  Sandstrom,  senior  vice 
president  of  Fleet  National  Bank, 
which  established  its  credit-driven 
private  banking  program  in  1988. 

But  just  how  much  coddling  does 
such  a  customer  get?  In  most  cases, 
not  very  much.  Of  the  1,000  or  so 
commercial  banks  now  doing  private 
banking,  only  about  50  are  doing  it 
properlv,    according    to    consultant 


Marilyn  MacGruder  Bamewall,  who 
is  widely  regarded  as  the  dean  of  U.S. 
private  banking.  Most  banks  really 
cannot  provide  all  services  to  one  cli- 
ent in  a  coordinated  way. 

Says  Garver:  "Every  large  bank  has 
the  necessary  services  someplace  in 
the  institution.  The  question  is,  how 
easy  is  it  for  the  customer  to  access 
them?  Can  they  call  one  person  who 
can  coordinate  all  of  their  needs,  or  is 
it  like  dealing  with  different  banks?" 

Moral:  Don't  expect  your  private 
banker  to  be  Bernard  Baruch  and  you 


won't  be  disappointed.  In  most  case: 
the  advantage  is  service,  not  high 
powered  advice. 

"We  get  customers  for  the  samt 
reason  that  people  still  go  to  full-ser 
vice  gas  stations,"  says  Daniel  Chap 
man  of  Northern  Trust  Bank  of  Texaf 
in  Dallas.  "They're  willing  to  pay  IC 
or  15  cents  more  a  gallon  because  the> 
just  like  what  they  get  when  they  gc 
there.  The  gasoline  is  the  same,  it's 
just  the  feeling  that  you  get  wher 
somebody  else  pumps  it  in  youi| 
tank." — Carolyn  TorcelUni 


. 


Collectors 


Would  you  put  retirement  money  into  old  wristwatch 
es?  Meet  one  collector  who  did — and  now  can't  part 
with  them.  He  likes  them,  too  much. 


Time  on 
his  hands 


By  Christie  Broim 


When  lawyer  Richard  Moss  nego- 
tiates contracts  for  his  baseball- 
player  clients,  he  is  as  tough  and  as 
shrewd  as  they  come.  That's  why  his 
roster  includes  such  stars  as  future 
Hall  of  Famer  Nolan  Ryan  of  the  Tex- 
as Rangers  ($1.8  million  in  1989),  An- 
dre Dawson  of  the  Chicago  Cubs  ($2.1 
million)  and  Gary  Carter  of  the  New 
York  Mets  ($2.2  million). 

And  when  it  comes  to  collectibles, 
he  seems  all  business,  too.  He  got  into 
watches,  primarily,  because  he  liked 
their  appreciation  potential,  not  be- 
cause he  was  a  watch  lover.  Moss  did 
not  mess  with  pocket  watches  or 
clocks.  In  the  early  1980s,  when  so 
many  status-hungry  wrists  were 
wrapped  in  expensive  gold  Rolexes, 
he  became  convinced  that  older,  clas- 
sic, quality  watches  were  soon  to  take 
off.  They  were,  after  all,  available  at  a 
fraction  of  the  cost  of  a  new  vmst- 
watch,  and,  if  well  preserved,  almost 
as  good,  since  a  well-made  watch  has 
a  long  potential  life. 

When  Moss  started,  most  watch 
collectors  were  interested  in  classic 
pocket  watches  and  paid  little  atten- 
tion to  wristwatches;  the  latter,  after 
all,  weren't  even  genuine  antiques, 
having  been  around  in  large  quanti- 
ties only  since  the  1920s,  whereas 
pocket  watches  have  existed  for  cen- 


turies. But  Moss  was  looking  for 
something  relatively  imdiscovered. 

So  in  1985  he  began  buying  older" 
wristwatches  for  the  pension  plan  de- 
vised by  his  corporation.  His  timing 
was  exquisite.  His  collection  of  35 
blue-chip  watches,  including  15  Patek 
Philippes  and  others  by  Audemars  Pi- 
guet,  Vacheron  Constantin  and  Rolex, 
has  risen  more  than  300%  in  value  in 
four  years. 

He  had  caught  a  trend  early.  Since 
wristwatches  are  not  only  collectible 
but  wearable  as  well,  they  were  a  nat- 
ural for  appreciation  in  an  era  that  has 
become  nostalgic  for  the  quality  of 
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Liquid,  portable  ivealth. 


110 


FORBES,  rULY  10,  1989 


.1' 


Vr.^, 


_i..t  "•-(■■: 


Vif-^; 


This  Fourth  of  July 
have  something  really  impressive  to  display. 

Tanqueray.  A  singular  experience. 

Imported  English  Gin.  473'';  Ale  Vol  (94  6n  100'',  Gram /Neutral  Spirits.  ©  1988  Schicffelm  &  Somerset  Co  ,  New  Vbrk.  N  V 


/mugaeroff 


'l,Mr,/  f'^f/.J,  U 


Moss'  collection  includes  classic  Patek  Philippes  and Rolexes 
A  300%Jump  in  valiie  in  four  years. 


Garv  MuvvOullinL' 


the  recent  past. 

But  these  were  grade  A  investments 
for  Moss,  not  a  romantic  attachment. 
"Watches  are  very  good,"  he  says, 
"and  stocks  are  a  total  crapshoot." 

Moss  tracks  the  value  of  his  v^atch- 
es  as  methodically  as  any  analyst 
keeps  an  eye  on  stocks,  noting  the 
prices  similar  watches  fetch  at  auc- 
tion sales.  For  example,  in  1985  he 
paid  $5,300  for  a  1948  Patek  Philippe 
chronograph.  His  records  show  that 
similar  watches  have  sold  at  auction 
this  year  for  $29,000  to  $51,000.  His 
1955  Patek  Philippe  calendar  watch, 
which  cost  $37,500  in  1986,  could 
now  sell  for  as  much  as  $198,000,  the 
top  price  a  model  similar  to  his 
fetched  in  April. 

Dealers  of  old  watches  have  in- 
creased from  a  handful  m  the  early 
1980s  to  hundreds  today.  Sotheby's, 
Christie's  and  Habsburg,  Feldman 
have  at  least  four  major  watch  sales 
aimually  in  New  York,  London  or  Ge- 
neva; previously  there  were  none. 
"Many  people  perceive  old  watches  as 
liquid,  portable  wealth,"  says  Edward 
Faber,  a  New  York  watch  dealer.  And 
whereas  the  biggest  buyers  have  been 
Americans  and  Europeans,  rfow  the 
Japanese  are  coming  on  strong,  too. 

Moss  first  began  to  take  senous  no- 


tice of  watches  in  1981.  Until  then,  he 
was  content  with  a  simple  gold  Ham- 
ilton, which  he  had  worn  since  law 
school.  But  he  couldn't  help  notice 
the  growing  popularity  of  the  expen- 
sive, massive,  modem  Rolexes — 
Americans  were  becoming  watch- 
conscious.  His  contrarian  statement 
was  to  buy  a  small,  classic  1940s  bub- 
ble-back Rolex  from  a  New  York  deal- 
er. It  intrigued  him,  and  he  eventually 
sensed  a  growing  market  for  such  fine 
old  watches.  A  finite  commodity  with 
universal  utilitarian  appeal. 

He  read  up  on  watches,  and  began 
investing  seriously  in  1985.  Moss  had 
three  criteria:  only  the  best  makes, 
large  potential  appreciation,  and 
watches  that  he  would  like  to  wear 
himself.  But  he  would  never  actually 
wear  them.  They  are  stashed  in  a  bank 
vault,  for  two  reasons.  First,  as  pen- 
sion investments,  they  can't  be  worn 
and  used.  Also,  by  leaving  them  safely 
locked  up,  he  saves  the  hefty  7%  an- 
nual insurance  premium  on  them. 

Moss  admits  he  is  not  a  watch  ex- 
pert, and  this  field  is  notorious  for 
expensive  forgeries  and  beautiful 
watches  that  are  irreparable.  For  ex- 
ample, a  skilled  watchmaker  can  take 
a  1950  Rolex  date  watch  with  a  mar- 
ket value  of  about  $2,500,  add  a  cou- 


ple of  wheels,  cut  out  the  dial  and 
presto!  Overnight  it  becomes  a 
$30,000  moonphase  watch.  It's  not 
uncommon.  As  a  result.  Moss  has 
bought  almost  exclusively  from  deal 
ers  who  can  guarantee  the  working 
order  of  the  timepiece  for  a  year,  as 
well  as  its  authenticity.  He  has 
bought  only  five  watches  from  auc- 
tion houses,  where  there  are  no  such 
guarantees.  And  in  keeping  with  his 
hardnosed  investment  approach,  he 
usually  submits  absentee  bids  so 
there  is  no  danger  of  getting  swept 
away  in  bidding  wars. 

Not  that  he  would  seem  the  type. 
Now  57,  Moss,  the  son  of  a  grocer, 
grew  up  in  Beaver,  Pa.  went  to  the 
University  of  Pittsburgh  and  on  to 
Harvard  Law  School,  class  of  '55.  Af- 
ter a  stint  in  the  Army,  he  became  an 
associate  general  counsel  for  the 
United  Steelworkers  of  America.  He 
left  in  1967  to  work  as  general  counsel 
for  the  Major  League  Baseball  Players 
Association  over  the  next  decade. 
Since  1977  he  has  concentrated  on  his 
private  practice  in  Los  Angeles  and 
New  York  City. 

But  tough  as  he  is  as  a  negotiator, 
watches  may  have  worn  him  dov«i. 
He's  hooked.  For  in  addition  to  those 
watches  in  his  pension  plan.  Moss  has 
also  purchased  several  other  old  Swiss 
timepieces — so  he  can  wear  them. 

Also,  he  can't  seem  to  part  with 
anything  in  his  collection.  With  the 
huge  price  increases  in  watches  over 
the  last  few  years,  it  is  unrealistic  to 
expect  the  same  kind  of  appreciation 
indefinitely.  The  clinical  investor 
would  take  at  least  some  profits  now. 
But  Moss  isn't  selling  anything.  He 
has  been  seduced  by  his  own  time- 
pieces and  admits  he  misses  the  few 
watches  he  did  sell  several  years  ago. 

He  has  not  bought  a  wristwatch  in 
the  past  year  because  prices  have  risen 
so  high,  but  intends  to  bid  in  upcom- 
ing auctions.  He  is  also  considering 
buying  classic  American  watches  by 
such  manufacturers  as  Elgin  and 
Hamilton.  These  have  recently  start- 
ed to  move  up  in  price.  They  might 
not  be  the  same  quality  as  the  best  of 
the  Swiss — the  heyday  of  U.S.  watch 
industry  was  in  the  pocket  watch 
era — but  many  of  them  are  attractive- 
ly designed.  The  best  of  them  can  still 
be  purchased  for  a  fraction  of  the  price 
of  a  comparable  used  Patek  or  Aude- 
mars  or  Vacheron  or  Rolex. 

While  Moss'  master  investment 
plan  has  been  a  huge  success  on  paper, 
his  love  of  the  watches  has  changed 
the  playing  field.  "I  guess  my  estate 
will  realize  the  profits,"  he  says  rue- 
fully. But  he  has  no  regrets. 
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Executive  recruiters — headhunters  to  you — have  come  to  believe 
their  own  propaganda  about  high  fees  and  sophisticated  search 
techniques.  In  fact,  the  whole  industry  may  be  riding  for  a  fall. 


The  clients 
are  restless 


Lester  Kom,  chairman  of  Koni 'Ferry  International                                   '^  '^""^ 
CaU  him  Mr.  Ambaaaador. 

By  Pyan  Marhan 


ARE  YOU  READY  to  meet  the 
ambassador?"  asks  the  pert 
blonde  secretary.  Is  Forbes 
,  in  the  presence  of  a  diplo- 
\  ma  tic  notable?  Hardly. 
We're  calling  on  Lester  Kom,  53, 
chairman  of  Kom/Ferry  International, 
the  U.S.'  biggest  executive  headhimt- 
er.  Ambassador  Kom?  Well,  Lester 
Kom  was  U.S.  representative  to  the 
Economic  and  Social  Council  of  the 
U.N.  from  1987  to  1988.  That's  a  rela- 
tively minor  post,  not  the  sort  that 
carries  a  title  into  private  life.  But 
then  Lester  Kom  is  in  a  business 
where  appearances  sometimes  matter 
more  than  realities.  So  "Ambassador" 
Kom  it  is. 

Headhvmters  like  Kom  have 
amassed  enormous  clout  in  American 
industry.  They  have  helped  anoint  the 
heads  of  Apple  Computer  and  Black  & 
Decker,  among  others.  Some  1,200  re- 
cruiting outfits  last  year  competed  for 
$2.5  billion  in  fees  and  expenses,  a  full 
third  of  it  going  to  the  top  10  firms. 
Kom's  outfit  alone  took  in  $88.6  mil- 
lion. With  restructuring  and  reshuf- 
fling the  order  of  the  day  in  the  1980s, 
demand  for  headhunters'  services  has 
skyrocketed. 

But  even  as  the  business  prospers, 
its  reputation  is  becoming  tarnished. 
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Conflict  of  interest,  for  example.  If 
a  client  hires  a  search  firm  to  find, 
say,  a  new  chief  financial  officer,  the 
search  firm  generally  agrees  that  it 
will  not  raid  that  client  for  at  least 
two  years.  That  means  the  largest 
firms — those  with  the  most  clients — 
are  handicapped  in  doing  the  very  job 
for  which  they  are  hired. 

Examples:  Kom/Ferry,  because  of 
past  relationships,  is  restricted  from 
approaching  2,150  corporate  entities. 
The  nation's  second-largest  search 
firm,  Russell  Reynolds  Associates,  ad- 
mits that  1,567  outfits  are  off-limits. 

This  can  cause  real  problems  for  the 
clients.  Kom/Ferry  was  retained 
about  two  years  ago  to  find  a  new 
divisional  president  for  Greenman 
Brothers  Inc.,  a  toy  company  based  in 
Farmingdale,  N.Y.  What  Kom/Ferry 
didn't  tell  Greenman  Brothers  was 
that  its  client  hst  already  included 
Toys  "R"  Us,  Child  World  and  F.A.O. 
Schwarz;  just  about  all  of  the  major 
toy  players  were  out  of  bovmds.  With 
hardly  any  place  to  look  for  candi- 
dates, the  search  fizzled.  Greenman 
Brothers  ended  up  paying  Kom/ 
Ferry  a  hefty  fee  and  then  filling  the 
job  itself  by  luring  back  a  former 
employee. 

To  get  aroimd  this  ban  on  raiding 
their  own  clients,  some  executive  re- 
cruiters sometimes  cut  comers.  Law- 
rence HoUeran,  human  resources  vice 
president  for  Chicago's  fmc  Corp.,  re- 
coimts  how  SpencerStuart,  the  na- 
tion's nimiber  three  search  firm,  once 
tried  to  spirit  away  an  fmc  headquar- 
ters executive  just  months  after  com- 
pleting a  search  for  fmc's  Brazilian 
subsidiary.  Holleran  confronted  Spen- 
cerStuart, but  the  firm  told  him  that 
its  Brazilian  search  meant  only  that 
FMc's  Brazilian  division  was  protect- 
ed from  talent  raids. 

Today  Holleran  doesn't  use  Spen- 
cerStuart, and  when  he  does  use  oth- 
er search  firms  he  makes  sure  to  get 
a  guarantee  that  all  of  fmc  Corp.  will 
be  off-Umits.  Emerson  Electric  Co. 
reports  similar  problems  and  a 
similar  solution:  no  more  search 
firms  without  two-year,  company- 
wide  protection. 

Why  don't  companies  approach 
their  candidates  themselves?  It  is  con- 
sidered imseemly  for  corporations  to 
pick  off  the  best  talent  from  their 
competition  but  quite  acceptable  to 
hire  a  headhunter  to  do  the  stealing 
for  them.  Therein  lies  the  source  of 
the  search  industry's  power. 

The  high  and  rising  cost  of  execu- 
tive searches  is  also  causing  increased 
customer  resistance.  "You  don't  get 
your  dollar's  worth,"  complains  Mark 
Naster,  recruiting  and  placement  di- 


Kent  Kroeber,  Interpublic's  senior  vice  president  for  human  resources 
Steering  clear  of  the  largeatflrma. 
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Laurence  Holleran,  FMC's  vice  president  for  human  resources 
Nowadays  he  demands  companywpide  protection. 
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rector  at  Marion  Laboratories  in  Kan- 
sas City,  Mo.  Thirty  years  ago  search 
firms  charged  fees  equal  to  15%  of  a 
recruit's  first-year  salary  and  bonus. 
By  the  early  1970s  executive  search 
caught  on  and  recruiters  were  able  to 
hike  their  fees  to  25%  of  salary  and 
bonus.  Then,  in  the  early  1980s,  with 
corporate  loyalty  out  of  fashion  and 
demand  for  executives  robust,  fees 
inched  up  to  33.3%. 

Yet  the  customers  paid. 

Executive  reshuffling  continues 
apace  these  days,  but  it  is  also  a  time 
when  business  is  watching  costs  care- 
fully. Many  executive  search  clients, 
therefore,  are  beginning  to  question 
the  fee  structure  openly.  Many  con- 


clude that  the  biggest  headhunters  of- 
fer few  real  advantages  over  doing 
searches  themselves  or  hiring  smaller 
headhunters. 

One  dissatisfied  customer  is  Kent 
Kroeber,  senior  vice  president  for  hu- 
man resources  at  the  Interpublic 
Group  of  Companies,  Inc.  He  now 
steers  clear  of  the  big  firms,  usually 
doing  his  own  search  work  or  hiring 
smaller,  specialized  recruiting  outfits. 
Says  Kroeber,  "I  am  appalled  by  the 
larger  firms'  slick  brochures  and  their 
graduates  from  fine  viniversities — it's 
all  just  adding  to  their  overhead." 
Complains  Larry  McClure,  director  of 
executive  resources  for  United  Tech- 
nologies: "There  is  a  continual  effort 


William  Houze  of  William  C  Houze  &  Co 

Be  got  tired  of  -payUig  country  club  biUa. 


to  try  to  make  their  [executive  re- 
cruiting] business  more  complicated 
than  it  really  is.  It's  like  putting  fuzz 
on  a  grape." 

Is  bigger  best?  The  big  recruiters 
have  carefully  fostered  the  legend: 
A  big  firm  has  more  offices,  more  re- 
cruiters, more  coverage.  A  lot  of  the 
clients  have  decided  that  this  is  an 
expensive  myth.  "Except  in  the  rare 
case  of  needing  an  executive  in  East 
Africa,  there's  Uttle  argument  for  all 
the  multinational  offices,"  says  James 
Kennedy,  publisher  of  Executive  Re- 
cruiter News.  Interpublic 's  Kroeber 
doesn't  buy  the  far-flung  empire  bit, 
either:  "The  broader  the  search,  the 
higher  the  cost.  It's  just  another  way 
to  run  up  expenses." 

Even  in  the  case  of  nationwide 
searches,  there  is  often  little  synergy 
among  a  search  firm's  various  offices. 
Recruiters  are  largely  an  independent 
bunch,  busy  looking  for  their  own  job 
candidates  and  their  own  commis- 
sions. The  largest  firms  usually  run 
their  offices  as  separate  profit  centers, 
giving  little  incentive  for  one  to  help 
another.  An  estimated  90%  of  search- 
es are  completed  regionally.  Listen  to 
Don  Allerton,  an  executive  recruiter 
at  Chicago's  smallish  Allerton/ 
Heinze,  who  was  formerly  with  Staub 
Warmbold,  a  medium-size  firm.  He 
says  of  recruiters  in  general,  "We 
don't  talk  to  the  guy  next  door,  much 
less  to  the  guy  in  Tokyo." 

What  about  the  much-vaunted 
computer  search  capability?  Each  of 
the  top  firms  touts  its  state-of-the-art 
database.  In  reality,  these  databases 
are  little  more  than  computerized  col- 
lections of  resumes  that  can  include 
the  names  of  dead  people,  incompe- 
tents and  job  jumpers.  Kom/Ferry  in- 
sists that  some  25%  of  its  final  place- 
ments come  from  its  database,  but  a 
majority  of  the  recruiters  contacted 
for  this  article  insisted  that  they  have 
never  made  a  single  placement  from 
the  computer.  Says  John  Plummer  of 
Ward  Howell  International:  "I  work 
with  it  because  it's  there,  but  does  it 
help  to  fill  a  post?  Absolutely  not." 

Another  sore  point:  Many  clients 
are  disturbed  to  discover  that  the  pol- 
ished consultant  they  first  met  is  not 
the  person  doing  the  actual  work.  Ear- 
ly on,  the  big  search  firms  discovered 
they  could  save  money  by  letting 
their  Ivy  League  front  men  contact 
clients,  all  the  while  passing  the  actu- 
al work  to  an  army  of  back-office  re- 
searchers. Although  an  accepted  prac- 
tice in  other  professions,  this  angered 
Mark  Naster  of  Marion  Labs.  Naster 
met  with  a  Kom/Ferry  representative 
for  hours,  explaining  in  painful  detail 
what  he  wanted  in  an  associate  medi- 
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::al  director.  When  none  of  the  candi- 
dates was  acceptable,  Naster  was 
irate:  "The  Kom/Ferry  guy  was  too 
busy  selling  accounts  to  come  up  with 
good  applicants." 

Searches  often  end  up  costing  more 
than  you  might  expect — not  just  be- 
cause of  the  33.3%  lump  sum  but 
because  of  all  the  extra  fees  that  are 
added  on.  Kom/Ferry,  for  example, 
tacks  on  additional  charges  for  mes- 
senger service  and  secretarial  time. 
This  comes  on  top  of  more  commonly 
billed  extras  such  as  long-distance 
telephone  calls,  entertainment  and 
travel.  Has  anything  been  left  out? 
Just  in  case,  at  the  outset  of  a  search, 
Kom/Ferry  charges  its  clients  a  $300 
setup  fee. 

Gardner  Morris,  a  human  resources 
manager  at  Raytheon  Co.,  once  asked 
for  a  breakdown  of  a  bill  submitted  by 
a  medium-size  search  firm.  On  the 
itemized  version  he  found  his  name 
Usted  next  to  a  $265  lunch  he  never 
ate,  at  a  restaurant  that  he  had  never 
visited. 

With  many  companies  turning  sour 
on  big  search  firms,  the  smaller  search 
firms  are  gaining  some  groimd.  Often 
the  smaller  firms  charge  lower  fees. 
One  example  is  Harris  Heery  61  Asso- 
ciates, a  Norwalk,  Conn.-based  spe- 
cialist in  placing  marketing  execu- 
tives. Harris  Heery  charges  a  30%  fee 
instead  of  the  usual  one-third.  What 
about  add-on  charges?  "We  wouldn't 
think  of  passing  on  our  own  overhead 
like  that,"  says  Andrew  Harris,  the 
firm's  cofounder.  "I  make  plenty  of 
money  doing  what  I  do." 

But,  riding  high,  many  top  recruit- 
ers dismiss  out  of  hand  these  signs 
of  client  unhappiness  over  fees.  Rus- 
sell Reynolds,  57,  the  foimder  of  the 
headhunting  firm  that  bears  his 
name,  argues  that  if  investment  bank- 
ing firms  and  law  firms  earn  multi- 
million-dollar fees,  so  should  execu- 
tive recruiters.  Reynolds  says  he  has 
been  undercharging  his  clients  for 
years.  He  and  Kom  are  mulling  a  fee 
increase  to  perhaps  35%.  Reynolds  ar- 
gues that  over  several  years  an  indi- 
vidual recruited  by  his  company  may 
see  his  income  rise  sharply;  now  he 
would  like  to  go  after  a  piece  of  that 
action.  What  if  a  job  candidate  bombs 
out  and  is  fired  in  six  months?  Would 
Reynolds  consider  refunding  the 
33.3%  fee?  No  way. 

In  fact,  there  is  something  illogical 
about  fees  based  on  a  percentage  of 
first-year  salary.  Headhvmters  admit 
that,  generally  speaking,  the  higher 
the  salary,  the  easier  the  search.  Case 
in  point:  Did  Kohlberg  Kravis  Roberts 
&.  Co.  really  have  to  pay  Spencer- 
Stuart  an  estimated  $650,000  to  re- 


cruit American  Express  Co.'s  Louis 
Gerstner  Jr.  to  run  rjr  Nabisco? 
Wouldn't  a  telephone  call  from 
Henry  Kravis  to  Gerstner  have  done 
the  job? 

A  more  logical  approach  would  be 
to  charge  an  amount  directly  related 
to  the  complexity  of  the  task.  One  of 
the  very  few  firms  that  bill  clients 
this  way  is  Egon  Zehnder,  a  leading 
European  search  firm  that  has  risen  to 
become  the  11  th  largest  in  U.S.  head- 
hunting. Egon  Zehnder  estimates  the 
amoimt  of  time  required,  and  charges 
accordingly. 

A  small  Los  Angeles-based  firm  is 
taking  Egon  Zehnder's  policy  one  step 
further.   William   C.   Houze   &   Co. 


charges  a  fixed  fee  that  includes  all  of 
its  overhead — no  extra  expenses  are 
tacked  on  to  the  final  bill.  Houze,  67, 
devised  this  approach  after  working 
on  the  other  side  of  the  fence  as  a 
human  resource  director  at  General 
Electric  and  Rockwell  International. 
Houze  felt  that  the  recruiters  he  had 
dealt  with  were  overcharging.  Says 
Houze,  "I  got  tired  of  paying  country 
club  bills."  So  far,  companies  such  as 
General  Electric  Radar  and  Fairchild 
Industries  have  responded  favorably, 
hiring  him  to  do  several  of  their 
searches. 

Marion  Labs  says  it  has  negotiated 
headhunters'  fees  down  to  25%  of 
first-year    salary    and    bonus,    from 


Don  Allerton  of  AllertonlHeinze 

Don't  befooled  by  the  far-flung  empire  pitch. 


Gregory'  GaynKMii 
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Russell  Rey'tiolcis  of  Russell  Re^'fioUls  Assockitcs 

Wliat  if  a  job  caiuiidate  bombs  out7  Would  Reynolds  consider  refunding  his  fee?  No  way. 


33.3%.  Many  companies  are  starting 
to  ask  for  flat  fees,  and  in  some  cases 
the  large  search  firms  are  complying. 
What  choice  do  they  have?  In  addi- 
tion, clients  are  finding  that  they  can 
avoid  paying  overhead  charges  by 
simply  ignoring  them.  Says  Interpub- 
lic's  Kroeber,  "When  I  get  a 
bill  for  expenses,  1  throw  it 
out.  So  far,  I've  been  getting 
away  with  it." 

Toyota  has  taken  a  differ- 
ent tack.  The  company  hired 
search  firms  to  fill  one  of  its 
top  U.S.  parts  positions  but 
struck  out  three  times.  Two 
candidates  left  after  short 
stints  on  the  job.  Particular- 
ly frustrating,  one  search  ef- 
fort didn't  even  come  up 
with  a  suitable  candidate. 

All  this  left  Toyota  with 
no  parts  manager  and  three 
headhunting  bills  that  to- 
taled more  than  a  year's 
salary  for  the  post.  Now 
the  carmaker  withholds 
the    last    third    of 


cruiter's  fee  until  a  job  candidate 
joins  the  company. 

Arrangements  like  Toyota's  are  be- 
coming more  common. 

Besides  haggling  for  more  realistic 
fees,  many  clients  are  beginning  to  do 
more  search  work  themselves.  It's  be- 


a    re- 


The  top  four 


At  the  biggest  search  firms,  revenues  have  jumped 
sharply.  With  growth  has  come  arrogance,  inflated  fees, 
and  potential  conflict  of  interest:  The  more  clients  a 
headhunter  works  for,  the  fewer  places  he  can  recruit. 


Finn 


Offices 


1988  fees 

U.S.        outside  U.S. 
(Smillions) 


Korn/Ferry 
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Russell  Reynolds 


21 


49.3 


28.9 


SpencerStuart 


30 


30  0 


36.5 


Heidrick  &  Struggles 


23 


31  4 
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'April  hscal  \ear.  all  others  calendar  \ear 

Source:  companies,:  Kennedy  Publications. 


coming  easier  because  they  can  actu- 
ally buy  databases  similar  to  the  ones 
the  large  search  firms  tout  so  aggres- 
sively. Human  resource  directors  say 
the  databases  are  not  a  panacea  and 
add  that  the  databases  rarely  spit  out 
the  names  of  wonderful  job  candi- 
dates. More  often,  the  data- 
bases— especially  those 
that  are  tailored  to  specific 
industries — are  used  for 
leads. 

In  the  past  four  years  at 
least  120  new  companies 
have  cropped  up  selling 
lists  of  resumes  in  a  variety 
of  fields.  This  do-it-yourself 
trend  will  likely  continue. 
These  have  been  glory 
days  for  the  nation's  head- 
hunters.  The  business  will 
go  on  because  it  does,  by 
and  large,  perform  a  service 
despite  the  exalted  claims 
and  inflated  charges.  But 
the  glory  days,  the  days  of 
easy  money,  are  probably 
over.  ■ 


Clients 
off-limits 
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1989  Sterling  Motor  Can 


"/  suppose  you  were  expecting 
to  pay  full  pricey 


>fW 


li 
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No  money  down  on  a 
$399/nionth  lease. 


The  road  challenges.  The  car  responds. 
It's  easy.  Better  than  that:  it's  fun. 
Every  Sterling  827  offers  you  the  joy 
of  driving  that  comes  with  a  spirited 
2.7  liter  24-valve  V-6  engine,  Ailly 
independent  suspension  and  luxurious 
interior  rich  in  driver-passenger  amenities. 
Now  acquiring  grace  under  pressure 


Or  4.9%  APR  financing. 

is  even  more  affordable.  For  a  limited 
time,  Sterling  is  offering  remarkable 
savings  on  every  Sterling  827S,  827SL, 
827SL  Limited  Edition  sedan  and  the 
very  sporty  5-door  827SLi. 
A  wide  range  of  special  low  financing 
rates:  4.9,  5.9  or  6.9%  APR,  depending 
on  length  of  contract 

STERLING 

MADE  IN  ENGLAND  BY  ROVER  CARS 


Extremely  competitive  lease  arrange- 
ments on  all  827s,  including,  until 
July  31,  a  no  down  payment  $399 
monthly  lease  on  the  827SLi. 
CaU  1-800-622-0550  for  your  nearest 
Sterling  dealer  It's  the  first  step  toward 
acquiring  that  rare  automotive  trait- 
grace  under  pressure— for  less. 


lerling  827SLi  66  months  closed-end  lease  monthly  payments  are  $399.  Total  payments  of  $26,334  based  on  dealer  reduction  of  $3,000  below  MSRP  of  $30,135:  actual  price  set  by  participating  dealer  Refundable 
scurily  deposit  of  up  to  $400.  depending  on  state.  End  of  term  purchase  option  equals  $15,068  plus  fee  of  up  to  $225,  depending  on  state.  Early  termination  purchase  option  equals  adjusted  lease  balance  plus  fee 
f  up  to  $225,  depending  an  state  End  of  term  liability  equals  mileage  charge  over  15,000  miles  per  year  plus  vehicle  wear  and  tear  over  $75  and  disposition  fee  of  up  to  $325.  depending  on  state.  Taxes,  license  fee. 
^strauon  and  dealer  prep  extra.  Applicable  sales  taxes  charged  up  front  or  added  to  monthly  payment.  Prices  and  terms  may  change  without  notice  Offer  ends  7/31/89.  Low  financing  rates  to  qualified  retail  buyers, 
ength  of  finance  contract  is  limited.  Dealer  financial  participation  may  affect  savings.  See  dealer  for  details.  Offer  ends  8/31/89. 
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Behind  the  Figures 
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Weather  or  not? 


Peter  Leaiitt  of  Weather  Services  Corp. 

"Weather  wUl  never  he  afuUy  known  mubatanee^ 


Nubaf  Alfxanijn 


'illions  of  Americans  tune  in  to 
I  NBC's  Willard  Scott  for  the 
morning  weather,  but  commodity 
traders  would  rather  hsten  to  Peter 
Leavitt.  Never  more  so  than  in  the 
past  few  weeks,  when  freakish  weath- 
er helped  jolt  sensitive  crop  prices  up 
by  as  much  as  3.5%  in  a  single  day. 

Despite  incessant  spring  rains  in 
the  East,  Leavitt  expects  a  drier  than 
normal  summer  in  the  western  com 
belt.  That  could  raise  the  price  of  com 
and  soybeans. 

But  don't  call  your  broker  just  yet. 
"Our  product  is  cerebral  rather  than 
electronic,"  says  Leavitt,  chief  meteo- 
rologist and  a  partner  at  Weather  Ser- 
vices Corp.  in  Bedford,  Mass.  "There's 
still  an  awful  lot  of  art,  as  well  as 
science,  in  meteorology." 

Using  two  Digital  Equipment  Corp. 
computers  and  choosing  among  half  a 
dozen  statistical  models,  Leavitt  mas- 
sages weather  information  that  his 
company  receives  virtually  free  of 
charge  from  the  National  Weather 
Service  and  the  World  Meteorological 
Organization. 

Among  the  buyers  of  Leavitt's  cus- 
tomized forecasts — at  prices  of  up  to 
$50,000  a  year — are  commodities  ex- 
perts at  Shearson  Lehman  Hutton, 
Prudential-Bache,  Merrill  Lynch  and 
Tudor  Investment. 
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Leavitt  first  caught  the  weather  bug 
as  an  8-year-old  moviegoer,  when  he 
was  enthralled  by  the  tornado  in  77je 
Wizard  of  Oz.  He  went  on  to  study 
meteorology  at  the  Massachusetts  In- 
stitute of  Technology. 

"Accurate  long-range  forecasting  is 
still  an  oxymoron,"  he  says.  "We 
function  in  the  war  zone  of  uncertain- 
ty, which  is  three  or  more  days  from 
now.  Technology  is  gradually  moving 
the  uncertainty  further  into  the  fu- 
ture, but  weather  will  never  be  a  fully 
knowTi  substance." 

And  that's  what  keeps  Leavitt  in 
business.— J.Z. 


From  bad  to  Durst 

Seymour  Durst  is  a  betting  man. 
The  76-year-old  real  estate  mag- 
nate just  spent  $2.5  million  to  buy 
the  leases  on  seven  decrepit  42nd 
Street  theaters,  including  one  shut- 
tered porno  house.  The  most  daring 
part  of  Durst's  bet:  New  York  State's 
Urban  Development  Corp.  is  trying 
to  condemn  those  very  theaters. 

The  state  agency  wants  to  take  pos- 
session of  Durst's  theaters  as  part  of 
the  42nd  Street  Development  Project, 
expected  to  cost  $2.5  billion.  The  plan 
would    replace    the    neighborhood's 


seedy  strip  joints  with  monolithic 
fice  towers,  a  750-room  hotel  an 
merchandise  mart.  Durst  is  dubio 
"I  don't  think  the  project  will  ever 
built." 

He  may  be  right.  No  deal  has  b< 
set  for  the  hotel  and  merchand 
mart.  In  April  Chemical  Bank  pul 
out  as  the  anchor  tenant  in  the  off 
towers.  Durst  is  arguing  in  a  st 
court  that  the  project  should  go  bi 
to  square  one  for  reapproval  insteac 
being  pursued  piecemeal. 

Since  the  42nd  Street  project  v 
first  broached  in  1981,  private  dev 
opers  have  taken  advantage  of  relas 
zoning  laws  and  revitalized  the  ar 
Durst  insisted  the  porno  house 
closed  before  buying  the  leases,  a 
he  plans  to  refurbish  all  seven  tl 
aters.  Nonetheless,  state  and  c: 
agencies  say  they  plan  to  plur 
ahead  with  their  taxpayer-fund 
project.  They  expect  to  break  grou 
early  next  year. 

The  elfin,  cigar-puffing  Durst 
mains  unruffled.  He  built  his  famil 
$  1  billion  fortune  by  shrewdly  anti 
pating  real  estate  trends.  He  put 
office  towers  on  Manhattan's  Thi 
Avenue  in  the  1950s,  just  before  coj 
panics  began  swarming  into  that  ar 
In  the  1960s  he  jumped  to  Sixth  A\ 
nue,  again  one  step  ahead  of  tena 
demand. 

Durst,  a  cormoisseur  of  New  Yd 
City  history,  lives  in  a  Manhatt 
townhouse  packed  with  books  ai 
memorabilia.  One  highlight:  a  bat 
room  adorned  with  posters,  ne< 
signs  and  life-size  cutouts  from  d 
golden  days  of  burlesque.  When 
comes  to  42nd  Street,  would  you  b 
against  this  man? — Eric  Schmucklet 


Real  estate  mogul  Seymour  Durst 
Betting  on  42nd  Street. 
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Performance 
Beyond  Your 
Expectations. 


Untangling  your  energy  management  problems 
before  they  tie  up  your  facility 


^^^^ 


Johnson  Controls  tncfg) 
management  system  achieves 
annual  cost  avoidance  of 
$130,000„pays  for  itself  in  nine 
months  and  improves  comfort 
levels  for  Monroe  County 
Community  School  Corp., 
Bloomington,  IN. 


When  you  hear  complaints 
about  comfort,  see  your 
utihty  bills  go  up,  or  your 
building's  equipment  go 
down,  you  know  you  have 
an  energy  management 
problem. 

If  your  facility  is  more 
than  10  years  old,  you  may 
have  less  obvious  problems. 
Aging  equipment,  outmoded 
technology  and  changing 
building  usage  may  be  the 
culprits. 

Johnson  Controls  brings 
over  100  years  of  experience 
in  recognizing  and  solving 
these  money-wasting  prob- 


lems. We're  sensitive  to  the 
unique  energy  management 
requirements  of  your  facility, 
whether  it's  a  hospital,  re- 
tail store,  warehouse,  school, 
or  office  building  of  any  size 

We  can  design  and  im- 
plement solutions  that 
provide  greater  cost-effec- 
tiveness with  no  compromise 
in  occupant  comfon.  And 
you'll  take  comfort  in  the 
prompt  payback  of  your 
investment  and  our  flexible 
financing  packages. 

Don't  wait  for  an  energy 


management  crisis  before 
you  call  Johnson  Controls. 
Call  now  at  1-800-972-8040 
and  avoid  one  In  Wisconsin, 
call  1-800-472-6533.  Or 
write,  Johnson  Controls, 
Systems  and  Services  Divi- 
sion, C19,  Milwaukee,  WI 
53201-0423. 


©  1989  Johnson  Controls.  Inc 
JC-8933  , 
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Economic  history, 
online 

How  much  did  Columbus'  journey 
to  the  New  World  really  cost?  On 
questions  like  this,  Rutgers  history 
professor  Martha  Howell  can  help. 
Columbus  spent  1.5  million  Castilian 
maravedis  on  his  trip,  enough  to  buy 
53,000  days  of  unskilled  labor,  which 
in  the  U.S.  today  would  cost  $1.4  mil- 
lion. Such  are  the  insights  made  possi- 
ble by  a  computerized  database  How- 
ell is  now  compiling. 

Why  bother?  Howell,  44,  codirector 
of  the  Medieval  &  Early  Modem  Data 
Bank,  hopes  her  work  will  enable 
scholars  to  do  systematic  economic 
analysis.  Until  now,  economic  data 
for  the  9th  through  the  18th  centuries 
have  remained  strewn  about  in  thou- 
sands of  musty  European  archives. 
That's  the  reason,  she  says,  much  me- 
dieval and  Renaissance  scholarship  is 
"like  trying  to  talk  about  the  effects  of 
the  First  World  War  on  the  English 
without  knowing  something  about 
the  financial  cost,  the  loss  of  produc- 
tive power  it  inflicted." 

Before  turning  to  history,  Howell 
was  an  investment  banker  at  Dillon, 


Stoen  B<)l|onis 


Rutgers  professor  Murt/x4  Howell 
From  archives  to  disk  drives. 

Read  &  Co.  for  three  years,  working 
on  financing  plans  for  the  Alaska  gas 
pipeline.  Her  current  project  seems 
even  more  ambitious.  Begun  in  1987, 
the  database  will  take  ten  more  years 
to  complete. 

The  database  already  contains  more 
than  13,000  currency  rates.  By  next 
March,  Howell  plans  to  add  data  on 
medieval  wages,  prices,  weights  and 


Restaurateur  Harry  Poulakakos 
"People,  they  are  still  afraid. 


Shonna  Valeska 


measures.  All  of  this  economic  detail 
will  be  available  for  a  nominal  fee  to 
any  scholar  with  a  personal  computer 
and  a  modem. 

Why  refine  our  understanding  of 
economics  past?  Listen  to  Howell's 
observations  on  the  inflationary  tulip- 
omania  that  swept  Holland  in  the 
17th  century:  "This  was  one  of  the 
first  times  m  history  when  getting 
rich  quick  on  trade  and  financial  mar- 
kets became  a  possible  way  of  life. 
That  made  the  economy  terrifically 
volatile  at  the  luxury  end."  Sound  fa- 
miliar? Adds  Howell:  "The  prices 
paid  for  tulip  bulbs  were  no  crazier 
than  paying  $5  million  for  a  Park  Ave- 
nue apartment  or  $54  million  for  Van 
Gogh's  'Irises.'  " — Fleming  Meeks 


Bk>  trouble  with  Harry 

Harry  Poulakakos  can  certainly 
roll  with  the  punches.  The  pro- 
prietor of  Harry's  at  Hanover  Square, 
one  of  Wall  Street's  favorite  watering 
holes,  Poulakakos  says  business  has 
not  suffered  since  the  1987  stock  mar- 
ket crash.  This  year  he  expects  to 
match  his  record  1988  revenues  of  $5 
million.  That's  a  tall  order  consider- 
ing that  13,000  Wall  Street  jobs  have 
been  slashed  in  the  past  18  months 
and  several  firms — including  Bear, 
Steams  &.  Co.  and  Alex.  Brown  &. 
Sons — have  moved  to  midtowTi  Man- 
hattan, several  miles  north  of  Harry's. 


But  Poulakakos,  51,  has  prospered 
with  a  strategy  that  suits  the  times. 
There  may  be  fewer  people  working 
on  Wall  Street  these  days,  but  many 
seem  to  be  logging  longer  hours. 
That  has  helped  Poulakakos  expand 
his  takeout  and  delivery  service.  He 
sends  out  100  to  150  dinners  nightly, 
typically  to  hungry  financial  types 
grinding  away  late  hours  in  the  of- 
fice. Tabs  vary  from  $10  to  $30  per 
meal.  In  the  fall  Poulakakos  is  plan 
ning  to  introduce  a  takeout  bakery 
and  a  late-night  service  enabling 
weary  financiers  to  order  their  din 
ners  and  tote  them  home  in 
microwaveable  containers. 

Talk  about  market  savvy.  In  1984 
Poulakakos  sold  his  second  restau 
rant,  Harry's  at  the  American  Ex 
change,  and  opened  a  new  Harry's  at 
the  Woolworth  Building  near  City 
Hall.  "There  we  get  lawyers,  politi- 
cians, insurance  people,"  he  ex- 
plains. "They're  not  as  affected  by 
the  markets." 

Poulakakos  shuns  his  customers' 
stock  tips,  but  he  does  listen  to  the 
600-plus  Wall  Streeters  who  pass 
through  Harry's  every  day.  Where 
does  he  see  the  stock  market  heading? 
"People,  they  are  still  afraid,"  he  says. 
"But  I  think  in  another  six  months  or 
a  year,  this  will  be  the  best  market 
ever.  It  always  takes  time  to  work  its 
way  back  up,  but  you'll  see." 

We'll  drink  to  that.— J.Z. 
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AUTOMATIC  DOCUMENT  FEEDING 


AUTOMATIC  DUPLEXING 


AUTOMATIC  SORTING  OPTIONS 


Frantically  looking  for  a 
iependable  25-cpm  copier?  Relax. 

Canon's  new  Anxiety  Reduction 
>eries  takes  the  worry  out  of  copying. 

Innovations  like  a  long-life  copying 
Jrum,  sophisticated  fine-grain  toner 
ind  self-diagnosing  control  panel 
vere  specifically  designed  to  give  you 
nore  copies  and  fewer  headaches. 


AUTOMATIC  REPRODUCTION  RATIO 


AUTOMATIC  EXPOSURE 


AUTOMATIC  PAPER  SELECTION 


And  whether  you  choose  the 
NP3825  with  its  duplexing,  editing 
and  color  capabilities  or  the  more 
basic  productivity  of  the  NP  3325,  you 
can  count  on  the  Anxiety  Reduction 
Series  to  deliver  what  you  need  most 
from  your  office  copier  Increased 
reliability  without  increasing  your 
blood  pressure. 


CitEAru  \   Come  see  The  Carion 
."*!"y*o  J  Greater  HafOo'd  Open 


ii  or,  CBS  Television 


Canon  NP  3825/3325 

Anxiety  deduction  Series 

For  more  information,  call  toll  free1-800-OK  CANON.  Or  write  Canon  USA.,  Inc..  PO.  Box  3900.  Peoria,  IL  61614    ©  1989  Canon  U.S.A.  Inc 


Cnioy  easy  ex  tended  payments 

«im  ffie  Canon  Credrt  Card  Ask  lor  Oetaos 

ai  c)aricipaU:9  Caron  deaters  and  reiaaie's 

AvaoaCXeortfynUS 


BSN 


has  acquired  five  of  the 
European  food  businesses  of 


RJR  Nabisco,  Inc. 


The  undersigned  acted  as  financial  advisors  to 
BSN  in  connection  with  this  transaction. 


Lazard  Freres  &  Co.  Lazard  Freres  &  ClE 


Lazard  Brothers  &  Co.,  Ltd. 


June  15,  1989 


The  Forbes/WUshire  5000  Review 


Edited  bv  Steve  Kichen 


UoMMiUi  closeiqi 


3250 
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2500 
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1750 

1500 
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Market  value  of  Wilshire  5000: 
S2,972.8  billion  as  of  6/16/89 


-Wilshire  5000  equity  index' 

The  total  price  of  all  stocks  for 
.which  daily  quotations  are 
available,  weighted  by  market  value 


Dow  Jones 
industrial  average 

The  total  price  of  30 
blue-chip  industrial  stocks, 
adjusted  to  reflect  splits. 


I   I  M  I   1  1  I  I  I  I  I   I  I  I  I  I  i   I  I  I  I  I  I  I  I  I   I  I  I  II  I  I  I  I  I  I  I  I  I  I  I  I  I 

■■">  80  81  '82  '83  84  85  '86  87  88  '89 


o  O  Percent  change  in  last  two  weeks 


I     I     I     I     I     I     I     I 

A     S    O     N    D    I       F      .M  .A    M    I 


Resistance  at  the  2500  level.  In  the  last  two  weeks  the 
Dow  industrials  slipped  back  to  2486 — down  1.2%.  Since 
the  start  of  the  year,  however,  the  Dow  shows  a  14.7% 
gain,  the  Wilshire  index  a  15.9%  gain.  According  to  Ste- 
phen Leeb,  editor  of  Indicator  Digest,  "The  recent  down- 
turn in  long-term  yields  means  that  a  recession  is  as 
elusive  as  ever."  Leeb  adds,  "There  has  never  been  a  major 
market  correction  or  economic  recession  when  bond 
yields  are  declining." 


A  strengthening  dollar  may  have  encouraged  investors 
to  take  profits  during  the  last  two  weeks.  A  stronger 
American  currency  will  make  foreign  goods  more  compet- 
itive and  reduce  the  dollar-denominated  earnings  of  U.S. 
multinationals.  On  the  positive  side,  takeover  targets 
such  as  Time  Inc.  and  nwa  probably  dampened  selling 
activity.  Consumer  nondurable  and  transportation  shares, 
with  declines  of  0.7%,  show  the  smallest  two-week 
losses.  The  Wilshire  index  fell  1.1%. 


Closeup  On  the  Equity  Markets 


Performance  of  six  leading  indexes 

Percent  change  . 

Wilshire 
5000 

Forbes 
500- 

Dow  lones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

'  in  last  4  weeks 

0.5 

0.2 

-0.6 

0.4 

2.3 

1.2 

in  last  52  weeks 

17.7 

17.2 

18.2 

17.5 

18.4 

15.6 

Stock  performance  based  on  six  k^  investor  yardsticks' 

Percent  change 

Company  size 

Volatility^ 

P/E  multiple 

Dividend  yield 

Growth  profile' 

Share  price 

large 

small 

high 

low 

over  21 

under  8 

over  4.5% 

none 

high 

low 

over  $34 

ondei  $5 

in  last  4  weeks 

1.0 

3.4 

1.1 

2.0 

1.5 

2.6 

2.5 

1.8 

1.7 

1.5 

1.3 

3.2 

in  last  52  weeks 

19.9 

22.0 

13.2 

10.5 

27.6 

15.3 

6.0 

23.0 

16.9 

15.7 

22.7 

6.4 

'Wilshire  index  reflects  price  pcrtormance.  It  didets  slightly  Iruni  m.ukct  value  ui  ciutitanJinj;  stocks  bcc.uisc  ol  retirements  cit  equity  since  index  was  created.  "Based  on  sales. 
Equal  weighted  indices  containing  all  shares  with  market  capitalizations  over  SIO  miUion/'A  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide 
price  fluctuations,  low-volatihtv  issues  are  more  stable   ^A  quantitative  evaluation  ot  .i  stock's  (growth  imai;e.  determined  by  Wilshire  Associates. 

Note:  All  data  ftfr  periods  ending  6/16/89.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif.  """'  '^"''' 
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Where  the  Action  Is 


The  battle  for  hearts,  minds  and  shareholders  exploded  as 
media  giants  Time  Inc.,  Paramount  Communications  and 
Warner  Communications  engaged  in  a  complex  merger 
war.  In  the  last  two  weeks  Time  jumped  32%  on  Para- 
mount's  bid  for  the  company.  John  Farrow,  a  Randolph 
Center,  Vt.  money  manager,  says,  "Investors  would  be 
well  advised  to  keep  away  from  these  stocks."  Farrow 


thinks  the  original  stock  swap  proposed  by  Time  an 
Warner  made  sense.  But  he  is  afraid  that  Time's  effort  t 
fend  off  Paramount  with  a  new  leveraged  buyout  offer  fc 
Warner  will  produce  a  debt-burdened  firm. 

The  big  losers  the  last  two  weeks  were  technolog 
stocks.  Ashton-Tate  and  3Com  posted  losses  in  excess  c 
23%,  while  Novell  declined  by  17%. 


i 


Percent  change  in  last  52  weeks   0<2>  Percent  change  in  last  2  weeks 


Capital  goods 


+  50 


<^ 


-25 
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•88 


l'89 


Consumer  durables 

0  ^""^^^^^ 

-25 

1  1  1  1  M  1  1  1  1  M  1  1 

1  1  1  M  1  1  1  M  1  1 

-88 

'89 

Consumer  nondurables  and  service) 


+  50 


-25 
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Energy 

+  50          r- 

^ 

.'— ^\^ 

-25 

II  1   1   1   1   1   1   1   1   1   1   1   1 

1  1  1  M  1  1  1  1  1  1  II 

-88 

l'89 

Finance 

*'"  <i>     ^__^ 

0 

-25 

1  1  1  M  1  1  1  1  1  1  1  1  1      III 

1  M  1  1  1  1  M 

'88                     '89                                    1 

Raw  materials 


+  50 


-25 
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Technology 


+  50 


-25 
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Transportation 


-  <rv 


-25 
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Utilities 


+  50 


-25 
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What  the  Analysts  Think 


Downbeat  analysts.  Wall  Street  forecasters  downgraded      were  hit  the  hardest.  Ryder  Systems'  1989  earnings  esti 
eight  of  the  nine  Wilshire  sectors  in  the  last  two  weeks,      mate  was  lowered  from  $2.56  to  $2.39,  while  the  forecast 
Only  the  energy  sector  was  spared.  Transportation  shares     for  Sea  Containers  was  trimmed  20  cents,  to  $5.12. 


roreeasting  the  Forbes  Sales  500 


Performance 
period 


Average 
earnings  per 
share  P/E 


latest  12  months 

1989  estimates 

1990  estimates 


$3:35 
3.79 
4.16 


12.9 
11.4 
10.4 


Rank  based  on 
change  in  estimate 

Sector 

Estimated  1989 
EPS             P/E 

%  change  in  1989  estimata 
in  2  weeks       in  4  weeks  ' 

1                           Energy 

$3.34 

11.6 

0.78% 

1.56% 

2 

Consumer  nondurables 

2.65 

14.9 

-«.10 

-0.26 

3 

Utilities 

3.02 

11.6 

-0.13 

-0.19 

4 

Capital  goods 

2.99 

13.2 

-0.15 

-0.21 

5 

Raw  materials 

3.46 

9.4 

-0.15 

0.18 

6 

Finance 

3.53 

9.6 

-0.31 

-3.94 

7 

Consumer  durables 

3.52 

10.8 

-0.66 

-0.40 

8 

Technology 

3.19 

11.5 

-0.88 

-1.54 

9 

Transportation 

2.76 

11.3 

-1.25 

-2.41 

Earnings  proicctions  arc  capitalization-weighted  conscn-uv  estimates  trom  ovei  .3,000  secuniv  aiulvsis  Data  arc  comrilcd  and  updated  ccmtinuallv  hv  the  Institutional  Brokers 
Estimate  System  (IBESl  a  service  of  Lynch,  loncs  &  Ry.jn  a  New  York  hascd  hrokcragc  firm 

Note:  All  data  for  periods  (.lulini^n^^^ 


^P^^^^i^oTwrrarvAssoaates^^ 
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Both  come  with 

a  service  guarantee 

One  canoe  heard 

24,901  miles  away 


The  speaker  on  the  left  is 
among  the  most  powerful  in 
the  world.  It  can  be  heard 
approximately  1/4  mile  away 

Calls  made  on  AT&T  Long 
Distance  Service  can  be  heard 
all  the  way  around  the  world. 
And  AT&T  promises  you  high- 
quality  connections,  24  hours 
a  day  365  days  a  year  AT&T 
is  actually  the  most  reliable 
long  distance  carrier  available. 
And  it  comes  with  a  service 
guarantee. 

That  means,  no  matter 
where  you're  calling  ft^om,  you 
get  uncompromising  sound 
qualit);  consistent  low  prices, 
immediate  credit  for  misdialed 
calls,  and  the  ability  to  call 
an}^where  in  the  world. 

To  get  a  service  guarantee, 
make  sure  you  hear,  "Thank 
you  for  using  AT&T."  Nothing 
can  make  you  sound  better 

We're  here  to  help.  For 
assistance,  call  1  800  222-0300. 


AT&T 
Long 
Distance 
Service 


AT&T 

The  right  choice. 


1989  AT&T 


Statistical  Spotlight 


Are  Tokyo  stocks  too  dear?  Or  are  New 
York  stocks  too  cheap?  Raider  Irwin  Jacobs 
turned  a  pretty  penny  on  the  discrepancy 
between  Tokyo  and  New  York  PIEs. 

A  new  kind 
of  arbitrage 


By  Evan  Storza 


iNNEAPOLis  RAIDER  Irwin  Ja- 
cobs,  discovering  a  new  form 
of  global  arbitrage,  made  a 
nice  bundle  off  Shaklee  (Forbes,  ywne 
12).  He  noticed  that  Shaklee's  partly 
owned  Japanese  subsidiary  was  trad- 
ing in  Tokyo  at  a  price  that  made  the 
parent's  stake  in  it  worth  more  than 
the  entire  value  of  the  parent  on  the 
New  York  Stock  Exchange.  Not  sur- 
prising, given  the  huge  price/earnings 
multiples  Japanese  investors  are  com- 
fortable with. 

Jacobs,  who  made  his  first  money 
selling  distressed  merchandise, 
knows  how  to  turn  a  dollar.  He 
bought  shares  in  the  whole  company 


and  induced  it  to  sell  its  Japanese  sub- 
sidiary to  a  Japanese  drug  company  for 
more  than  the  whole  company  was 
worth  when  he  got  in.  Then  he  got  the 
Japanese  to  buy  the  rest,  and  doubled 
his  money  in  five  months. 

Says  William  Jacques,  a  partner  at 
Martingale  Asset  Management  in 
Boston:  "The  Shaklee  story  really  em- 
phasized the  valuation  discrepancies 
in  various  markets." 

Is  there  another  Shaklee  out  there? 
Evidently  nothing  that  juicy,  but  we 
have  turned  up  a  list  of  companies 
with  valuable  Japanese  operations.  If  a 
Japanese  company's  earnings  are 
worth  40  times  earnings,  why 
shouldn't  an  American  company's 
Japanese  earnings  be  worth  that  much 


What  if  U.S. 

Stocks  had  Japanese  multiples? 

U.S.  companies  can  capitalize  on  the  high  P/E  multiples  of  the  Tokyo 
market  by  taking  their  Japanese  subsidiaries  public  over  there.  A  handful 
of  U.S.  multinationals  have  done  this.  Here  are  some  that  haven't — yet. 
They  all  have  Japanese  subsidiaries  that  could  be  worth  a  large  fraction  of 
their  U.S.  market  capitalizations. 

Company 

Recent 
price 

Pretax  profit 

fapanese  sub 

at  150  yen/dollar 

nillion 

Hypothetical 

value  of 
subsidiary* 

1 

Per 

U.S. 
share 

Subsidiary 

value  as  % 

of  parent 

CO.  value 

Molex 

32 

$47 

$800 

31'/4 

98% 

Applied  Materials 

273/4 

13 

210 

13 

47 

IBM 

109W 

1,391 

23,400 

391/! 

36 

Nordson 

48 

7 

120 

12'/2 

26 

AMP 

42 '/4 

62 

1,040 

9'/2 

23 

Coca-Cola 

56'/8 

270 

4,540 

i2y4 

23 

Mobil 

49 

179 

3,020 

71/4 

15 

Digiul  Equipment 

91% 

95 

1,600 

131/4 

14 

Sun  Microsystems 

I6V4 

10 

170 

Vh 

11 

Tandem 

17'/, 

11 

190 

1 

11 

•Assuming  an  aftertax  price/earnings  multiple  of  40  and 

a  58% 

tax  rate 

instead  of  the  multiples  of  10  to  1 
routinely  given  U.S.  stocks? 

The  Weekly  Toyo  Keizai  publishes  ai 
annual  directory  listing  the  pretax  in 
comes  of  Japanese  subsidiaries  of  U.S 
multinationals.  These  profit  figure 
are  public  in  Japan,  even  though  thi 
parents  generally  don't  disclose  then 
to  their  U.S.  shareholders. 

Next,  we  assumed  a  58%  tax  rab 
for  the  subsidiary,  the  top  rate  in  Ja 
pan,  and  a  multiple  for  the  Japanestj 
operation  of  40,  which  is  on  the  lov| 
side.  (The  average  p/e  in  Tokyo  is  55. 
We  compared  the  resulting  hypotheti 
cal  valuation  of  the  Japanese  opera 
tion  with  the  market  valuation  of  tht 
U.S.  parent.  In  the  table  we  list  IC 
multinationals  that  have  100% 
owned  Japanese  subsidiaries  poten 
tially  worth  at  least  10%  of  the  par 
ent's  market  value. 

Are  these  genuinely  hidden  values? 
Or  is  this  just  amusing  arithmetic? 
Impossible  to  say.  A  first  step  to  real 
izing  the  values  might  be  a  decision 
by  the  parent  to  make  a  public  offer- 
ing of  its  Japanese  subsidiary.  Consid-  »fi 
ering  how  cheap  equity  capital  is  over    ^ 
there,  that  could  become  a  common  ^ 
tactic  over  the  next  decade. 

Shinichi  Fuki  is  an  associate  of 
New  York  City-based  Jafco  America 
Ventures  Inc.,   an  advisory  firm  to 
companies  considering  making  public 
offerings  in  Japan.  He  suggests  anoth 
er  motivation  for  a  Tokyo  offering:  In 
Japan,  public  companies  have  prestige 
that  can  lead  to  higher  revenues,  alii 
ances  with  better  banks  and  improved  §2.^ 
recruiting  prospects. 

Lisle,  111. -based  Molex,  a  manufac 
turer  of  cables  and  connectors,  has  i 
subsidiary  potentially  worth  nearly 
$800  million,  or  98%  of  the  recent 
value  of  shares  in  the  U.S.  parent  trad 
ed  over  the  counter.  You  don't  have  to 
bank  on  a  raid  by  Jacobs  to  see  a  buy 
here.  Think  of  it  this  way:  The  non 
Japanese  operations,  which  probably 
earned  about  SI. 30  a  share  last  year, 
are  trading  pretty  cheap. 

Beyond  all  this  lies  an  intriguing 
question:  Are  U.S. -based  stocks  un- 
dervalued? Or  is  the  Tokyo  Stock  Ex- 
change overvalued?  The  world  seems 
happy  to  capitalize  Matsushita's  sub- 
stantial U.S.  earnings  at  Japanese 
multiples,  while  capitalizing  ibm's 
Japanese  earnings  at  U.S.  multiples. 
To  be  sure,  Matsushita's  growth  rec- 
ord is  better  than  ibm's;  nonetheless, 
the  nearly  twofold  difference  in  both 
price/earnings  and  price/cash  flow 
multiples  is  striking.  The  question 
arises  because  the  speculative  arith- 
metic above  depends  entirely  on  arbi- 
trage between  two  markets  that  are 
very  much  out  of  line.  ■ 
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Wealth 


» 


Owners 
ManuaL 


ut  of  Time's  "People"  section  came 
eople  Magazine... Now,  out  of  Forbes 
lagazine's  "Personal  Affairs"  section  is 
oming  a  sparkling,  alive  new  annual: 
FORBES  Personal  Affairs 

The  first  edition  will  be  received  by  ever}' 
ne  of  FORBES'  700,000  subscnbers  with  this   . 
•ctober's  eighth  annual  Four  Hundred 
ichest  Americans  issue. 

FORBES  Personal  Affairs,  a  specially 
xpanded  edition  of  the  popular  Personal 
ifairs  section  of  FORBES,  will  deliver  to 
s  subscribers  (one  out  of  every  three  is 
millionaire)  insights  and  advice  on 
ow  best  to  use  their  wealth  to  enrich 
tieir  nonbusiness  lives,  with  the  con- 
dence  they  have  come  to  expect 
•om  FORBES,  the  authority: 

On  travel— to  fresh  destinations, 
'here  price  is  secondary  to  uniqueness  and  value. 

On  art  and  collectibles— for  the  fun,  the  beauty  and  the 
itellectual  stimulation. 

On  exhilarating  sport— for  all  seasons,  for  those  who  needn't 
urry. 

On  attire  that  suits  their  station  and  their  interests. 

On  new  electronic  hardware  that  can  make  a  busy  life  easier 
1  the  castle  called  home. 

From  authoritatively  chosen  fine  wines  that  will  pay  for  them 
slves  to  beautifully  engineered  cars  that  are  a  kick  to  drive,  to 
ailboats  she  will  also  love,  to  imaginative  gifts... FORBES 
ersonal  Affairs  will  single  out  the  top  of  the  line  in  things  and 


places  and  personal  enthusiasms 
that  sophisticated,  wealthy, 
active  FORBES  readers  want  to 
know  more  about. 
It  will  be  written  in  FORBES' 
witty  irreverent  style  and  its 
editor  is  William  G.  Flanagan,  who 
has  been  in  charge  of  FORBES' 
regular  "Personal  Affairs"  section 
since  it  started  nine  years  ago. 
Whether  this  great  new  Forbes  pub- 
lication will  be  an  annua!  or  more 
frequent  will  be  decided  by  you. 
But  advertisers  who  want  to  reach 
America's  richest  concentration  of  readers 
can  bet  their  advertising  bucks  that  this 
October's  first  edition  of  FORBES  Personal 
Affairs  will  be  as  intently  as  avidly  read  as 
the  FORBES  400  with  which  it  will  be  distributed. 
^^  And  subscribers  won't  be  the  only  ones  getting 

a  double  hit.  Advertisers  who  run  ads  in  both  magazines 
will  receive  50%  off  their  earned  rate  on  their  FORBES  Personal 
Affairs  insertion.  Those  who  run  in  FORBES  Personal  Affairs 
only  will  be  charged  a  special  introductory  rate. 

If  you  want  your  message  to  reach  the  wealthy  both  where 
they  live  and  where  they  work,  run  your  ads  in  the  only  business 
magazine  that  makes  it  its  business  to  address  both.  FORBES. 

For  more  information  on  advertising  in  this  special  magazine, 
contact  FORBES'  Consumer  Advertising  Manager,  George  Clissold, 
or  Evelyn  Mitchell  1212/620-2200).  Issue  date  is  October  23,  but 
closing  for  all  advertising  is  September  5. 


Put  your  message  where  the  money  is. 


Forbes 

Capitalist 'Ih)}' 


KfW1988 

Outstanding  Perfornuince 
Founded  on  40  Years  of  Experience 


KfW  -  established  in  1948  to  lend  Marshall  Plan 
funds  for  the  reconstruction  of  the  German  economy  - 
today  is  an  instrument  serving  public  policy  objectives 
of  the  Federal  Government. 


Main  activities  (loan  commitments  in  DM  billion) 


5.0 


6.4 


1987     1988 


2.1 


4.3 


3.1 


4.6 


2.7 


3.0*) 


Small  and 

medium-sized 

enterprises 


Environmental 
protection 


Exports 


Developing 

countries 

*)  incl.  grants 


KfW's  long-term  loans  and  grants  help  create  more 
jobs  in  Germany's  small  and  medium-sized  enter- 
prises, support  environmental  protection  and  further 
the  expon  industries.  In  its  capacity  as  the  Federal 
Republic's  development  bank,  KfW  channels 
Government  assistance  to  developing  countries. 


Highlights  of  KfW's  Balance  Sheet 

(DM  billion)  1988 


1987 


Balance  sheet  total 

105.5 

96.8 

Loans  granted 

96.7 

88.2 

Banking  liabilities 

75.4 

69.6 

Bonds 

15.4 

13.7 

Capital  and  reserves 

3.9 

3.7 

Net  income  (DM  million) 

400 

376 

As  a  major  source  of  funds  KfW  issues  high  quality 
bonds  and  notes.  KfW's  long-term  debt  has  been  rated 
"Triple  A"  by  the  leading  international  rating  agencies. 

A  copy  of  KfW's  1988  Annual  Report  is  available 
upon  request. 


KfW 


Kteditanstalt 
fur  Wiederaufbau 

RO.  Box  11  11  41 
D-6000  Frankfurt/Main 
Federal  Republic  of  Germany 


Capital  Markets  aas 


MONEY  &  INVESTMENTS 


Bondholders  suffered  in  the  RfR  buyout, 
but  there  are  some  good  buying  opportu- 
nities in  the  bonds  nonetheless. 

WHEN  THE 
SMOKE  CLEARS 


By  Ben  Weberman 


A  humongous  volume  of  fixed-in- 
come issues — junk  bonds  and  pre- 
ferred stocks — was  created  by  the 
leveraged  buyout  of  rjr  Nabisco. 
These  securities  are  worth  a  serious 
look  by  the  investor  who  can  stom- 
ach the  risk.  Moreover,  the  securi- 
ties are  fairly  liquid,  as  junk  goes, 
because  there  are  so  many  of  them 
outstanding. 

When  I  say  risk,  I  mean  it.  The 
debt-to-equity  ratio  in  rjr  Holdings, 
as  the  now-private  company  is 
called,  is  a  breathtaking  10-to-l, 
against  a  par  for  corporate  America 
of  about  l-to-2. 

But  there  is  considerable  collater- 
al behind  the  securities.  The  assets 
include  such  formidable  brand 
names  as  Winston,  Salem,  Oreo, 
Planters  and  Life  Savers.  In  1988, 
the  last  full  year  before  the  takeover 
by  Kohlberg  Kravis  Roberts  became 
effective,  rjr  generated  operating 
income  (before  interest,  taxes  and 
depreciation)  of  S3. 6  billion  on  sales 
of  just  under  $17  billion. 

But  the  huge  supply  of  fixed-in- 
come securities — including  $4  bil- 
lion in  preferreds,  $1.8  billion  in 
convertible  bonds — results  in  yields 
that  are  quite  generous  by  market 
standards. 

Hcii  VC'ehcrmcin  is  a  cunihhulhig  edilor  of 
Forbes  magazine. 


Meanwhile,  the  sale  of  part  of  the 
European  food  operations  for  S2.5 
billion  in  early  June  indicates  that 
RJR  will  have  little  difficulty  meet- 
ing its  objective  of  selling  off 
enough  assets  to  reduce  the  debt  to 
manageable  proportions.  Earlier  es- 
timates of  the  values  to  be  realized 
from  these  operations  had  ranged 
from  $1.5  billion  to  SI. 75  billion. 
The  $750  million  to  $1  billion  in- 
crement provides  a  cushion  right 
from  the  start,  which  could  help  rjr 
retain  some  of  the  assets  now  on  the 
offering  list. 

RJR  securities  are  available  to  suit 
any  fixed-income  taste.  There  are 
15%  pay-in-kind  bonds,  13'/2%  sub- 
ordinated debentures,  subordinated 
extendible  reset  debentures  carry- 
ing a  13 '/s%  coupon  for  the  first  two 
years,  subordinated  floating  rate 
notes  that  pay  3.85%  over  Libor  (a 
benchmark  of  the  international 
money  markets),  some  pay-in-kind 
reset  preferred  stock,  and  a  very 
complicated  convertible  reset  pay- 
in-kind  debenture. 

A  pay-in-kind  security  pays  no 
cash  yield;  instead,  the  holder  is 
credited  with  more  of  the  same  se- 
curities. Like  the  more  familiar  ze- 
ros, these  enable  a  highly  leveraged 
company  to  offer  high  yields  while 
minimizing  its  cash  debt  service  for 
a  while. 

A  reset  security  is  one  that  will 
have  its  interest  or  dividend  reset  at 
some  future  date  (usually  within  a 
year  or  two).  The  yield  is  supposed 
to  be  set  just  high  enough  to  cause 
the  security  to  trade  at  par — if  all 
goes  according  to  plan.  Thus,  it  is 
similar  in  intended  result  to  a  puta- 
ble  bond,  which  the  holder  can 
dump  back  on  the  issuer  at  a  speci- 
fied future  date. 


The  RJR  convertibles  have  a 
strange  name  ("converting  deben- 
tures") and  several  very  strange 
properties.  For  one  thing,  they  are 
convertible  into  rjr  common  stock, 
but  RJR  common  doesn't  trade  now, 
so  it's  hard  to  evaluate  the  conver- 
sion feature.  For  another,  the  stated 
conversion  ratio  (how  much  com- 
mon stock  you  get  if  you  trade  in 
the  bond)  is  not  the  actual  conver- 
sion ratio.  That's  because  of  a  provi- 
sion specifying  that  bondholders 
who  convert  forfeit  four  years  of 
interest.  Also,  the  conversion  op- 
tion can  be  exercised  only  in  1993, 
which  greatly  limits  its  value.  Fi- 
nally, their  interest  rate  is  changed 
twice,  once  to  a  preset  premium 
over  Treasurys  and  later  according 
to  a  reset  clause. 

If  all  SI. 8  billion  (starting  par  val- 
ue) of  the  convertible  pay-in-kind 
debentures  are  traded  in  for  stock, 
then  these  bondholders  will  own 
one-fourth  of  rjr.  Assuming  the  lost 
interest  would  have  been  15%  an- 
nually, that  means  that  $3.2  billion 
of  debt  would  be  traded  in.  In  short, 
the  converts  will  be  in  the  money 
only  if  the  remainder  of  the  equity, 
owned  by  the  insiders,  is  worth  al- 
most $10  billion  in  1993,  which  is  a 
stretch. 

Goldman,  Sachs  analyst  Law- 
rence Pidgeon,  a  bull  on  the  con- 
vertible, evidently  isn't  banking  on 
the  conversion  feature  at  all.  But  he 
still  likes  the  securities.  He  figures 
that  the  reset  will  probably  succeed 
in  bringing  the  bond's  price  up  from 
a  recent  94  to  par  of  100.  That 
would  bring  an  annualized  total  re- 
turn of  20%  if  the  reset  is  put  off  to 
May  1 99 1,  the  final  possible  date, 
and  more  if  the  company  resets  be- 
fore then. 

For  a  similar  reason,  Pidgeon 
thinks  the  preferred,  at  a  recent  23, 
will  provide  an  annualized  return  of 
at  least  21%  between  now  and  the 
last  reset  date  in  May  1991.  But 
both  these  calculations  assume  that 
the  company  doesn't  stumble  in  the 
meantime. 

If  these  prospective  yields  in- 
trigue you,  keep  this  in  mind,  how- 
ever: If  you  put  your  money  in  junk 
securities,  don't  put  it  all  in  one 
basket.  Diversify.  Read  the  admoni- 
tions about  junk  bonds  by  my  col- 
leage  John  Heins  in  the  previous 
issue  (Forbes,  ///;«' J6).  Put  simply, 
you  should  spread  your  junk  bond 
commitment  over  at  least  ten  is- 
sues. That  way  a  default  in  one  or 
two  issues  won't  break  you.  ■ 
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The  Contrarian 
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No,  ifs  not  too  late  to  buy  stocks.  There 
are  some  excellent  opportunities  because 
of  the  nervousness  that  prevails. 

DID  YOU  MISS 
THE  BUS? 


By  David  Dreman 


Who  would  have  believed  that  the 
s&p  500  would  rise  40%  in  the  past 
18  months?  Only  a  year  and  a  half 
ago  the  majority  of  experts  were 
waiting  for  a  second,  even  more  dev- 
astating, downturn  than  October 
1987's.  The  few  of  us  who  wrote 
that  the  market  looked  far  more  like 
1962  (when  it  bounced  back  sharply 
in  a  relatively  short  period)  than 
1929  were  a  lonely  minority. 

Now  what?  Is  it  late  in  the  game? 
If  you  are  out  of  the  market,  should 
you  stay  on  the  sidelines?  If  you  are 
in,  should  you  cut  back? 

I  would  answer  both  questions 
with  a  resoundmg  no.  The  market 
rise  has  not  exhausted  itself. 

Although  on  the  surface  the  1987 
and  1988-89  runups  look  very  simi- 
lar, they  are  dramatically  different. 
If  one  examines  the  underlying  fun- 
damentals, stocks  present  good  val- 
ue today,  whereas  back  in  1987  be- 
fore the  crash  they  were  sharply 
overpriced.  Here's  why. 

In  1987  the  market  was  trading  at 
22  times  earnings.  No  market  has 
stayed  at  over  20  times  earnings  for 
long  without  striking  disaster.  Only 
three  times  in  the  postwar  period 

Ootid  Dreman  is  maruif^in^  director  of 
Dreman  Value  Management  Inc.,  Irwest- 
ment  Counsel,  New  York,  and  auttxjr  of 
The  New  Contrarian  Investment  Strategy. 


has  the  market  had  a  p/e  of  over 
20— in  1962,  when  it  dropped  25% 
in  two  months;  in  early  1973,  just 
prior  to  the  worst  bear  market  in  40 
years ;  and  again  in  1987. 

What  makes  the  current  market 
very  different  is  that  the  increase  in 
earnings  has  been  one  of  the  great- 
est of  the  centvuy,  surging  almost 
60%  in  1987-88.  The  s^p's  p/e  rario 
has  been  sliced  from  22  in  late  1987 
to  about  II  or  12  today;  the  enor- 
mous gain  in  earnings  has  cut  the 
s&p's  p/e  ratio  m  half.  What's  more, 
with  the  likelihood  of  a  5%  to  10% 
increase  in  earnings  in  1989,  p/es 
will  fall  further.  The  stock  market 
has  gone  from  being  overpriced  two 
years  ago  to  representing  good  value 
at  the  present  time. 

There  are  some  excellent  oppor- 
tunities for  the  individual  investor 
precisely  because  of  the  general  ner- 
vousness that  still  prevails. 

In  today's  market,  temporarily 
disappointing  news  can  drive  stocks 
and  industries  into  the  ground. 
Take  autos.  Investors  ignore  the  re- 
markable comeback  the  domestic 
industry  has  made  since  1983 
through  major  cost-cutting,  im- 
proved quality  and  outsourcing  of 
parts  on  a  worldwide  basis.  In  spite 
of  tremendous  increases  in  profit- 
ability, the  large  U.S.  auto  manufac- 
turers trade  at  p/e  multiples  that 
anticipate  a  major  depression. 

The  best  example  is  Ford  (48).  Af- 
ter three  difficult  years  at  the  begin- 
ning of  the  decade,  the  company 
showed  record  earnings  of  $3.43  per 
share  in  1983  and  more  than  tripled 
them,  to  $10.96,  last  year.  Still,  the 
stock  has  declined  in  1989  in  the 
face  of  the  market's  major  rise.  Even 
with  auto  sales  rurming  lower  this 
year.  Ford  should  earn  $10  per  share, 


a  major  portion  of  which  comes 
from  its  highly  profitable  financial 
and  European  auto  operations.  The 
stock  trades  at  a  p/e  of  4.9  times 
depressed  1989  earnings,  and  yields 
6.2%.  A  reasonable  part  of  its  $8 
billion  cash  hoard  should  go  for 
stock  repurchases  and  possibly  hik- 
ing the  dividend  rate. 

Compare  Ford  with  Nissan,  Ja- 
pan's second-largest  auto  producer. 
Nissan  trades  at  93  times  last  year's 
earnings  and  a  mere  62.4  times  1989 
estimates.  The  market  values  each 
dollar  of  Nissan's  earnings  20  times 
as  much  as  Ford's.  True,  Nissan's 
income  should  be  stronger  than 
Ford's  in  1989  and  1990,  but  Ford's 
earnings  growth  in  recent  years  has 
been  as  robust.  Ford  also  has  an 
1 1 .4%  share  of  the  growing  Western 
European  auto  market,  compared 
with  3%  for  Nissan.  At  a  p/e  of  93, 
Nissan  has  no  margin  for  error,  if 
anything  goes  wrong,  from  higher 
U.S.  tariff  barriers  to  slower  growth 
of  its  European  or  Japanese  mar- 
ket— all  possibilities — the  stock 
could  disintegrate.  Which  stock  pre- 
sents more  value? 

Another  company  I  would  look  at 
is  Chrysler  (25),  a  second  badly  de- 
pressed domestic  manufacturer.  A 
richer  product  mix  should  improve 
earnings  this  year  by  10%,  even 
with  a  weaker  auto  market.  Chrys- 
ler trades  at  a  p/e  of  4,  a  27%  dis- 
count to  its  year-end  book  value, 
and  yields  5%. 

Another  sector  that  seems  over- 
sold is  technology,  the  mainframe 
and  personal  computer  stocks  in 
particular. 

Two  I  would  look  at  here: 

Compaq  Computer  (95)  is  the  lead- 
ing personal  computer  manufactur- 
er. Through  excellent  new  products 
and  dealer  relationships  the  compa- 
ny has  chalked  up  a  better  than 
100%  -a-year  earnings  growth  record 
over  the  past  five  years.  Earnings 
should  increase  by  at  least  25%  this 
year.  Compaq  trades  at  a  p/e  of  13 
times  1988  earnings  and  II  times 
1989  projections. 

Digital  Equipment  (91)  is  the  sec- 
ond-largest computer  company 
worldwide.  Sales  and  earnings  from 
older  products  have  fallen  off  tem- 
porarily because  the  company  will 
shortly  introduce  a  major  new  high- 
end  processor,  Aridus.  Earnings 
should  begin  to  pick  up  by  the  third 
quarter,  with  the  likelihood  of  a 
higher  stock  price  later  this  year. 
The  stock  trades  at  a  price/earnings 
ratio  of  10.  ■ 
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Y)ur  Oxford 
Summit. 

For  three  days  this  September, 

world  business  and  academic  leaders 

will  meet  at  Oxford 

You  should  be  among  them. 


occasion  is  the  sixth  annual  International  Business  Outlook  Conference 
sponsored  by  the  Intanational  Herald  Tribune  and  Oxford  Analytica  Ltd.  The  subjea  is  the 
world.  In  three  days,  in  small  seminar  groups,  participants  will  review  the  current  political, 
economic  and  social  forces  shaping  the  global  Dusiness  climate. 

At  the  same  time,  the  Conference  offers  periods  of  quiet  refleaion  and  relaxation  with 
a  social  progi-am  appropriate  to  its  distinguished  setting. 

TTie  closing  oanquet,  at  Blenheim  Palace,  will  be  addressed  by  a  leading 
international  figure. 

We  hope  you  can  join  us  in  Oxford  in  September 

The  global  newspapa 
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at  Oxford  and  otha  leading  universities. 
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Stock  Trends 


MONEY  &  INVESTMENTS 


By  Ann  C.  Brown 


With  a  15%  runup  behind  it  and  lots  of 
sweet  and  sour  news  to  digest,  the  market 
could  have  trouble  making  headway. 

SEVEN  STOCKS  FOR 
A  SCHIZO  MARKET 


mark  or  the  pound  or  the  franc) 
could  be  in  favor. 

Not  that  the  outlook  for  the  U.S. 
economy  is  all  that  bad.  So  far,  the 
Federal  Reserve  has  done  itself 
proud  m  trying  to  contain  inflation 
without  causing  a  recession.  Luck- 
ily for  the  Fed,  Congress  has  been  so 
preoccupied  writh  personnel  prob- 
lems this  session  that  it  has  been 
unable  to  enact  new  spending  pro- 
grams or  to  legislate  new  taxes — 
actions  that  would  stop  the  expan- 
sion in  its  tracks.  Also  helping  has 
been  Mr.  Bush's  making  nice  with 
the  Russians,  which  could  result  in 
deficit-reducing  lower  U.S.  military 
expenditures. 

Currently,  the  dji  average  is  up 
around  15%  since  the  first  of  the 
year — a  performance  that  is  not 
likely  to  be  repeated  in  the  third  and 
fourth  quarters.  From  now  to  De- 
cember, it  could  be  a  pitched  battle 
to  hold  on  to  this  gain  as  the  auto 
and  housing  industries  turn  in  poor- 
by-comparison  numbers,  retail  sales 
and  capital  expenditures  rise — but 
at  a  decreasing  rate — and  unem- 
ployment edges  higher.  Corporate 
profits  could  be  deceptively  strong 
well  into  next  year — in  many  cases 
the  result  of  restructuring  and  stock 
buyback  programs  rather  than  ex- 
panding business  and/or  improved 
operating  efficiencies. 

The  merger,  acquisition  and  le- 
veraged buyout  market  is  still  very 
much  alive.  If  and  when  interest 
rates  trend  lower,  activity  in  this 
area  is  likely  to  pick  up.  Further- 
more, where  disappointing  corpo- 
rate earnings  appear  and  the  prices 
of  the  related  stocks  decline,  the 
companies  in  question  could  prove 
interesting  new  targets  for  takeover 
sharpie-shooters. 


China  in  turmoil.  Hong  Kong  pan- 
icky. Unease  throughout  Korea  and 
Taiwan.  Japan  beset  by  double  un- 
happiness — first,  the  unsettled  state 
of  its  Pacific  Rim  neighbors,  and 
second,  the  recent  change  in  leader- 
ship brought  about  by  somewhat- 
less-than-honorable  business  deal- 
ings in  high  government  places.  The 
consequence  of  all  this  disorder  in 
the  Far  East  has  been  rising  U.S. 
stock  and  bond  prices  in  the  face  of 
a  domestic  economic  slowdown, 
now  that  a  lot  of  the  world's  hot 
money  has  taken  up  temporary  resi- 
dence in  our  securities  markets. 

Under  normal  circumstances, 
overseas  investors  would  be  ex- 
pected to  cash  in  some  of  their 
American  financial  instruments  as 
our  interest  rates  decline  and  cor- 
porate profits  show  signs  of  weak- 
ening. However,  remember  that 
there  are  two  decisions  foreigners 
must  make  when  investing  in  the 
U.S.  One  has  to  do  with  the  out- 
look for  our  economy,  the  other 
has  to  do  with  the  outlook  for  the 
dollar.  Right  now  it  is  the  strength 
of  our  currency  that  is  the  primary 
attraction.  Next  month  (or  next 
week  or  next  year)  the  yen  (or  the 

Ann  C  Brown  is  chief  executh<e  officer  of  the 
equity  adiisory  and  portfolio  consulting 
firm  of  AC  Brown  &  Associates. 


This  summer  I  look  for  above- 
average  stock  price  volatility  along 
with  increased  trading  volume  vis- 
a-vis the  snore  summer  of  1988. 
While  it  is  becoming  an  increasing 
challenge  to  find  equities  with  pop 
potential,  here,  from  A  to  L,  are 
seven  stocks  for  the  year's  seventh 
month.  They  could  offer  investors 
the  possibility  of  a  17%  or  more 
total  return  by  year-end. 

A&W Brands  (14,  o-t-c)  looks  like  a 
$30  stock  to  me — maybe  a  $40  to 
$50  stock  to  a  big  business  looking 
to  get  bigger,  soda  is  increasing 
sales,  widening  margins  and  proba- 
bly will  decrease  debt  expense.  Eam- 
ings-per-share  estimate  for  1989, 
$1.15.  For  1990,  $1.45  to  $1.50. 

If  stock  trading  volvune  increases 
as  I  anticipate.  Automatic  Data  Pro- 
cessing (40)  figures  to  be  a  major  ben- 
eficiary. Earnings  for  the  June  fiscal 
year  just  ended  are  estimated  to  be 
around  $2.55  to  $2.60  per  share.  For 
fiscal  1990,  aud  could  earn  $2.90  or 
more.  Near-term  target  price:  $50. 

Baxter  International  (21)  should  be 
able  to  reach  at  least  $25  this  year  if 
it  earns  the  $1.55  per  share  estimat- 
ed. Next  year  $1.85  to  $1.90  looks 
possible.  The  company  has  been  too 
disappointing  too  long.  Woman's 
intuition  (and  a  unisex  calculator) 
says  things  are  looking  up  for  bax. 

I  recommended  Blockbuster  Enter- 
tainment (15)  in  February  at  a  split- 
adjusted  II.  The  stock  shot  up  to 
18,  then  pulled  back  on  what  I  think 
is  overblown  concern  over  its  ac- 
counting practices,  bv  could  surpass 
its  earlier-year  high  on  revised  esti- 
mated earnings  per  share  for  1989  of 
$1.25  and  $2  in  1990. 

I  also  recommended  California  Mi- 
crowave (8,  o-t-c)  at  about  its  present 
price  last  December.  The  stock  rose 
18%  before  dropping  back,  cmic 
continues  attractive,  with  little 
debt  and  a  large  order  backlog.  It 
should  earn  about  65  cents  per  share 
for  the  fiscal  year  just  ended  (Jime). 
Next  year,  80  cents  is  estimated. 

Dresser  Industries  (40)  is  anticipat- 
ed to  earn  around  $2.50  to  $2.60  per 
share  for  the  fiscal  year  ending  this 
October  and  perhaps  as  much  as 
$3.50  to  $3.75  for  fiscal  1990.  The 
last  time  di  earned  this  much,  the 
stock  sold  for  over  $55.  Enough  said. 

Finally,  lubrizol  (43)  has  all  kinds 
of  appeal — on  its  own  merit  or  as  a 
leveraged  buyout.  Earnings  are  esti- 
mated to  be  close  to  $3  per  share 
this  year,  $4  next.  The  stock  could 
sell  at  $52  before  the  Eighties  are 
history.  ■ 
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Land . . .  what  else  can  give  you  so  mtich  pleasure  now  and  for  years  to  come? 


■Mpie  land  we're  offering  is  far 
■  from  the  crowds  and  rat  race  of 
Jb  cities,  away  from  noise  and 
pollution.  It's  nature  in  an  un- 
spoiled state. 

Each  ranch  is  40  acres  or  more. 
A  really  big  spread.  With  controlled 
access  that  assures  exclusivity 
and  privacy.  We're  up  in  the  moun- 
tains of  Colorado's  glorious  San- 
gre  de  Cristo  range— the  heart  of  the 
Rockies.  Where  deer,  elk,  eagles, 
wild  turkey  and  other  birds  and  ani- 
mals still  roam. 

Very  few  owners  will  share  this 
part  of  the  American  Alps,  and  our 
concept  for  buyers  is  simple:  A 
large,  desirable  piece  of  property, 
offered  with  financing  and  full 
buyer  protection.  You  can  build 


here  if  and  when  you  want.  You 
may  use  it  as  a  base  for  vacations, 
for  cross-country  skiing,  hunting, 
fishing,  hiking,  camping  and  all 
kinds  of  outdoor  sports  and  fam- 
ily fun. 

It's  the  perfect  place  to  acquire 
a  substantial  part  of  the  American 
dream.  Here  you  will  taste  life  on 
the  scale  it  was  meant  to  be  lived. 

Forbes  Magazine's  division, 
Sangre  de  Cristo  Ranches,  put  this 
project  together  based  on  the 
many  requests  received  over  the 
years  for  a  really  large  tract  of 
land.  Through  Forbes  Wagon  Creek 
Ranch,  we're  pleased  to  be  able  to 
share  a  part  of  it  with  you  and  your 
family.  We've  ranched  this  area 
for  almost  two  decades  and  plan  to 


be  around  for  generations  to 
come.  Our  neighboring  Forbes 
Trinchera  Ranch  covers  over  400 
square  miles,  which  is  our  firm 
commitment  to  the  future  of  this 
unspoiled  paradise  in  Colorado. 
Ranches  here  start  at  $30,000. 
It's  not  a  small  sum.  But  unlike 
paintings  and  jewelry  or  new  cars, 
this  ownership  extends  past  your 
lifetime  and  the  lives  of  those  you 
love  to  guarantee  your  own  sub- 
stantial heritage  in  America  the 
beautiful. 

For  complete  information, 
without  obligation,  call  719/379- 
3263  or  write  to:  Errol  Ryland 
Manager,  Forbes  Wagon  Creek 
Ranch,  P.O.  Box  303   C5 
Ft.  Garland,  CO  81133. 


Oblain  the  Property  Report  required  by  Federal  iaw  and  read  it  oeiore  signing  anytnmg  No  reoerai  agency  has 
judged  the  merits  or  value,  if  any.  of  this  property  Equal  Credit  and  Housing  Opportunity  A  statement  and  oftenno 
statement  has  been  filed  with  the  Secretary  of  State  of  the  State  of  New  York  The  filing  does  not  cor  '  ,' 

of  the  sale  or  lease  or  otter  for  sale  or  lease  by  the  Secretary  ol  State  or  Ihat  iheSecretary  of  Stale  has  in 
upon  the  merits  of  such  offering   A  copy  of  the  offering  statement  is  available  upon  request,  from  S. 
Ranches.  NYA86- 1 53'A  _.alement  of  f^ecord  filed  with  the  New  Jersey  Real  Estate  Commission  permits  mis  property 
to  be  offered  to  New  Jersey  residents,  but  does  not  pass  upon  its  merits  or  value  Obtain  the  New  Jersey  Public 
Offering  Statement  and  read  it  before  signing  anything  NJA  #60686004  CO.  Florida  AD  20537 


Observations 


MONEY  &  INVESTMENTS 


7??^  life  insurance  industry  is  much  less 
conservative  than  it  used  to  be,  but  there 
are  still  some  strong  companies. 

BASTION  OF 
STRENGTH 


By  Ashby  Bladen 


In  my  last  column  I  warned  that 
trouble  is  brewing  in  the  life  insur- 
ance industry,  and  several  readers 
have  asked  if  there  is  a  service  that 
distinguishes  among  life  companies 
more  sensitively  than  Best's  does. 
Yes.  Moody's  ranks  44  by  their 
claims-paying  ability,  and  the  3 
mentioned  in  this  column  are  all 
rated  aaa.  But  you  should  read  the 
full  reports,  not  just  the  ratings. 

If  you  want  to  see  what  a  top- 
notch  mutual  company  looks  like, 
read  Moody's  April  1989  report  on 
the  Guardian  Life  Insurance  Co.  of 
America.  The  highlights  are  that 
the  Guardian  does  not  offer  guaran- 
teed interest  contracts,  which  do 
less  than  nothing  for  the  policy- 
holders, who  own  the  company. 
Nor  does  it  write  universal  life  or 
interest-sensitive  products.  Those 
facts,  plus  the  additional  fact  that  it 
is  not  a  double-digit  billion-dollar 
giant  that  must  spread  its  invest- 
ments across  the  board,  mean  that  it 
retains  the  flexibility  to  make  the 
best  possible  investments  for  the 
holders  of  its  traditional  policies. 
And,  at  a  time  when  many  compa- 
nies are  using  increasingly  creative 
accounting  to  give  the  appearance 

Ashby  Bladen  is  a  financial  consultant  and 
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ing Financial  Crisis. 


of  a  satisfactory  surplus,  the  Guard- 
ian has  the  most  conservative  ac- 
counting, and  the  strongest  surplus, 
of  any  large  mutual  company. 

The  Guardian's  success  began  in 
the  early  1950s,  when  a  bright 
young  guy  in  the  investment  de- 
partment named  George  Conklin 
looked  at  the  then  high  level  of  sav- 
ings and  low  level  of  debts  in  the 
U.S.,  and  decided  that  the  then 
widespread  fear  that  the  country 
would  soon  sink  back  into  depres- 
sion was  ridiculous.  So  he  carefully 
analyzed  private  placement  issuers 
of  what  we  would  now  call  junk 
bonds,  and  built  up  the  company's 
investment  return. 

Then  in  the  late  1960s,  when 
Braddock  Hickman's  book  Corpo- 
rate Bond  Qtdality  and  Investor  Experi- 
ence persuaded  institutions  that 
high  yield  was  the  way  to  go,  and 
the  yield  spread  for  risk  practically 
disappeared,  George  reversed  his 
field  and  went  for  quality.  By  1971, 
when  he  became  president  and 
hired  me  to  replace  him  as  chief 
investment  officer,  the  Guardian 
was  financially  strong,  and  well  on 
its  way  to  becoming  a  very  competi- 
tive, low-cost  company. 

Throughout  the  postwar  era  the 
Guardian's  investment  officers 
have  thought  for  themselves.  By 
way  of  contrast,  the  May  15  issue  of 
Barron's  explained  why  institutions 
have  bought  so  much  commercial 
real  estate  in  recent  years:  They 
"don't  really  care  about  the  return 
as  much  as  they  care  about  getting  a 
certain  portion  of  their  assets  allo- 
cated into  real  estate  .  .  .  and  when 
those  assets  decline  in  value,  no- 
body can  blame  them  for  being  im- 
prudent" because  they  were  doing 
the  same  thing  as  everybody  else. 


That  is  the  herd  instinct. 

The  other  reason  chief  invest- 
ment officers  keep  pouring  money 
into  an  area  they  must  know  is 
overpriced  and  unattractive  is  that 
they  are  empire  builders.  They  are 
judged  and  paid  according  to  the 
number  of  people  on  their  staffs. 
And  once  they  have  built  a  big  staff, 
the  specialists  must  be  kept  busy, 
regardless  of  whether  their  area  of 
expertise  is  attractive.  Huge  staffs, 
rigid  asset  allocation  and,  conse- 
quently, an  almost  complete  inabil- 
ity to  take  advantage  of  market  op- 
portunities is  the  normal  pattern. 

I  tried  to  look  at  the  world  with 
fresh  eyes  every  morning,  in  order 
to  decide  what  were  the  best  invest- 
ments we  could  make  today  and 
what  we  could  most  advantageous- 
ly sell.  Once  I  made  up  my  mind,  I 
didn't  care  very  much  about  what 
the  rest  of  the  herd  thought.  Finally, 
one  day  the  new  president,  John  An- 
gle, noticed  that  the  company's  in- 
vested assets  had  doubled  to  $2  bil- 
lion, while  my  staff  was  still  about 
25,  and  said  accusingly,  "Ashby, 
you  are  not  an  empire  builder."  Nor 
is  my  successor:  The  company's  as- 
sets have  more  than  doubled  again, 
but  the  staff  is  still  about  the  same. 

The  1959  tax  act  had  the  effect  of 
taxing  life  insurance  companies  on 
municipal  bond  interest,  and  most 
of  them  disbanded  their  municipal 
bond  departments  because  they  as- 
sumed that  municipals  would  al- 
ways be  more  attractive  to  investors 
who  paid  normal  individual  or  cor- 
porate income  taxes.  My  own  con- 
clusion was  that  if  municipals  were 
ever  relatively  attractive  to  us,  with 
our  tax  handicap,  they  had  to  be 
absolutely  attractive  to  everybody 
else  and  therefore  a  screaming  buy. 
That  happened  several  times  in  the 
late  1970s,  and  we  ended  up  with 
large  capital  gains  on  top  of  a  good 
aftertax  income. 

The  real  coup  came  after  I  had 
left.  At  the  peak  in  1986,  my  succes- 
sor, Henry  Spencer,  had  $1.25  bil- 
lion of  municipal  bonds.  The  profits 
funded  a  dividend  stabilization  re- 
serve, which  amounted  to  $85.6 
million  at  the  end  of  1988. 

The  class  acts  in  the  mutual  life 
insurance  business  are  the  Guard- 
ian, the  Northwestern  Mutual  and 
the  Massachusetts  Mutual.  They 
are  all  fine  companies,  but  to  my 
possibly  prejudiced  eye,  the  1988 
convention  statement  shows  the 
Guardian  to  be  the  best  and  stron- 
gest of  the  lot.  ■ 
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Wall  Street  Irregular 


MONEY  &  INVESTMENTS 


By  Hark  Halbcrt 


Every  market  era  produces  at  least  one 
star  prognosticator  But  right  now  the 
post  is  vacant.  What  does  this  mean? 

WAITING  FOR 
THE  GURU 


cided  that  the  next  act  in  his  long- 
term  scenario  had  begun:  a  primary 
bear  market  that  would  take  the 
Dow  to  (aargh!)  "below  400."  Be- 
sides being  distinctly  depressing, 
this  forecast  has  been  unprofitable 
as  the  market  climbed  back  from 
the  crash.  In  the  words  oi  Profession- 
al Investor's  Robert  Gross,  Prechter 
now  "ranks  somewhere  between 
Tamerlane  and  Joe  Stalin  on  the 
popularity  scale." 

It  is  tempting  to  believe  that  an 
adviser  becomes  a  guru  when  he's 
right  and  loses  it  when  he's  wrong. 
But  after  nine  years  of  monitoring 
newsletter  performance  in  my  Hul- 
bert  Financial  Digest,  I  now  believe 
that  this  is  at  best  a  partial  truth. 

Consider  Prechter's  performance 
up  to  1987,  when  his  guru  status 
was  at  its  height.  His  record  in  tim- 
ing the  stock  market  was  pretty 
good:  He  beat  the  market  from  mid- 
1980  up  to  the  crash  by  a  219%  to 
177%  margin.  But  he  wasn't  in  first 
place — that  honor  was  enjoyed  by 
Robert  Nurock's  Astute  Investor, 
whose  Technical  Market  Index 
gained  359%  over  the  same  period. 
And  Prechter's  advice  for  both  in- 
vestors and  traders  in  the  gold  mar- 
ket failed  to  beat  a  simple  buy-and- 
hold.  In  bonds,  while  his  advice  for 
investors  beat  the  market,  his  ad- 
vice for  traders  seriously  lagged. 

If  Prechter's  record  prior  to  the 
crash  can't  explain  why  he  was  a 
guru,  neither  does  his  record  since 
justify  vilification.  Although  he  has 
been  short  during  most  of  the  mar- 
ket's strong  postcrash  recovery,  my 
calculations  still  show  him  to  have 
one  of  the  better  records  timing  the 
market  over  the  past  three  years. 
And  even  as  his  stock  market  per- 
formance has  been  slipping,  his  gold 


For  more  than  a  year  now,  the  in- 
vestment letter  industry  has  been 
anticipating  the  emergence  of  the 
next  guru — the  adviser  who  seems 
so  uncaimily  in  tune  with  the  finan- 
cial times  that  his  words  can  move 
markets.  So  far  there  have  been  no 
takers.  This  tells  us  a  lot  about  the 
kind  of  environment  we  are  in. 

There  has  been  a  long  line  of  such 
gurus  going  back  to  Evangeline  Ad- 
ams in  the  1920s.  Ten  years  ago  Joe 
Granville  was  causing  so  much  tur- 
moil with  his  dramatic  (and  some- 
times accurate)  predictions  that  he 
achieved  the  honor  of  being  the 
first-ever  investment  letter  editor  to 
have  his  picture  on  the  front  page  of 
the  New  York  Times.  After  Granville 
missed  the  1982  bull  market,  his 
place  was  taken  by  Robert  Prechter 
of  the  Elliott  Wave  Theorist. 

In  early  1982,  using  his  quasi-nu- 
merological  system,  Prechter  was 
saying  that  the  dji  would  eventual- 
ly reach  2860 — pretty  good,  consid- 
ering it  was  then  sliding  into  the 
700s,  amid  rampant  bearishness. 
Subsequently,  Prechter  began  to 
talk  of  a  top  in  the  high  3000s.  But 
after  the  October  1987  crash,  he  de- 

Mark  Hulbert  is  editor  of  the  Alexandria, 
Va.-based  Hulben  Financial  Digest.  His 
newest  book  is  The  Hulbert  Guide  to  Finan- 
cial Newsletters  (Probus  Publishing). 


and  bond  timing  have  been  improv- 
ing. His  signals  for  bond  market  in- 
vestors, for  example,  earn  first-place 
honors  over  the  past  3 'A  years. 

So  if  Prechter  never  was  quite  the 
hero  the  media  portrayed,  neither 
does  he  deserve  to  be  run  out  of 
town  on  a  rail. 

If  performance  does  not  account 
for  the  guru  phenomenon,  what 
does?  An  adviser's  willingness  to 
make  bold  predictions.  This  is  well 
illustrated  by  the  case  of  Martin 
Zweig,  whose  Zweig  Forecast  has  the 
best  record  among  all  the  newslet- 
ters I  have  monitored  this  decade. 
Zweig  should  clearly  be  the  leading 
candidate  for  guru.  But  his  scholarly 
focus  on  an  array  of  market  indica- 
tors, and  only  on  the  short  term, 
seemingly  disqualifies  him.  Not  for 
him  the  sweeping  predictions  that 
fit  neatly  into  headlines. 

Here  is  what  I  think  accounts  for 
the  current  vacancy  in  the  guru  de- 
partment: When  there  is  a  strongly 
bullish  or  bearish  consensus,  an  ad- 
viser can  distinguish  himself  by 
saying  the  opposite.  And  when  he's 
right,  or  apparently  right  going 
against  the  consensus,  people  start 
believing  he  can  walk  on  water. 

But  in  today's  markets  there  is  no 
clear  consensus — nothing  for  a 
would-be  guru  to  run  counter  to. 
The  average  portfolio  exposure  to 
stocks  among  the  advisers  I  track 
stands  currently  almost  dead-neu- 
tral at  53%.  And  this  level  has  not 
changed  much  in  the  last  18 
months,  hovering  throughout  in  the 
40%-to-55%  range. 

If  this  analysis  is  correct,  another 
guru  probably  won't  emerge  for 
some  time.  Advisers  first  will  have 
to  become  strongly  bullish  or  bear- 
ish, and  this  doesn't  seem  likely 
anytime  soon.  The  runup  of  stocks 
from  the  crash  has  failed  to  budge 
many  advisers  from  their  postcrash 
skepticism.  When  a  strong  consen- 
sus does  emerge,  the  prospective 
guru  will  have  to  risk  his  reputation 
by  daring  to  predict  the  opposite. 
And  even  then  he  won't  be  anointed 
guru  until  the  market  confirms  his 
contrarian  wisdom. 

What's  the  investment  moral? 
First,  just  as  there  is  white  magic 
and  black  magic,  gurus  can  be  good 
or  bad.  Prechter's  record  prior  to 
1987  was  real,  by  my  count,  where- 
as Granville's  (at  least  in  the  period 
I  followed  it)  was  not.  Second,  it  is 
possible  to  make  money  without  a 
guru.  It's  just  less  glamorous— and, 
in  markets  like  this,  hard  work.  ■ 
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WINE  CELLARS 


WINE  CELLARS 


FINANCIAL  SERVICES 


COMPUTERS 


THE  Original  ViNOTHEQUE 


Ihis  is  the  finest  wine  storage  system  made. 

*  Automatic  humidity/temperature 
control 

*  Free-standing 

*  Vibration  free 

*  Bottle  aeration 

■*■  Active  odor  filtration 

«  Sizes  from  320-1000  bottles 

*  Many  other  options 

Request  our  FREE  catalog  of  fine  &  rare  wines. 

VlSA/MC/Am  Exp. 
415  459-3823  415  456-9463  FAX  415  456-8858 


MARI\  Wl'^^  CELLAR 


2138  4th  St.  San  Rafael 
CA  94901 


BUSINESS  OPPORTUNITIES 


FOR 


BY  OWNER 

AUIOS  BOATS  AIRPLANES 

BUSINESSES  FINE  ART 

HORSES  LUXURV  HOMES 

I  UOOOJiNDiViDuA,  jS"\GS 

NO  BROKERAGE 
COWriiSSON 

COMPU'fR.iS'iNGS 

.  Llf*r  A'fp  pAllV 

Toll  Free  1  800-327-9630 


Eurocave 

WINE  CELLARS 


Spoil  yourself,  not 
your  wines,  with  the 
perfect  temperature  and 
humidity  control  of  a 
Eurocave  wine  cellar. 

IMMEDIATE  DELIVERY 
on  units  up  to  2,000  bottles, 

pri«s  from  only  $995  ^. 

FREE  Cellar  Catalog 

800-356-VINO 

Dept.  D-J 


THE  WINE  ENTHUSIASr 

Box  39,  Ploasjnlville,  NY  10570 


BUSINESS  OPPORTUNITIES 


REPOSSESSED  VA  &  HUD  HOMES 

available  from  government  Irom  $1  without  credit 
check  You  repair  Also  drug  seizures  and  tax 
delinquent  foreclosures  CALL  (805)  682-7555 
EXT  H-1030  lor  repo  list  your  area 


SEIZED  CARS — Porsche,  Ferrari,  Vene, 
etc  Trucks,  boats,  4-wheelers,  TV's,  stereos, 
furniture  by  Drug  Enforcement  Agency,  FBI,  IRS 
Unbelievable  bargains  on  late  models  Available 
your  area  now  Call  (805)  682-7555  EXT  C-1031 


CREDIT  CARD 
DISPLAY  AGENT 

Commercial  bank  needs  IcKal 
agent  for  credit  card  displays. 
Unlimited  earning  potential  for 

ambitious  route  p)erson. 

START  IMMEDIATELY. 

CaU  713/666-0163 


CCI  I  VnilD  Brokers/Owners -list 
OELt  lUUn  in  Japanese  MLS- 
BDApCDTV  'VP^  service  Reach 
■  nWrtni  I  1000s of Brokers/ln- 
veslors/Corporations 
in  Japan  Free  trans- 
lation/typesetting. Also  display  ads.  brokerage/ 
agency  services,  consulting,  marketing,  trade- 
shows  NO  COMMISSION 

HoriSC  Bunker  1-800-USA-2111 


IN  JAPAN 


Salesperson's  dream. 
Safe-Stride. 

New  -  exciting,  protected  territory, 
existing  demand,  no  rejection.  Six 
figure  income.   $6,000  or  $21,000 
to  own  business. 
Recording  800-553-2809. 


FAST  FACTS  ABOUT  FORBES  SUBSCRIBERS: 

♦Total  management.  74.7% 
♦Total  paid  circulation:  735,000 
♦Average  household  income;  $162,000 
♦Average  value  ot  investment  portfolio:  $899,000 


ALL  DISCOUNT  BROKERS 
ARE  NOT  ALIKE! 

Munel  Slebert  tailors  rates  to  your  needs 
Example  1000shrs(o  5c,  2000  to  4999  shrs 
(a  4c,  5000  *  shrs  fa  3C,  QIC  3C.  5000  * 
2c,$50mln 

Trade  with  the  discount  professionals— 

Muriel  Slebert  a  Co.,  Inc., 

444  Madison  Ave.,  NY,  NY  10022. 

1-718-SIE-BERT  •  1-800-USA-0711 

Membei  NYSE,  1967  SIPC  Depl  FB 


riiimflRYmRCi 


Our  I2lh  year  ot  DISCOUNTS, 
COMPLTERS  &  CELIOJLAR  PHOI 

Fgl    Prepaid    Save  Tax 
Toll  Free  800-231-3680 

rr 


22511  Kalv  Fwy  .  Kaly  iHouMi.nl  TX  7 
I  713-392-0747  Fax  (713)  574-456 


HARD  TO  BORROW? 

No  Credit  Check 
Guarantees  Provided 

We  do  not  make  loans 
Minimum  $100,000  5-20  years 
The  Funding  Assistance  Corp. 

U.S.A.  (212)755-9400 
Fax(212)755-7339 


BUSINESS  SERVICES 


N.A.G.L.S. 

View  prccHius  ycnisloncs  lor  \jlc 

iin  computer.  Irec  ot  charge  . 

(416)  238-4985 

For  lurihcr  inlorniatiim. 

(416)  238-8044 
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HOW  TO  ADVERTISE  IN 

Forbes  Market  AC 


REGULAR  CLASIFIED  LISTINGS:  All  listings  are  accepted 
at  the  discretion  of  the  Publisher.  Minimum  size  is  one  inch 
(14  agate  lines)  FORBES  will  typset  without  charge. 


DISPLAY  CLASSIFIED  ADVERTISING:  Minimun  size  for 
display  of  two  inches  (28  agate  lines).  Must  be  submitted  as 
film  negative  or  camera-ready  mechanical  to  size. 

Box  numbers  provided  on  request.  There  is  no  charge  for 
mailing  service  on  blind  ads. 


FORBES  MARKET/CLASSIFIED  is  published  in  the  first 
issue  of  each  month.  Advertising  closing  date  is  one  month 
preceding  date  of  issue. 

Frequency  discounts  available.  Payment  must  accompany 
order  unless  from  accredited  agency.  For  specific  require- 
ments send  for  order  form. 

FOR  ADDITIONAL  INFORMATION  WRITE  OR  CALL: 

LINDA  LOREN 
FORBES  MARKET  CLASSIFIED 

60  FIFTH  AVENUE/NEW  YORK,  NY  10011 
(212)620-2440 


Special  10%  discount  on  classified  ads  that 

run  in  both  AMERICAN  HERITAGE  Exchange 

and  FORBES  Market  /Classified. 


brbes  Market/ 


lUSINESS  ACQUISITION 


INVESTMENT  PROPERTIES 


WINE  CELLARS 


WINE  CELLARS 


RESIDENTS 

f 


RII^D   IT 

^  E'LL  BUY  IT 
OU    RUI4    IT 

RESUME  AND  LETTER  TO  CHAIRMAN 
EXECUTIVE  OR.  ELGIN,  IL  60123 


i>CELLANEOUS  FOR  SALE 


(VESTMENT  GEMSTONES! 
JARANTEED  LIQUIDITY!!! 

Hiy  &  sell  Diamonds  and  all  Precious 
stones  Free  wholesale  catalog  since 
!  Member:  Jewelers  Board  of  Trade  & 
Tiber  oC  Commerce. 

HOUSE  OF  ONYX 

One  Main  Street 

Greenville,  Kentucky  42345 

TOLL  FREE  l-800-«26^S2 


DUCATIONAL  SERVICES 


CHELOR.MASTER.DOCTORATE 

N  A  DEGREE  Use  your  ;isl  experience  is 
II  toward  your  degree  No  disses.  semmjrs 
ncampus  inendance  Studies  Duild  upon 
lureipenence  Sell  paced  •  Send  Resume 
^  For  No  Cost  Evaluation 
S777  W  Cintury  Blvd 
Y^  Suite  605 
__^p_^,^_^^  Depi    29 

^  1213)  645-3636  Us  Ang«lii.  CA  90045 


COLLEGE  DEGREE 

CHEUWS  •  MASTERS  •  DOCTORATE 

For  Work  Lilt  ifid  AcaOeniK; 

iiftrma  No  CUssroom 

Wendana  ReQuired 

Call  (213)  471-0306 

OutiW*  CalKomia 
1  •  800-423-3244 

or  send  detaiieO  resume 
tor  Free  Evaluation 
Paciric  Western  University 

N  S«pur»«Oa  Blv4    D«p1   185  Los  Ang«les  CA  90049 


FORBES  BINDERS 


CASE 


VE  YOUR  COPIES  OF  FORBES 

se  custom-made  cases 
binders  protect  your 
able  copies  from  dam- 

Ttiey  hold  about  half  a 
■'s  issues  Made  from  re- 
■ced  board  covered  with 
ler-like  material  in 

Title  IS  hot-stamped 
Did  Binders  have 
:ial  spring  mechanism 
old  snap-in  rods  BINDER 

es:1-$7.95     3-$21.95     6-$39.95 
)ers:1-$9  95    3-$27.95     6-$52.95 
lEH  FROM  Jesse  Jones  Industries.  Dept  FB. 
East   Erie  Ave .    Phila  .    PA    19134    Enclose 
e,  address  (no  P  O  Box)  &  payment  Add  S1  per 
orPiH  Outside  USA  $2  50  per  unit  (U  S  funds 

Pa  residents  add  5%  sales  tax  Credit  card 
rs  call  1-800-972-5858  (mm  $15).  Please  allow 
}  weeks  lor  delivery  Satisfaction  Guaranteed. 


REAL  ESTATE 


830  ac  working  ranch  in  the  heart  of  Colorado 

ski  country;  1  hour  from  Denver;  spectacular 

mountain  scenery.  $2,075,000;  w\h  terms. 

667  ac;  1  mile  of  upper  Rio  Grande  River; 

fishing  cabins;  RV  park;  trout  ponds.  $2.5 

million. 

For  information  on  these  and  other  ranches 

and  retreats  contact:    James  Associates, 

P.O.  Box  1725,  Dillon,  CO  80435. 

(303)  468-8003 


Hunt  your  own  40  acres. 
Plenty  of  game  in  these 
hiUs!  $30,m  and  up.  1% 
down.  9%  financing. 

Call  719-379-3263 

Forbes  Wagon  Creek  Ranch 

Box  303 

Ft.  Garland,  CO  81133 


REAL  ESTATE  SERVICES 


How  To  Get  Started  In 
REAL  ESTATE  DEVELOPMENT 

92%  of  all  developers  started  with  nothing  Now,  300 
leading  U  S  developers  share  how  ihey  did  it,  step  hy 
step  in  this  Sell  Stutly  Development  Course  20000 
successful  graduates  Olympia  i  York,  Trammel  Crow, 
Pulte  Corp..  Kaufman  i  Bniad.  Toll  Bros..  Del  Webb. 
Rouse  C(L.  Cenvill.  General  Development  Corp.. 
Prudential  Development  S295  plus  S'H  Capitalize  on 
today  s  martel  conditions  To  order  senous  parties  ortly 
call  THE  REDI  FOUNDATION,  al  (508)  358-2665. 


BUSINESS  OPPORTUNITIES 


RICH  &  FAMOUS? 
PART/T  $25K  FULL/T  $250K 

IF  YOU  THINK  YOU  CAN  MAR- 
KET A  COUPON  BOOKLET 
THAT  ENTITLES  THE  USER  TO 
20  RECORDS,  TAPES,  CD'S, 
BLANK  VIDEO  -i-  BONUS  A 
35MM  CAMERA  &  100  ROLLS 
OF  KODAK  FILM.  +  DOUBLE 
BONUS  A  5  DAY,  6  NIGHT  PRE- 
PAID LODGING  TO  THE  TROP- 
ICS FOR  ONLY  $9.98  CALL  FED- 
ERAL MUSIC  &  VIDEO 

•  1-800-999-8788* 
MIN.INV$7.S0 


SHARING 


IS  CARING 


We  Will  Not  De  Undersold-Call  us  First! 

WiNECELLARS-  USA 

Most  Units  Shipped  From  Stock! 

Single  Temp  Models  Retail  Your  Cost 

440  Bottle  Capacity  $  2495         $  1695 

700  Bottle  Capacity  3495             1995 

250  Bottle  Capacity  1795             1395 

296  Bottle  Credenza  2495             1695 

Dual  Temp  Models  Retail  Your  Cost 


600  Bottle  Capacity  $  4995 

880  Bottle  Capacity  4495 

1400  Bottle  Capacity-4  door    6500 


$  3495 
2995 
3795 
Visa/MC/AmEx/Discover 


Model  700 


Custom  Cellars  &  Racking  Systems  -  Call  For  Catalog 

134  W  131ST  St.  Los  Angeles  •  800/777A^INO  (777-8466)  or  in  CA  213/719-9500 


MERCHANDISE 


STOP  SWEAT 
FOR  6  WEEKS. 

ORIONIC*—  the 

answer  to  costly  and 
embarrassing  under- 
arm, hand  or  foot 
sweat.  Short  treatment 
with  electronic  Drionic 
keeps  these  areas  dry 
for  6  week  periods.  Try 
doctor  recommended 
Drionic  @  $125  ea.  pair 
(specify  wtiich).  Send 
ck  or  MC/Visa  #  &  exp. 
date.  CA  res.  add  6% 
tax.  45  DAY  I^ONEY 
BACK  GUAR. 

GENERAL  MEDICAL  CO. 

Dept,  FOB-21 

1935  Armacost  Ave. 

Los  Angeles,  CA  90025 

Phone  orders  — MC/ 
Visa  — 800  HEAL  DOC 


C  1989  GEN  MED  CO 


BUILDING  SUPPLIES 


£xcelience  inQak 


Meticulously  detailed  oak  entrances 
and  inlenan  for  prestigious 
domes  and  businesses. 
Our  exclusive  handinade 
door  and  moulding 
systems  are  produced 
on  a  limited  basis 
b\  master  craftsmen 

We  Invite  you  to  call 
or  write  for  free 
leaflet.  SS  brochure 
package,  or  complete 
SU  portfolio. 


•  Boi  898-F 
Ignacio.  CO  81137 
800.  24S-J667  En.  F 


CORPORATE  ITEMS 


Make  your  training  messages 
stick  with  humor. 

Learn  how  from  John  Cleese. 

Free  8  minute  video  rental 
with  your  first  order  of  a 
Video  Arts  program  in 
management,  selling,  or 
customer  care. 

For  a  FREE 
catalog  call: 

VIDEO 
ARTS 

1-800-553-0091 
xl69 

In  IL 

1-312-291-1008 

xl69 


FACSIMILE  MACHINES 


:|ELK^«w 


MIXOFANWRICA 


^W^J^W^jITJJtfTO* 


Forbes:  CapitalistTool® 


Streetwalker 


Edited  by  Thomas  Jaffe 


Korea  curreiits 

Not  even  the  news  from  China  has 
managed  to  shake  the  continued 
strong  performance  of  the  $325  mil- 
Uon  (assets)  Korea  Fund.  Although  the 
NYSE-Usted  stock  dropped  right  after 
the  crackdown  in  Beijing,  it  has  recov- 
ered to  a  recent  price  of  3378 — which 
means  the  19.2  million  shares  still 
sell  at  nearly  a  100%  premium  to 
their  $17.27  per  share  net  asset  value. 

Will  nothing  slow  Korea  Fund? 

Begirming  in  1992,  the  South  Kore- 
an government  is  scheduled  to  relax 
restrictions  on  direct  foreign  invest- 
ment in  Korean  securities;  that  might 
dent  the  premium.  Yet  the  fund's 
managers  recently  announced  plans 
to  offer  $50  million  worth  of  new  Ko- 
rea Fund  shares.  Some  have  suggested 
that  with  the  fund  selling  at  such  a 
high  premium,  issuing  new  stock 
now  is  merely  an  easy  means  of  rais- 
ing money  prior  to  1992,  while  the 
fvmd  is  still  one  of  the  few  vehicles  by 
which  foreigners  can  participate  in 
the  Korean  market. 

Thomas  Herzfeld  of  Thomas  J. 
Herzfeld  &.  Co;,  closed-end  fvmd  spe- 
cialists based  in  Miami,  has  heard  this 
argument  before.  But  he  reminds 
Streetwalker  that  Korea's  lifting  of  re- 
strictions on  foreigners  may  well  lead 
to  greater  demand,  backed  by  more 
money,  for  Korean  stocks — pushing 
up  share  prices  (and  so  Korea  Fund's 
assets)  and  helping  offset  any  possible 
shrinkage  of  the  fund's  premium. 

Herzfeld  isn't  recommending  the 
stock  at  present  because  he  prefers 
closed-ends  that  trade  at  discounts  to 
net  asset  value.  ( AmongU.S.  funds  that 
invest  in  Asian  securities,  he  likes 
Scudder  New  Asia  Fund;  recent  nyse 
price,  9%,  or  a  22%  discount  to  net 
asset  value.)  But  Herzfeld  acknowl- 
edges that  for  those  investors  commit- 
ted to  an  investment  stake  in  Korea's 
prosperity,  news  of  an  upcoming  share 
offering  should  not  deter  them. 


Pawn  scheme 

In  the  face  of  all  the  horror  stories 
one  regularly  hears  about  bad  Tex- 
as loans  and  the  sorry  condition  of 
that  state's  banking  industry,  analyst 
Mark  Degenhart  of  New  York's  Argus 
Research  Corp.  has  found  a  Fort 
Worth-based  finance  company  that  is 
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doing  splendidly:  Cash  America  In- 
vestments, Inc.,  the  $55  million  (esti- 
mated 1989  sales)  pawnshop  chain. 

Fotmded  with  one  shop  in  1983, 
Cash  America  generated  a  lot  of  pub- 
licity (not  all  of  it  favorable)  when  it 
went  public  at  $10  a  share  in  1987, 
raising  $15  million.  The  money  has 
been  intelligently  used.  The  company 
now  runs  106  pawnshops,  mostly  in 
Texas,  with  a  few  scattered  in  Louisi- 
ana, Oklahoma  and  Tennessee. 

In  a  fragmented  industry  dominated 
by  mom-and-pop  operators  with  lim- 
ited resources.  Cash  America,  with 
$90  million  in  assets  and  practically 
no  debt,  is  reaping  the  benefits  of  its 
size.  For  example,  merchandise  that 
doesn't  sell  quickly  in  one  shop  can  be 


A  Ccistj  America  Imvstments pawtisfjop 
Texas  lender  ma3ces  good. 

moved  to  another  shop  in  order  to 
improve  inventory  turnover.  In  turn, 
this  frees  up  cash  at  the  first  location 
for  new  lending. 

Although  the  company  has  made  a 
practice  of  selling  shares  to  raise  the 
capital  for  expansion — there  currently 
are  7.7  million  common  shares  out- 
standing, nearly  triple  the  amount 
just  three  years  ago — Cash  America 
has  still  managed  to  record  an  impres- 
sive sixfold  increase  in  earnings  per 
share,  to  66  cents  a  share,  between 
1986  and  1988.  Analyst  Degenhart  es- 
timates the  company  will  earn  80 
cents  this  year,  up  21%,  and  is  look- 
ing for  $1.05  in  1990. 

This  kind  of  growth  does  not  come 
cheap.  At  a  recent  price  of  15%  on  the 
Amex,  the  stock  sells  for  19  times  this 
year's  anticipated  earnings,  and  for 
nearly  15  times  Degenhart 's  1990  es- 
timate. On  the  other  hand,  note  that 
Prudential  Corp.  Pic,  a  London-based 
insurer  (no  relation  to  Prudential  In- 
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surance   Co.   of   America),    recent 
raised  its  stake  to  6.3%  of  the  shareil 
Meanwhile,  the  company  itself 
been  buying  back  stock  since  Janua 
Insiders,     led     by     Chairman     Jacj 
Daugherty,  own  around  20% .  Merer 
ry  Warburg  Investment  Managemer 
of  London  holds  another  7% .  Deget 
hart  says  the  stock  is  a  buy  at  up  to  If 


Coastal  warning 

Ever  since  white  knight  Panhandl 
Eastern    rescued    Texas    Easte: 
from  the  clutches  of  Oscar  Wyatt 
Coastal  Corp.  earlier  this  year,  W, 
Street  has  been  abuzz  over  which  na 
ural  gas  pipeline  company  Wyatt  wil 
go  after  next.  Among  the  targets  mos 
frequently    mentioned:    $3.1    billioi 
(sales)  Columbia  Gas  System,  Inc.  o 
Wilmington,  Del.  The  rumors  hav« 
helped  drive  Big  Board-listed  Colum 
bia  to  a  recent  price  of  43y8,  just  shy  o 
its  12-month  high. 

But  analyst  Robert  Christensen  Jr 
of  New  York's  Mabon,  Nugent  &.  Co 
has  some  words  of  warning  for  an) 
speculators  piling  into  Colimibia  oi 
hopes  of  a  bid.  Columbia,  along  Witt 
Consolidated  Natural  Gas  (43y8  on  at 
the  NYSE)  and  National  Fuel  Gas  (nysi 
price  of  24),  operates  under  the  Utilit> 
Holding  Company  Act  of  1935 — "a 
relic  of  an  act,"  says  Christensen, 
"that  nonetheless  poses  some  formi-§KiT 
dable  risks  for  a  raider." 

For  starters,  the  1935  act  is  admin 
istered  by  a  special  section  of  the  sec. 
So  the  raider,  if  successful,  would  find 
himself  subject  to  an  extra  layer  of 
regulation.  The  act  also  limits  a  gas 
pipeline  system's  choice  of  capital 
structure  as  well  as  its  pricing  meth- 
odology and  the  timing  of  its  securi- 
ties issues.  Christensen  thinks  this 
would  cramp  Wyatt's  style,  as  he  likes 
to  move  quickly  and  use  high-risk 
debt  securities.  In  addition,  the  act 
mandates  that  diversification  be  lim- 
ited to  vertically  related  businesses 
that  also  benefit  a  system's  service 
area.  For  Coastal,  this  could  mean 
having  to  get  rid  of  refining  and  mar- 
keting, trucking,  coal  and  chemicals. 

Christensen 's  warnings  grow  more 
dire.  The  management  of  a  company 
under  the  1935  act,  he  notes,  cannot 
enter  into  a  share  purchase  agreement 
without  SEC  clearance.  That  makes 
one  of  the  raider's  escape  hatches — 
greeimiail — difficult  to  operate.  But,  if 
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raider  wants  to  go  forward  with  a 
ikeover,  sec  approval  is  required  for 
le  purchase  of  more  than  5%  of  a 
935  act  company's  shares. 

Christensen  advises  clients  to  take 
roHts  in  Columbia  at  recent  prices. 


'empting  inroposition 

Last  November  California  voters 
I  passed  Proposition  103,  which 
liandated  a  20%  rollback  of  auto  in- 
surance rates  in  the  state  from  No- 
'  ember  1987.  Not  surprisingly,  the 
I  hares  of  companies  that  write  a  lot  of 
uto  insurance  there  came  vmder 
leavy  fire.  Among  the  worst  casual- 
ies  were  firms  domiciled  in  Califor- 
iiia,  including  Mercury  General  Corp. 
ind  20th  Century  Industries. 

The  next  shoe  dropped  on  May  4, 
vhen  most  of  Proposition  103's  major 
eatures  were  declared  constitutional 
)y  the  California  Supreme  Court.  The 
.tocks  again  took  a  shelling.  Now 
here's  talk  that  similar  initiatives  are 
iestined  for  the  ballot  in  other  states. 

There  may  be  a  real  opportunity  in 
;he  beaten-down  auto  insurers' 
itocks.  A  closer  look  at  the  California 
iecision  reveals  the  future  for  auto 
Jisurers  in  that  state,  and  perhaps 
jlsewhere,  may  not  be  so  bleak  after 
ill.  The  court  ruled  that  any  insurer 
aelieving  the  rate  reduction  would 
lot  provide  for  a  reasonable  return 
can  file  for  relief.  So  while  there  may 
be  some  paring  back  of  current  rates, 
it's  quite  possible  that  the  cuts  won't 
be  nearly  as  deep  as  first  predicted. 

Longer  term,  the  gist  of  the  decision 
seems  to  be  that  rates  will  remain  at 
levels  needed  for  the  average  compa- 
ny to  stay  solvent  and  meet  claims. 
That  means  well-managed  companies 
with  low-cost  operations  should  con- 
tinue to  make  good  money. 

Buying  candidates?  Mercury  Gener- 
al (recent  o-t-c  price  of  ISYs)  and  20th 
Century  (20,  o-t-c)  are  priced  around 
the  same  levels  they  sank  to  after  the 
decision.  They  each  sell  for  only  six 
times  trailing  12-month  earnings  and 
yield  2.4%. 

Look,  too,  at  Safeco  Corp.  (31,  o-t-c), 
headquartered  in  Seattle,  and  Ohio 
Casualty  Corp.  (45 'A,  o-t-c),  based  in 
Hamilton,  Ohio.  Both  have  heavy  ex- 
posure in  auto  insurance,  and  also 
were  clobbered  on  May  4.  They  have 
recovered  only  modestly.  Safeco  re- 
cently sold  for  eight  times  trailing 
earnings,  Ohio  Casualty  for  seven 
tunes.  With  yields  of  3.9%  and  4.6%, 
respectively,  they  offer  superior  pro- 
tection against  any  further  shocks  in 
auto  insurance. 
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This  is  the  way  you  always 
imagined  the  South  Pacific 


r^^^y^       Read  what 
li  Andrew  Harper's 

llusive  guide  to  unspoiled  places 
says  about  Malcolm  Forbes' 
exotic  Fiji  Island  paradise.         f 


It's  the  vacation 
of  a  lifetime  for 
$2,150  a  week! 


^    I    ^  aken  as  a  whole,  Fiji  is 
'      B       'perhaps  the  most  idyllic  and 
^  ^  I        hospitable  archipelago  in  the 
^  ^  ■        South  Seas,  its  essence 

^^^     springing  right  from  the  heart 
of  unpretentious  people  whose  en- 
thusiastic greetings  of  'bula'  Eire  a  re- 
flection of  the  welcome  and  care 
extended  to  visitors. 

"This  is  the  way  you  always 
imagined  the  South  Pacific  to  be  - 
an  unspoiled,  once-upon-a-time 
tropical  isle  seen  by  very  few  people 
outside  Fiji  since  it  was  first  spot- 
ted by  Captain  Bligh  from  the  decks 
of  the  Bounty  two  centuries  ago. 
Situated  200  miles  out  to  sea  north- 
east of  Nadi,  Laucala  is  the  lushest, 
remotest  and  most  exclusive  of  all  the 
destinations  in  this  comer  of  the 
world.  The  island  is  ringed  by  impres- 
sive coral  reefs,  shell-strewn 
beaches  and  a  beautifully  manicured 
coconut  plantation  whose  terrain 
rises  upward  to  a  mountainous  interi- 
or rife  with  giant  ferns,  mango  trees 
and  wild  birds — 

"It  was  only  recently  a  decision 
was  made  to  share  this  unique  spot 
with  compatible  travelers  capable 
of  appreciating  the  charm  and  unhur- 
ried atmosphere  such  a  pastoral 
sanctuary  can  offer.  Peace  and  priva- 
cy, of  course,  are  still  paramount, 
so  don't  expect  to  find  a  traditional 
full-blown  social  resort,  but  rather 


M 


Hideav^^Repc^' 


Contact: 
Fiji  Manager 
Attn:  Errol  Ryland 
Fort  Garland,  CO  81133 
(719)  379-3263 


an  intimate  cottage  colony  accom- 
modating no  more  than  8  guests  in 
residence  at  any  one  time. 

Meals  Eire  a  delight  here,  begin- 
rung  with  breakfast  prepared  by  a 
cook  and  housekeeper  in  the  priva- 
cy of  your  own  bungalow  at  any  hour 
you  wish.  Dinner  and  lively  conver- 
sation are  eryoyed  at  the  atmospheric 
Plantation  House  . . . 

"A  wide  range  of  daytime  diver- 
sions are  available  including  top- 
notch  sport  fishing  aboard  a  spe- 
cially-designed 45-foot  deepsea  boat 
staffed  with  a  knowledgeable  cap- 
tain and  crew  at  your  call.  Tuna,  mai- 
mai,  snapper,  jack  fish  and  sailfish 
are  all  regularly  hooked  in  these  vir- 
gin grounds,  plus  an  occasional 
black  marlin.  There's  also  superb 
snorkeling'scuba  diving  (tar\ks  and 
weights  provided)  in  the  transparent 
offshore  waters  where  stunning 
reefs  harbor  colorful  coral  heads 
teeming  with  rare  tropical  fish  and 
specimen  shells 

"It's  always  satisfying  to  uncover 
an  idyllic  island  these  days  that  is 
still  pretty  much  the  way  it  has 
always  been,  and  even  nicer  when 
you  realize  the  owner  is  determined 
to  keep  it  that  way.  Very,  very  spe- 
cial -  particularly  for  those  who  want 
to  semiple  a  reltixing  tropical  life- 
style that  is  fast  disappearing  in  the 
South  Pacific...  ■■ 


Fire  up  my  imagination! 

Send  me  a  free  color  brochiure. 

Name 
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"^H^  State . 


Zip. 
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MUTUAL  FUNDS 


Recognized  as  the  single-most 
respected  reference  on  mutual 
funds,  Forbes'  Annual  Mutual 
Funds  Survey  is  eagerly  await- 
ed by  investors  hungry  for  in- 
vestment information.  With 
the  addition  of  many  new 
funds,  Forbes'  "Mutual  Funds 
Survey"  is  always  a  major  pub- 
lishing event.  This  special  is- 
sue provides  investors  with 
over  70  pages  of  useful  infor- 
mation along  with  perfor- 
mance ratings  on  individual 
mutual  funds  not  available 
through  other  directories.  Be- 
cause of  the  special  appeal  of 
this  issue,  it  is  used  through- 
out the  year  as  a  reference 
guide,  generating  widespread 
attention  and  extending  the 
life  of  advertisers'  messages. 

FORBES'  HONOR  ROLE 
OF  FUNDS 

Consistency  is  the  key  to 
Forbes'  mutual  fund  rating  sys- 
tem. Forbes  analyzes  fund  per- 
formance beyond  the  recent 
short-term  period.  Forbes  also 
studies  the  gains  and  losses  of 


funds  in  both  rising  and  falling 
markets,  because  the  super- 
stars of  one  rating  period  often 
are  the  first  to  fall  off  in  the 
next.  By  studying  both  market 
conditions,  investors  can  more 
realistically  judge  a  fund's 
risks,  along  with  the  money 
manager's  skills. 

In  addition  to  the  fund  rat- 
ings, this  special  issue  will 
contain  feature  articles  on  the 
mutual  fund  business  and  on 
selecting  funds,  plus  the  close- 
ly watched  Forbes  Honor  Roll 
of  consistent  winners. 

INFLUENTIAL  INVESTORS 

Forbes  offers  you  access  to  a 
substantial  market  of  active 
and  influential  investors. 

•  Forbes  subscribers  maintain 
investment  portfolios  worth 
an  average  value  of  $899,000. 

•  88%  own  corporate  stock 
worth  an  average  value  of 
$737,000. 

Source:  Don  Bowdren  Associates,  1987. 


FORBES  GETS  RESULTS 

With  newsstand  sales  close  t 
100,000  copies,  Forbes'  Mutu 
Funds  Survey  offers  extensivt 
distribution  and  visibility  fo 
advertisers.  These  bonus  read 
ers,  along  with  Forbes'  regula 
investment  -  directed  audience 
are  invited  to  take  advantage  o 
the  reader  service  card  to  gaii 
valuable  information  on  adver 
tisers  in  the  issue.  This  prover 
source  of  substantial  qualifiec 
sales  leads  demonstrate: 
Forbes'  advertising  effective 
ness.  The  Forbes  Mutual  Fundj 
Survey  has  become  a  "must' 
reference  for  investors  and  i 
"must"  insertion  for  financia' 
service  advertisers. 


Issue  date:  Sept.  4,  1989 
Closing  dates: 
All  partial  pages  -  July  24 
4-color  full  pages  -  July  31 
B&iW  and  2-color  full  pages- 
August  7 


Flashbacks 


Edited  by  Dero  A.  Saunders 


"The  mote  things  change "  Items  from  past  issues  of  Forbes 


vords  into  plowshares:  French  baby'  tank  pulling  farm  implement  after  World  War  I 


evenly  yean  ago  in  Fobbes 

rom  the  issue  of  July  12,  1919) 
We  spent  $21.9  billion,  or  $1  million 
Q  hour,  in  [World  War  I].  Our  armed 
)rce,  when  the  armistice  was  signed, 
ggregated  4.8  million  men.  We  sent 
.1  million  overseas  and  1 .4  million  of 
bem  saw  battle  service.  In  one  month 
06,000  men  were  landed  in  Europe, 
'he  battle  deaths  of  the  war  were 
bout  50,000,  the  wounded  totaled  ap- 
roximately  236,000,  and  deaths  from 
isease  56,991." 

It  doesn't  require  a  magnifying  glass 
0  find  evidences  of  profiteering  in 
his  country.  The  prices  we  are  com- 
lelled  to  pay  for  suits,  for  certain  cot- 
on  materials,  for  shoes  and  for  nu- 
nerous  other  necessities  are  outra- 
;eous.  And  now  comes  a  prominent 
irazilian  authority  on  coffee  who 
;asped  on  arriving  in  New  York  and 
inding  that  as  high  as  75  cents  a 
)ound  was  being  charged  for  coffee 
ind  that  mediocre  stuff  was  selling  for 
\Q  cents  a  pound.  He  declared  most 
imphatically  that  the  75-cent  brand 
old  in  Brazil  for  12V2  cents  and  the 
W-cent  variety  for  10  cents." 

lizty  years  a^ 

From  the  issue  of  July  15,  1929) 
'Germany  is  now  pressing  with 
night  and  main  for  Allied  evacuation 
)f  all  her  territories  and  insists  on  that 
nove  taking  place  without  such  qual- 
fications  as  th6  control  board  super- 
^sion.  Dr.  Stresemann  has  gone  so  far 
is  to  state  publicly  that  Germany  will 
efuse  to  ratify  the  Young  Plan  unless 
ihe  has  definite  assurance  of  com- 
)lete  freedom  from  Allied  supervision 
)i  her  Rhineland  territories." 

'The  farm  relief  bill  as  passed  is  a 
emarkable  combination  of  design, 
limple  in  certain  respects  and  decid- 


edly complex  in  others.  It  creates  a 
Federal  Farm  Board  of  eight  men,  ap- 
pointed by  the  President,  plus  the  Sec- 
retary of  Agriculture,  ex  officio.  This 
board  is  charged,  in  a  general  way, 
with  bringing  agriculture  up  to  eco- 
nomic parity  with  other  industries." 

Fifty  years  ago 

(From  the  issue  of  July  15,  1939) 

"Europe  still  is  a  rumbling  volcano, 
regarded  as  liable  to  erupt  most  vio- 
lently at  any  moment.  Britain  has 
ceased  truckling  to  Hitler.  She  and 
France  have  declared  in  the  clearest 
tones  that  any  further  aggression  by 
Germany  will  start  war.  My  own 
humble  opinion  is  that  neither  Hitler 
nor  Mussolini  is  anxious  to  unleash 
another  World  War.  [But]  it  is  this 
possibility,  this  menace,  which  has 
retarded  economic  recovery  in  our 
own  country." 

— B.C.  Forbes 
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New  Ford  tractor  sold  for  $585  in  1939 

"One  notable  fact  about  Pan  Ameri- 
can Airways'  inauguration  of  regular 
passenger  flights  to  Europe  was  the 
impressive  roster  of  business  leaders 
who  took  the  first  trip.  Another  was 
the  absence  of  fanfare  and  trumpet- 
blowing  which  marked  one  of  the 
greatest  steps  forward  aviation  has 
ever  taken." 


Twenty -five  years  ago 

(From  the  issue  of  July  15,  1964) 
"What  happens  to  a  child  prodigy 
when  he  grows  up?  That  is  the  ques- 
tion to  ask  about  Volkswagenwerk 
A.G.,  which  rose  from  the  ashes  of 
Germany's  defeat  to  surpass  the  es- 
tablished auto  firms  of  Europe,  and  to 
make  its  stubby  little  beetle  almost  as 
familiar  on  the  highways  of  Kansas  as 
on  the  autobahns  of  Europe  .  .  .  rank- 
ing VW  as  the  world's  biggest  auto- 
maker after  the  U.S.'  big  three.  .  . ." 


Today's  figure  would  be  over  70  billion 

"It  can't  even  be  called  a  two-bit  busi- 
ness: McDonald's  hamburgers  sell  for 
only  15  cents.  And  the  net  worth  of 
McDonald's  Corp.  is  only  a  little 
more  than  $1.9  million.  Sounds  like  a 
nothing  business,  almost  beneath  no- 
tice, doesn't  it?  Right.  Only  this  noth- 
ing business  makes  a  pretax  profit  on 
its  net  worth  of  105%,  a  profit  after 
taxes  of  55%." 

Ten  years  ago 

(From  the  issue  of  July  9,  1979) 
"How  effective  are  those  much-tout- 
ed tax  breaks  in  luring  industry  from, 
say,  the  North  to  the  more  salubrious 
Sunbelt?  Not  very,  according  to  a  new 
study  by  the  Advisory  Commission 
on  Intergovernmental  Relations.  For 
openers,  the  report  says  'the  number 
of  interstate  moves  of  major  manufac- 
turing establishments  is  so  small  as  to 
call  into  question  whether  tax  and 
fiscal  incentives  have  had  any  impor- 
tant effect.'  " 

"Some  of  the  most  conservative  com- 
panies in  the  property  and  casualty 
insurance  business  really  are  selling 
for  four  times  earnings.  That's  even 
lower  than  the  market  as  a  whole, 
where  the  price/earnings  ratio  on  the 
Dow  Jones  industrials  is  about  7. 
Clearly,  the  property  and  casualty 
stocks  are  discounting  some  bad 
news." 
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Blessed  are  the  young,  for  they 
shall  inherit  the  national  debt. 
Herbert  Hoover 


The  great  man  is  not  convulsible 
or  tormentable;  events  pass  over 
him  w^ithout  much  impression. 
Ralph  Waldo  Emerson 


Complacency  is  the 
enemy  of  progress. 
Dave  Stutman 


Anger  is  a  prelude  to  courage. 
Eric  Hoffer 


'Tis  known  by  the  name  of 
perseverance  in  a  good  cause, 
and  obstinacy  in  a  bad  one. 
Laurence  Sterne 


Muddy  w^ater  let  stand  will  clear. 
Chinese  proverb 


A  man  is  rich  in  proportion  to 
the  number  of  things  which  he 
can  afford  to  let  alone. 
Henry  David  Thoreau 


The  price  of  greatness 
is  responsibility. 
Winston  Churchill 


I  feel  the  responsibility 
of  the  occasion.  Responsibility 
is  proportionate  to  opportunity. 
Woodrow  Wilson 


Faced  with  crisis,  the  man  of 
character  falls  back  on  himself. 
Charles  de  Gaulle 


The  income  tax  has  made  more 
liars  out  of  the  American  people 
than  golf  has.  Even  when  you 
make  a  tax  form  out  on  the  level, 
you  don't  know  when  it's  through 
if  you  are  a  crook  or  a  martyr. 
Will  Rogers 


Thoughts 

on  the  Business  of  Life 


The  man  who  is  bigger  than  his 
job  keeps  cool.  He  does  not  lose 
his  head,  he  refuses  to  become 
rattled,  to  fly  off  in  a  temper. 
The  man  who  would  control  others 
must  be  able  to  control  himself. 
There  is  something  admirable, 
something  inspiring,  something 
soul-stirring  about  a  man  who 
displays  coolness  and  courage 
under  extremely  trying 
circumstances.  A  good  temper 
is  not  only  a  business  asset. 
It  is  the  secret  of  health.  The 
longer  you  live,  the  more  you 
will  learn  that  a  disordered 
temper  breeds  a  disordered  body. 
B.C.  Forbes 


Heads  are  wisest  when  they 
are  cool,  and  hearts  are 
strongest  when  they  beat  in 
response  to  noble  ideals. 
Ralph  Bunche 


A  man  has  no  more  character 
than  he  can  command 
in  a  time  of  crisis. 
Ralph  W.  Sockman 


In  vain  he  seeketh  others 
to  suppress  who  hath  not  learned 
himself  first  to  subdue. 
Edmund  Spenser 


Avoid  letting  temper  block 
progress — keep  cool. 
William  Feather 


More  than  6.000  "Thoughts."  indexed  by 
author  and  subject,  are  available  in  a  two- 
volume  boxed  set  at  $31.95  ($18.50  per  vol- 
ume if  purchased  separately).  Also  avail- 
able, a  one-volume  edition  of  over  3.000 
"Thoughts."  Price:  $18.50.  Send  check  and 
order  to:  Forbes  Inc..  60  Fifth  Ave..  New  York. 
N.Y.  won.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


It  is  courage  the  world  needs, 
not  infallibility  .  .  .  courage  is 
always  the  surest  wisdom. 
Wilfred  Grenfell 


Taxes  are  not  levied 

for  the  benefit  of  the  taxed. 

Robert  Heinlein 


Physical  courage,  which 
despises  all  danger,  will 
make  a  man  brave  in  one  way; 
and  moral  courage,  which 
despises  all  opinion,  will 
make  a  man  brave  in  another. 
Caleb  C.  Colton 


Than  self-restraint 
there  is  nothing  better. 
Lao-Tzu 


The  best  cure  for  anger  is  delay. 
Seneca 


A  Text . . . 

For  God  hath  not  given 
us  the  spirit  of  fear; 
but  of  power,  and  of  love, 
and  of  a  sound  mind. 
II  Timothy  1:7 


Sent  in  by  Betty  A.  Britt,  Columbia,  S.C. 
What's  vour  favorite  text?  The  Forbes  Scrap- 
book  of  Thoughts  on  the  Business  of  Life 
IS  presented  to  senders  of 
texts  used. 


The  control  man  has  secured 
over  nature  has  far  outrun 
his  control  over  himself. 
Ernest  Jones 


Activity  makes  more  men's 
fortunes  than  cautiousness. 
Marquis  de  Vauvenargues 


No  man  is  free  who  is 
not  master  of  himself. 
Epictetus 
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Road  to  Bangkok. 

On  a  pre-meeting  run  outside 
Bangkok,  you'll  find  some  uncommon 
jogging  companions. 

You're  on  the  fast  track  in  Thailand.  I 
And  United  got  you  there. 

United  gives  you  more  nonstops  to 
Asia  and  the  Pacific  than  any  other  airlinj 
And  each  one  provides  the  best  in 
international  travel  including,  in  First 
Class,  sleeper  seats  and  our  exclusive 
Concierge  Service. 

United.  Rededicated  to  gi\  mg  you 
the  service  you  deserve.  Come  fly  the 
friendly  skies. 
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Tokyo  •  Osaka  •  Hong  Konc  •  Seoul  •  Taipei  •  Sydney  •  Melbourne  •  Beiiing  •  Shanghai  •  Auckland  •  Singapore  •  Manila  •  Bangkok 
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:^  DALLAS'  RUSTY  ROSE,  THE  INSIDER'S  INS 
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FEW  OF  THEM  ARE  HOUSEHOLD  NAMES 
BUT  THEIR  INFLUENCE  IS  PERVASIVE 
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WHO  ARE  THEY? 

where"are  they  from? 

how  did  they  make  it? 

and  why  are  most  of  them  expanding  ji^i  ^  ,. 
their  u.s.  investments  now? 
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DISTlUfD  AND  BOTTLED 

ey  mm  oisnuiRY  (estd.  im)  mo  ltd.  helsinw  nm 

lAiilka  of  Finland 

SOPROOF-  IMPORTED  BY  RAWCE  BRANDS  COMPANY,  FARMINGS :' 

imported  in  This  Bottle 
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Classic  Finnish 
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^^^^^^i  B  Mnertel  Wiesbaden 


THE  FINAL  WORD  IN  VODKA 


«  FINLANDIA 


CHANCES  ARE 
TOU  WOULD 

HAVE  BUD  MORE 

ATTENTION 
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IFWESENTIT 

INAMAILGRAM. 


WC&1ERN    ONION 
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WESTERN 

UMIOM     MAILGRAM 
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L.8.    jfiMES 

12    SOUTt,    Htlk    ST. 
■  t^LfaOOD    Pt    t  S2lt 


Research  shows  that  a  Western  Union  Mailgram'  will  be  opened  and  read  93%  of  the  time.  As 

effective  as  this  ad  is  (and  you  are  reading  it)  it  probably  doesn't  equal  that  response.  So,  don't 

take  chances.  To  reach  a  lot  of  people  overnight,  use  Western  Union  Mailgram. 

For  more  information  call  1.800-373-6245,  DEPT.  520. 

WESTERN 

UNION      MAILGRAM 

©1989We^r„U„.onCorpora.,o„  SpCCd.  ImpaCt.  ReSpORSe. 


Why  Mercedes-Benz  i 


B 


The  elegant  luxury  car  is  moving  at  44  The  fact  is  that  the  engineers  of  Mercedes 

feet  per  second  when  it  suddenly  meets  some-  Benz  spend  most  of  their  time  thinking  of  all 

thing  solid.  those  moments  when  a  luxury  car  needs  to  be 

Now  it  suddenly  stops  being  an  elegant  something  far  more  than  a  luxury  car. 

luxury  car.   And  becomes  a  structure          .-■ — ,  Such  thinking  led  them   to 


he  epitome  of  luxury. 


-  e 


CI989Merc«l«B«niof  N  A  .  Inc.  Monn«lc.  N  J 


ago,  for  example.  And  currently  leads  them  to 
keep  crash-testing  new  cars  in  the  laboratory  at 
the  rate  of  one  every  17  working  hours,  in  search 
of  further  refinements. 

And  out  in  the  real  world,   where  such 


engineering  efforts  are  finally  judged,  it  leads 
the  thinking  luxury-car  buyer  to  think  rather 
highly  of  Mercedes-Benz. 

For  more  safety  information,  or  the  name  of 
your  nearest  authorized  dealer,  call  1-800-762-3001. 


ENGINEERED  LIKE  NO  OTHER  CAR  IN  THE  WORLD 


Forbes 


Cover  illusiration  by  John  Harwood 


117 

JULY  24,  1988 
VOLUME  144 
NUMBER  2 


THE  EDITORIAL  UVDEX  OF  COMPANIES  REFERRED 
TO  IN  THIS  ISSUE  IS  ON  PAGES  6  AlVD  7. 


COVER  STORT 


COMPAIVIES 


117  The  World's  Billionaires 

With  24  new  names,  Forbes  counts  a 
total  of  144  billionaires  in  the  world 
outside  the  U.S.  Few  are  household 
names,  but  their  influence  on  the 
world's  interlinked  economies — not 
least  our  own — grows  relentlessly. 
(An  index  appears  on  page  212.) 

SPECIAL  REPORT  ON 
INTERNATIONAL  BUSINESS 

277  The  Forbes  Foreign  Rankings 

278  The  100  Cheapest  Foreign  Stocks 
282  The  500  Largest  Foreign 

Companies 
313  The  100  Largest  Foreign 

Investments  in  the  U.S. 
320  The  100  Largest  U.S. 

Multinationals 
326  100  U.S.-Traded  Foreign  Stocks 

Index  to  Foreign  500  on  page  306. 


40    Lynch  Corp. 

By  Jonathan  Clemenf: 
Warren  Buffett  has  shown  that  a  top 
money  manager  can  run  a  company. 
Can  Mario  Gabelli  do  it? 

42    Weingarten  Realty  Investors 

By  John  H  Taylor 

Flow  to  prosper  in  Texas  real  estate. 

45  Terex  Corp. 

By  Rick  Reiff 

Randolph  Lenz  is  about  to  close  on  his 

biggest  deal  yet.  Can  he  make  it  pay? 

46  The  Up  &  Comers: 
In-N-Out  Burger 

By  Ellen  Paris 

The  uses  of  not  changing  things. 

52    Pulitzer  Publishing  Co. 

By  John  Heins 

With  Ralph  Ingersoll  in  pursuit,  tradi- 
tion can  be  a  hindrance. 

58    Hospital  Corp.  Of  America 

By  Stuart  Flack 

A  mighty  sweet  deal  from  selling  its 

psychiatric  hospitals  to  an  ESOP. 

66    Union  Texas  Petroleum 

By  James  Cook 

Well  run,  despite  its  huge  debt. 


60  Dallas'  super-successful  Rusty  Rose 


80    Handleman  Co. 

By  Lisa  Gubetmick 

A  low-key  pharmaceuticals  distribu- 
tor does  boffo  in  videotapes. 

85     Boeing  Co. 

By  Howard  Banks 

Boeing's  new  and  knotty  problem. 

101  Pic 'N' Save 

By  Ralph  King  Jr. 

The  story  behind  Pic  'N'  Save's  ex- 
traordinary returns. 

103  Fluorocarbon  Co. 

By  Marc  Beaucfximp 
Peter  Churm  complains  that  few  peo- 
ple understand  his  company. 

216  Artra  Group 

By  Marcia  Berss 

Artra  now  knows  that  dealmaking 

and  managing  aren't  the  same. 

INDUSTRIES 

41     Insurance — Guarantees  With 
Nothing  Behind  Them 

By  Alyssa  A.  iMppen 

Scores  of  cities  depend  on  surety 
bonds  from  Southeastern  Insurance 
Group.  Heaven  help  them  in  a  pinch. 

74    As  I  See  It:  "Whiskey's  For 
Drinking,  Water's  For 
Fighting  Over" 

By  Marc  Beauclxtnip 

Politics,  not  nature,  limits  growth  in 

the  West,  argues  expert  Frank  Welsh. 

92    Alchemy,  1990s  Style 

By  Ruth  Simon 

Manufacturers  are  learning  to  turn 

waste  into  salable  products. 


FORBES,  JULY  24,  1989 


88  The  air  beneath  guarantees 


IHTEHlfAriONAL 

245  World's  Worst  OU  Policy? 

By  Andrew  Tanzer 

How  Japan  taxes  consumers'  gas  to 

benefit  manufacturers  and  exporters. 

252  Is  This  One  For  Real? 

By  John  Mar  com  Jr. 

Meet  young  Michael  Green,  Britain's 

latest  business  hero. 

WVECTING 

44    Landlord,  Beware 

By  Howard  Rudnitsky 

Think  twice  about  partnerships  in 

low-income  housing. 

60    Rusty  The  Mortician 

By  John  H.  Taylor 

Rusty  Rose  was  one  of  the  most  suc- 
cessful Texas  businessmen  no  one 
ever  heard  of.  Then  he  hooked  up 
with  the  President's  son. 

88    What's  A  Guarantee  Worth? 

By  Matthew  Schifrin 

Why  many  a  guarantee  is  worthless. 

348  Streetwalker 

Pete  Rose;  Spiegel;  Neiman  Marcus; 
cyclical  industries;  Hawaiian  Electric 
Industries. 

COMPUTERS/COMMUHICATIOWS 

257    "We  Won't  Make  That 
Mistake  Again" 

By  Kathleen  K.  Wiegner 

Floating  Point  Systems  forgot  a  basic: 

It  pays  to  listen  to  your  customers. 


SCIENCE  &  TECHNOLOGY 

259  Superconducting  Lives 

By  Ronald  Bailey 

Is  superconductivity  about  to  go  the 
way  of  cold  fusion?  Not  so  fast,  says 
little  Hypres. 

BIARKETING 

264  Selling  The  Sultan 

By  Joshua  Leiitw 

How  do  you  polish  the  image  of  the 

Sultan  of  Brunei?  Ask  Shandwick  Pic. 

PERSONAL  AFFAIRS 

266  Unabashed  Fire  Buffs 

By  Marc  Beauclximp 

Fire  engines  for  show  and  tell. 

CAREERS 

270  Never  Look  Down 

By  Dyan  Machan 

Kay  Koplovitz,  president  of  the  USA 
cable  television  network,  doesn't  just 
talk  about  taking  risks. 

MONEY  &  INVESTMENTS 

35  What's  Ahead  For  Business 

36  The  Forbes  Index 

333  The  Forbes/Wilshire  5000 
Review 


266  Where  the  fire  is,  chief 


DEPARTMENTS 

8  Side  Lines 
10  Follow-Through 
12  The  Informer 
16  Readers  Say 
19  Fact  and  Comment 
24  Other  Comments 
27  Fact  and  Comment  II 
31  Commentary 

351  Flashbacks 

352  Thoughts 

COLUMimSTS 

98  Michael  Novak 

337  Ben  Weberman 

338  Kenneth  L.  Fisher 
340  MarkHulbert 

342  Michael  Gianturco 
344  Frederick  E.  Rowe  Jr. 

FACES  BEHIND  THE  FIGURES 

274  Pierre  Everaert 
AlMld  U.S.A 

T7A  Joel  Zweibel 

Bankruptcy'  lauyer 

275  Scott  Sanders 
Radio  City  Music  Hall 

275  Elliott  Abtams 

Former  policymaker 


July  24,  1989  Volume  144  Number  2  Forbes  |1SSN  0015  6914)  is  published  biweekly  except  weekly  dunng  two  weeks  m  October,  by  Forbes  Inc.,  60  Fifth  Ave.,  New 
York,  N.Y  1001 1  Second-class  postage  paid  at  New  York,  NY.  and  at  additional  mailmg  offices.  Canadian  second-class  posuge  paid,  permit  number  9490.  Subscription  $48  a 
year,  U.S.A.  Postmaster:  Send  address  changes  to  Forbes,  60  Fifth  Ave.,  New  York,  NY.  1001 1 .  Copyright  ©  1989  Forbes  Inc.  Title  is  protected  through  a  trademark  registration  m 
the  U.S.  i'atent  Office. 


FORBES,  JULY  24,  1989 


1 


^i^mm  Forbes  Index 


INDEX  OF  COMPANIES  COVERED  IN  NEWS  STORIES  AND  BT  THE  COLUMNISTS  IN  THIS  ISSUE. 
EACH  REFERENCE  IS  TO  THE  FIRST  PAGE  OF  THE  STORT  IN  WHICH  THE  COMPANT  NAME  APPEARS. 


ADT  Ltd  326 

Ahiens-Fox  Fire  Engine  266 

AI  International 117 

Airbus  Industrie  85 

Airlie  Group  45 

Akros  Finanziaria 136 

Akzo 294 

Alfacell  60 

Alliant  Computer 257 

Allied- Signal 66 

American  Banker  117 

American  La  France  Fire  Engine  266 

American  Savings  &  Loan 349 

Amencan  Ship  Building 13 

American  Speciaior 98 

American  Thrift  &  Loan  88 

Amgen  334 

Ampex  252 

Anheuser-Busch  92 

Applied  Magnetics  338 

Armco  348 

Aitia 216 

AT&T  16,  92,  257,  344 

Avon  12 

B 

Baker  Hughes  334 

Bank  of  Montreal  313 

Bank  of  Tokyo  313 

BASF  66 

BAT.  Industries  313 

Bateman  Eichler,  Hill  Richards 349 

Battelle  Memorial  Institute 92 

Beech  Aircraft 351 

Berkshire  Hathaway 40 

Bertelsmann  282 

Bethlehem  Steel  348 

Blmdcr,  Robinson 88 

BMW  117 

Boeing  85,  92,  103 

Bond  278 

Bucyrus-Erie  45 

Business  Week 12 

c 

Cadbury  Schweppes  348 

Campcau  (Federated  Department 

Stores) 348 

Capital  Citics/ABC  270 

Capital  Marble  and  Granite  60 

Cardinal  Investment  60 

Carlton  Communications  252 

Carter  Hawley  Hale  348 

Caterpillar  45,   103 

CBS  40,  270 

CDA  Investment  Technologies 40 

Ccnteimial  Group  88 

Central  TV 252 

Chevron  92 

Chief  Structures 41 


Chronicle  Books 21 

Chrysler  : 351 

Cincinnati  Reds  60 

Cineplex  Odeon  10 

Coast  266 

Coldwell  Banker 42 

Coleco 101 

Coles  Myer  282 

Columbia  Savings  58 

Comsat  270 

Consolidated  Gold  Fields  298 

Control  Data  257 

Convex  Computer 257 

Cray  Research  257 

Curtiss-Wnght  40 

Cypress  Semiconductor  24 

D 

Daewoo 282 

Darling-Delaware  60 

Data  Automation  60 

De  Anza  Group  12 

Deltco  92 

Digital  Equipment  257 

Walt  Disney 80,  252 

Dixon  Ticonderoga  17 

Dougherty,  Dawkins 337 

Dow  Chemical  92 

l>ou  llxon  Leners  340 

Drexel  Bumham  Lambert 45,  58 

Du  Pont  10,  92,   103 

Dunes  Hotel  117 

E 

EG&G  259 

Envirodyne  nr.-i.-rn.-r:;. 216 

Euromobiliare 136 

Execuuve  Life 58 

Exxon  92,  245,  320 

F 

Federal  Express  338 

Federal  National 

Mortgage  Association 88 

Fiat  Group  136 

First  Boston  58,  66 

First  National  Supermarkets  274 

Robert  Fleming  Securities  252 

Fluorocarbon  103 

Ford  Motor 92,  320,  351 

FPS  Computing  257 

Fruehauf  45 

G 

Gannett 52 

Gateway 298 

CE  66,  85,  252 

CE  (Kidder,  Peaboy)  44 

GE  (NBCI  270 

Gcico 40 

General  Cinema  348 


General  Electric  (UK| 252 

General  Foods 40 

General  Mills  348 

General  Motors  31,  45,   117,  320,  351 

General  Motors  (Electronic 

Data  Systems]  60 

Geoffrey  46 

Glaxo  Holdings  313 

Globe  266 

Gtohe'Dentocrat  52 

Goldman,  Sachs  58 

Grand  Metropolitan  313 

W.T  Grant  42 

Great  Atlantic  &  Pacific  Tea  298 

Gulf  &  Western  |Paramount|  270 

H 

HaUiburton  334 

John  Hancock  U.S.  Government 

Guaranteed  Mortgage  Fund  88 

Handleman  80 

Hanson 298 

Hawaiian  Electric  Industries  349 

Health  Trust 58 

Henley  Group 216 

Hewlett-Packard  257,  259 

Hilton  Hotels  117 

Hitachi  259 

Hogan  Systems 344 

Holly  Sugar 216 

Home  Depxjt  338 

Honda  278 

Hospital  Corp  of  America  58 

House  of  Frazer  264 

Hulhen  Financial  Digest 340 

Hypres 259 

Hyundai  117 

I 

IBM  92,  259 

Idemitsu  Kosan  245 

IFINT  313 

In-N-Out  Burger  46 

Ingersoll  Publications  52 

Intersute  Securities  58 

Itnestment  Deaiers  Digest  344 

Isosceles  298 

m 16 

] 

Raymond  lames 44 

lohnson  Books  74 

K 

KLM  294 

Kmart 42,  80 

Anne  Klein  II  348 

Kohlbcrg  Kravis  Roberts  66 

Koninkliikc  Ahold  274 

Kramer,  Levin,  Nessen, 
Kamin  &  Frankel 274 


Forbes  does  not  supply  back  issues  or  copies  of  individual  articles.  Requests  for  permission  to  reprint  should  bi-  sent  to  the  Permissions  and  Reprints  Department  at  Forbes.  Forbes 
isindexed  in  maior  penodical  indexes  and  can  be  located  m  bound  copy  or  microform  in  maior  libraries.  The  full  text  is  available  electronically  on  maior  daubase  systems. 
Where  necessary,  permission  is  granted  by  the  copyright  owner  for  those  registered  with  the  Copyright  Clearance  Center  (CCC),  27  Congress  St.,  Salem,  Mass.  01970  to  photocopy 
articles  owned  by  Forbes  lor  a  flat  fee  o  $1.50  per  copy  per  aniclc.  Send  payment  to  the  CCC  stating  the  ISSN  (0015  6914|,  volume  and  first  and  last  page  number  of  each  article 
copied  Copying  for  other  than  personal  use  or  internal  reference,  or  of  articles  or  columns  not  owned  by  Forbes  without  express  permission  of  Forbes  or  the  copyright  owner  is 
expressly  prohibited r         t  »•»    t,- 


FORBES,  JULY  24,  1989 


Kyoceia  326 

L 

La  Quinta 344 

Lampf,  Lipkind,  Prupis  &  Petigrow 41 

Lazaid  Fieres  136 

Lear  Siegiei 313 

Limited  348 

Live  Entertainment 80 

Lockheed  85 

Lori 216 

LTV  274 

Lynch  40 

Lynch,  (ones  &  Ryan  278,  282,  326 

M 

Mack  Trucks  266 

Manufacturers  Hanover 12 

Market  Logic 340 

Marshall  Field  351 

Masscomp 257 

Matrix  216 

Maxwell  Communications 313 

Maxwell  Communications  (Officiai 

Airlme  Guide)  117 

MCA  270 

McDonald's  46 

Mediobanca  136 

Mentor  Graphics  342 

Merck 10,    12 

Merrill  Lynch  88,  44,  320 

Mirmesota  Mining  &  Manufacturing  92,   103 

Mmorco  298 

Mitchell  Energy 344 

Mobil  245 

Montedison  136 

Morgan  Drive  Away 40 

J.P.  Morgan  58,  284 

Morgan  Stanley  12,  278,  282,  284 

Multiflow  257 

Municipal  Assistance  337 

Murphy  Oil  |Odeco)  334 

N 

National  Inteigroup  .". 348 

Navistar i 103 

Neiman  Marcus  Group 348 

New  York 8 

New  York  HeraUt  Tribune 8 

New  York  Times 52,  259 

News  Corp 313 

News  Corp  (Twentieth 

Century  Fox)  252 

Nippon  Oil 245 

Nippon  Telegraph  &  Telephone  282 

•  Nissan  278 

North  American  Thrift  &.  Loan  88 

NWA  (Northwest  Airlines)  85 

o 

Occidental  Petroleum 66 


Olivetti  136 

Orient  Leasing _ 278 

Otto-Versland  GmbH  348 

P^ 

PaineWebber  Group  12,  44,  334,  348 

Parker-Hannifin  103 

Patterson  Belknap  Webb  &  Tyler  58 

Pennzoil 274 

PepsiCo 348 

Peters  284 

Philips  Lamps 294 

Pic  TM'  Save  101 

Pirelh  136 

Polaroid 12 

Polo/Ralph  Lauren  348 

PR  Week  264 

Princeton  Portfolios  342 

Procter  &  Gamble  92,   101 

Pubhc  Service  Co 

of  New  Hampshire  274 

Pulitzer  Publishing  52 

Pundit  Press 21 


R 


Radio  City  Music  Hall 

Productions 275 

Renault  Group 282 

Repsol  296 

Rich  Products  10 

Roche/Sapac  Group 298 

Rolls-Royce  85 

Rowan  334 

Royal  Dutch  Petroleum 294 

Royal  Dutch/Shell  245,  282 

Rymer  216 

s 

Saab-Scania  278 

Saatchi  &.  Saatchi 252 

Safety  Railway  Service 40 

Salomon 58,   136,  337 

Samsung  282 

Saxpy  Computer 257 

Schlumberger  334 

Science  259 

Seagrave  266 

Seidler  Amdec  Securities 348 

Shandwick  264 

Shearson  Lehman  Hutton 44 

Showa  Shell  Sekiyu 245 

SIGE  136 

Smith  International  334 

Sobey  Parties  313 

Societe  Europeenne 

de  Semi-Remorquest  45 

Sony  252 

Southeastern  Insurance  Croup 41 

Southwest  Airlines  344 

Spalding  - 117 

Special  Situation  Report  333 

Spiegel 313,  348 


St.  Jude  Medical  342 

St.  Martm's  Press  21 

Standun 60 

Stellar  Computer 257 

Sterling  Securities  ; 44 

Stratus  Computer 342 

Superchip 259 

Suzuki  278 

T 

Taft  Broadcasting  60 

Technical  Tape 216 

Tektronix v 252,  257,  259 

Tengelmaim  Group 282 

Terex  45 

Texaco  274 

Texas  Air  (Eastern 

Air  Lines)  274 

Texas  Rangers  60 

Tidewater  334 

Time  toe  (Home  Box  Office)  252,  270 

Tonen 245 

Toro  338 

Toyota 278 

Toys  "R"  Us  338 

Trans  World  Airlines  85 

Transtech  todustries  10 

Travel  Air  351 

Tribune  52 

Twentieth  Century  funds 13 

u 

U.S.  Memories 24 

UA/Columbia 270 

UEI  252 

Unilever 294 

Union  Texas  Petroleum 66 

United  Technologies 

(Pratt  &  Whitney)  85 

USA  Network 270 

USVest 10 

V 

Vader  Group  216 

Vendex  totemational  282 

Volkswagen  278 

w 

Wal-Mart  Stores  12,  80,  101,  338 

Wall  Street  Jo'timal  340 

S.G  Warburg  136 

Warburg,  Pincus 259 

Washington  Post  40,  52 

Wasserstein,  Perella  298 

Wemgarten  Realty  tovestors  42 

Western  Union  40 

Westinghouse  12 

Westmmster  Financial 10 

George  Weston  117 

Westwood  Thrift  &  Loan  88 

Wheat  First  Securities 17 

Whirlpool 103 


FORBES,  JULY  24,  1989 


Forbes 


Side  Lines 


Editor 

James  W.  Michaels 


Managing  Editor 

Sheldon  Zalaznick 


Deputy  Managing  Editor 

Lawrence  Minard 


Assistant  Managing  Editors 

William  Baldwin,  Steve  Lawrence 
Executive  Editor:  James  Cook 
Art  Director:  Everett  Halvorsen 

Senior  Editors:  Marcia  Berss,  jean  A.  Briggs,  Peter  Brimelow, 
Subrata  N.  Chakravarty,  Edwin  A.  Firm  Jr.,  William  G.  Flanagan,  Jerry  Flint, 
Ruth  M.  Gruenberg,  Steve  Kichen,  Gretchen  Morgenson,  Joe  Queenan, 
Howard  Rudnitsky,  Harold  Seneker,  Gary  Slutsker,  Richard  L.  Stem 
Contributing  Editors:  Phyllis  Berman,  Esther  Dyson,  Pranay  Gupte, 
Richard  Phalon,  Dero  A.  Saunders,  Ben  Weberman 
Associate  Editors:  David  Churbuck,  Stuart  Flack,  Betty  Franklin, 
Thomas  Jaffe,  Dolores  A.  Lataniotis,  Joshua  Levine,  Dyan  Machan, 
Marlene  Mandel,  Laura  Saunders,  Matthew  Schifrin,  Jack  Willoughby 
Staff  Writers;  Ronald  Bailey,  Jonathan  Clements,  Edward  F.  Cone, 
Deirdre  Fanning,  Alyssa  A.  Lappen,  Flemmg  Meeks,  Peter  Newcomb, 
Tatiana  Pouschine,  Eric  Schmuckler,  Ruth  Sunon,  Dana  Wechsler 
Reporters:  JoJin  R.  Hayes,  Deputy  Chief;  Ronit  Addis,  Chnstie  Brown, 
Graham  Button,  Ignatius  Chithelen,  Vicki  Contavespi,  Patrice  Duggan, 
Gale  Eisenstodt,  Diana  Fong,  Michael  Fntz,  Edward  Giltenan, 
Philip  Glouchevitch,  William  Heuslem,  Paul  KJebnikov,  Manjeet  Knpalaiu, 
Spyros  Manolatos,  Evan  McGhnn,  Christopher  Palmen,  Claire  Poole, 
Neal  Santelmaim,  Zina  Sawaya,  Lisa  Scheer,  Leslie  Spencer, 
Carolyn  Torcelliiii,  Memll  Vaughn,  Katarzyna  Wandycz, 
Kathenne  Weisman,  Jason  Zweig 

Washington  Bureau:  Howard  Banks,  Manager,  Janet  Novack,  Kerry  Harmon, 
Cnstina  von  Zeppelm  West  Coast:  Marc  Beauchamp,  Manager^ 
ICathleen  K.  Wiegner,  Lisa  Gubemick,  Ellen  Paris,  John  Hems, 
Ralph  King  Jr.,  Juhe  Pitta,  Southwest:  WilUam  P.  Barrett,  Manager: 
Toni  Mack,  John  H.  Taylor  Midwest:  Steve  Weiner,  Manager;  Cnarles  Siler, 
Rick  Reiff,  lohn  Hams.  Europe:  John  Marcom  Jr ,  Manager;  Peter  Fuhrman. 
Pacific:  Anorew  Tanzer,  Manager;  Hiroko  Katayama 
Columnists:  Ashby  Bladen,  Ann  C  Brown,  David  Dreman, 
Kenneth  L  Fisher,  Mark  Hulbert,  Michael  Novak 

Art  Department:  Roger  Zapke,  Deputy  Art  Director;   Ronda  Kass,  Robert 
Mansheld,  Andrew  Chnstie,  Associate  Art  Directors;  Alexandra  Gregson, 
Lauren  Stockbower,  Meredith  Nicholson,  Photo  Editors; 
Christine  Carey,  Photo  Research;  Sharon  Hams,  Traffic 
Copy  Desk:  Dolores  Aksel,  Deputy  Chief;  Edward  Baker, 
Carol  Ferrari,  Deborah  Markson-ICatz,  Hugo  Moreno,  Gilda  Roberts, 
Peter  Slatm;  Barbara  Souza 

Proofreaders:  Dolores  Guilhot,  Chief;  Arthur  Abramowitz,  Deputy; 
David  I  Fleischmatm,  Susan  R.  Goldberg,  James  Neu 
Director  of  Information  Services:  Anne  P  Mmtz 
Information  Center:  Adele  Bendes,  Cynthia  Crystal,  Clanta  Jones, 
Hugh  Kelsey,  Brenda  T  Ling,  Naomi  Prall,  Information  Specialists; 
Santiago  Alvarado,  James  Bellamy,  Diane  Bolles,  Lawrence  Camngton, 
Luis  CoUazo  Jr ,  Queeme  Flake,  Staff 

Statistics:  Donald  E.  Popp,  Editor;  Ann  C.  Oliver,  Senior  Editor; 
Carsten  M.  Thodc,  Editorial  Programmer;  Charles  M.  Bartlett  Jr., 
JoJm  Chamberlain,  Susan  Chm,  Enc  S  Hardy,  Eileen  Henderson, 
Marygene  E.   Kirk,   Douglas  W    Kortrcy,  Gustavo  Lombo,   Steven   Ramos, 
Mitchcl  Rand,  Tina  Russo,  Dukhcc  Son,  Evan  Sturza 
Director  of  Manufacturing  and  Production:  John  J  Romeo; 
Robert  M  Rosengarten,  Edward  B.  Morgan;  Donald  Althoff,  Peter  Althoff, 
Robert  E  Crawford,  Joseph  De  Gray,  Thomas  Harty 
Advertising  Services  Manager:  Patncia  Deckelmck;  Lytm  Schmidt 
Director  ofPhotocomposition:  James  Cianelli, 
Mark  Decker,  Dan  Scrinaidt,  Arthur  Petz  ni,  Greg  Burks, 
Timothy  J  Hailand,  Ian  Hersey 
Director  of  Editorial  Information:  Raymond  F.  Healey  |r. 


Chairman  and  Editor-in-Chief 

Malcolm  S  Forbes 


President  and  Deputy  Editor-in-Chief 

Malcolm  S  Forbes  Jr 


Publisher 
Caspar  W  Weinberger 


Vice  Chairmen 

Christopher  Forbes       James  J.  Dunn 


Executive  Vice  President 
Leonaiu)  H  Yablon 


Vice  PFCsident-Advertising  and  Promorion:  Stephen  G  Nicoll 
Vice  President-Administration:  Scott  R  Yablon 
Vice  President-Treasurer:  jocl  B  Redler 
Director  of  .\dvertising;  Jeffrey  M  Cunningham 
Director  »i  (  orporate  Communications:  Wm  Donald  Garson 
Director  of  Circulation:  John  M.  Thornton 
Director  of  Data  Processing:  Joseph  J.  De  Marte 
Director  of  Market  Development:  Bruce  H  Rogers 
Advertising  Represeniatives: 

New  York:  Dnnald  W  MacDonald,  Eastern  Manager; 
George  C  Chssold,  Consumer  Adv.  Manager, 
G.  Croh  Henry,  Financial  Adv  Manager; 
Thomas  G  Petersen,  Russell  Cheraim,  Joseph  A  Guthcrz, 
Dcbra  J  Grady  Austm  Ruse,  Patrick  Dignan,  David  J  Forgionc, 
Evelyn  Mitchell,  Arnold  J  Pnves,  Director,  Special  Projects; 
Michael  McCormack,  Susan  D.  Toscam, 

James  W  LaCingnola,  Dir ,  IntI  Adv  ,  The  Amcncas,  Asia,  Pacific 
Boston:  Nick  Carter,  Manager  Atlanta:  John  H  Reock,  Manager.  Cliicago: 
lames  H  Mallon,  Midwest  Manager;  William  |  Powers  Jr.,  David  C.  Nord- 
hoff.  Philadelphia:  James  B  Norton,  Manager  Dallas:  Fred  H.  Wcllmgton, 
Manager  Detroit:  Don  Dane,  Manager;  Kevin  M  Hohman  Los  Angeles: 
William  I  Flatley,  Manager  San  Francisco:  Ward  |.  Flock,  Manager.  Lon- 
don: Peter  M  Schoff,  Director,  Intl  Adv ,  Europe  and  Africa,  Roy  Fmchett. 
Tokyo:  Toyosukc  Gamo,  Manager 
Corp.  Report  Updates:  Sarah  Madison        Classified:  Lmda  Loren 


PAID  CIRCULATION  OVER  735,000 


John  Maddock  Roberts 


Sheldon  Zalaznick 


If  it  doesnt  make  sense 

Sheldon  Zalaznick  has  a  favor- 
ite adage:  "As  my  old  grand- 
mother used  to  say,  'If  it 
doesn't  make  sense,  I  don't  be- 
lieve it.'  "  For  13  years  as  Man- 
aging Editor  of  this  magazine, 
Shelley  has  w^ith  great  success 
apphed  that  dov^m-to-earth  re- 
alism to  his  complex  job  of 
managing  the  Forbes  editorial 
operation.  At  the  same  time 
he  has  been  stalv/art  in  help- 
ing maintain  our  editorial 
standards.  "Is  the  department 
of  good  taste  open  for  busi- 
ness?" he  asks  and  then  pro- 
ceeds to  suggest  to  me  or  other 
staffers  that  perhaps  w^e  have 
transgressed  in  some  charac- 
terization, some  description, 
some  judgment.  

Shelley  brought  a  brilliant  record  w^ith  him  w^hen  he  arrived 
here  as  Managing  Editor  in  1976.  He  had  been,  among  other 
things,  Sunday  editor  of  the  late,  lamented  New  York  Herald 
Tribune  and  editorial  director  at  New  York  magazine  in  the  days 
when  that  publication  was  setting  new  trends  in  journalism. 
Shelley's  credentials  as  a  business  joumahst  were  firmly  estab- 
lished in  the  Sixties,  when  he  was  a  senior  editor  here. 

At  60,  Shelley  has  elected  to  retire;  this  is  his  last  issue.  The 
editorial  staff  will  miss  him  terribly,  but  we'll  keep  reminding 
ourselves;  "If  it  doesn't  make  sense.  . . ." 

Around  the  world — in  many  months 

Rt  porter  Gale  Eisenstodt  is  fluent  m  Japanese.  That's  why  we 
sent  her  to  our  Tokyo  Bureau,  where  she  has  spent  three  months 
working  with  two  researchers  checking  our  long  list  of  Japan's 
billionaires.  That's  just  one  coimtry.  It  took  a  tremendous 
investment  in  time,  people  and  money  to  make  our  1989  aimual 
report  on  global  wealth  complete,  accurate  and  interesting. 

A  good  half  of  our  staff  contributed.  Reporters  Katarzyna 
Wandycz,  Katherine  Weisman  and  Philip  Glouchevitch  kept 
the  overseas  telephone  lines  open,  verifying  information,  dig- 
ging up  new  names  and  facts.  Claire  Poole  and  Patrice  Duggan 
supplemented  their  efforts.  William  Barrett,  Manager  of  our 
Southwest  Bureau,  chipped  in  with  the  knowledge  of  Middle 
Eastern  wealth  gathered  as  a  newspaperman  in  Cairo. 

Our  library  contributed  mightily:  Anne  Mintz,  Adele  Bendes, 
Cynthia  Crystal,  Clarita  Jones,  Hugh  Kelsey,  Brenda  Ling,  Na- 
omi Prall.  Statistics  for  the  foreign  companies  were  handled  by 
Steve  Kichen 's  statisticians,  wath  Ann  Oliver  doing  an  especial- 
ly brilliant  job.  Art  direction  was  orchestrated  by  Ronda  Kass; 
Christine  Carey  rounded  up  photos  from  all  over  the  globe.  Our 
copy  desk  people,  under  Marlene  Mandel,  outdid  themselves  in 
handling  masses  of  copy,  and  the  photocomposition  depart- 
ment, under  James  Cianelli,  managed  to  process  it  all. 

Directing  the  billionaire  effort  was  Senior  Editor  Harold  Sen- 
eker, the  world's  top  expert  on  affluence.  For  eight  years  he  has 
edited  our  annual  compilation  of  the  400  richest  Americans; 
this  is  his  third  year  on  the  rich  of  the  entire  world. 
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Follow-Through 


Son  of 
Cineplez 

May  29,  1989 
Garth  Drabitisky 


Cineplex  Odeon  Corp.,  North 
America's  second-largest  cinema 
chain,  has  taken  some  heat  for  jacking 
up  ticket  prices  to  $7.50  in  some  cine- 
mas, but  Forbes  had  a  bigger  beef 
with  the  company's  financial  state- 
ments. Among  other  things,  Cineplex 
Chairman  Garth  Drabinsky  was  sell- 
ing assets  and  counting  the  gains  as 
part  of  operating  income.  This  made 
operating  losses  look  like  profits. 

Now  comes  the  final  cut:  Three 
weeks  after  our  article  appeared, 
Cineplex  announced  that  because  of 
"press  reports,"  it  would  fix  the  prob- 
lem. Starting  with  the  latest  quarter 
(ended  June  30),  the  company's  in- 
come statement  will  list  gains  from 
the  sale  of  assets  as  "other  income," 
not  operating  revenues.  The  company 
also  will  revise  its  1988  income  state- 
ment. By  subtracting  nonrecurring 
items,  the  restatement  reduces  a  pre- 
tax operating  gain  of  $83  million  for 
1988  into  one  of  $36  million.  For  the 
first  quarter  of  1989,  pretax  operating 
income  reported  as  $24.9  million  will 
be  restated  as  a  $22.6  million  loss. 

"The  bottom  line  won't  change," 
says  a  Cineplex  spokesperson.  True. 
But  shareholders  will  see  the  picture 
clearly:  Cineplex'  profits  have  been 
coming  from  shuffling  assets,  not  run- 
ning theaters. — Dana  Wechsler 


Old  name, 
new  game 

Jiow  l.i.  1988 
Harry  Schreiber 


Old  swindlers  never  die,  they  just 
drift  into  penny  stock  scams. 
Take  Harry  Schreiber.  When  we 
wrote  about  Schreiber  last  year,  the 
48-year-old  ex-convict  had  been  run- 
ning a  Ponzi  scheme,  using  real  estate 
tax  shelters  to  fleece  investors. 
Schreiber  spent  their  money  on  posh 


homes  and  first-class  travel.  But  his 
supply  of  suckers  dwindled  after  tax 
reform  in  1986.  With  no  new  cash 
coming  in,  Schreiber  had  to  put  10  of 
his  30  partnerships  into  bankruptcy 
proceedings.  Last  month  the  sec  filed 
a  civil  lawsuit  charging  Schreiber 
with  fraud. 

And  Schreiber  has  other  troubles. 
Last  November  he  merged  his  holding 
company  with  Westminster  Finan- 
cial, a  Salt  Lake  City-based  blind  pool 
with  $146,000  of  assets.  Schreiber's 
outfit,  USVest,  got  82%  of  Westmin- 
ster by  putting  in  mortgages  suppos- 
edly worth  $6.5  million  on  13 
Schreiber  properties — mainly  office 
buildings  and  shopping  malls  in  Flori- 
da. Soon  after,  Schreiber  orchestrated 
a  100-to-l  reverse  split,  pushing  West- 
minster's shares  from  3  cents  to  $3. 
The  shares  jumped  to  $5  bid  in  over- 
the-counter  trading,  but  in  May  the 
SEC  halted  trading,  citing  doubts 
about  the  mortgages'  value. 

No  wonder.  At  least  four  of  the 
mortgages  are  pledged  as  collateral  on 
loans  taken  out  by  USVest  and 
Schreiber.  Also,  the  mortgages  are 
subordinate  to  notes  on  the  properties 
held  by  banks.  Some  of  the  properties, 
if  sold,  may  fetch  just  enough  to  repay 
the  banks,  leaving  nothing  for  West- 
minster.— Edward  Giltenan 


Untouchable 

Dec  12,  198H 


Last  year  we  exposed  Transtech  In- 
I  dustries,  a  New  Jersey  firm,  as  one 
of  the  worst  toxic  dumpers  in  that 
much  abused  state.  The  outfit,  in  its 
varied  corporate  incarnations,  had  il- 
legally disposed  of  hazardous  waste 
for  decades,  but  somehow  managed  to 
escape  prosecution.  Last  month  a 
New  Jersey  grand  jury  indicted  three 
former  Transtech  officials  on  charges 
of  conspiracy,  theft  by  deception  and 
commercial  bribery  at  the  company's 
landfill  in  Deptford,  N.J.  The  ex-exec- 
utives each  face  fines  of  up  to 
$500,000  and  jail  sentences  that  will 
run  at  least  41  years  if  convicted. 

Curiously  unscathed  is  Transtech's 
former  chairman,  Marvin  Mahan. 
Even    though    Mahan    was   head   of 


Transtech  and  his  family  owned  more 
than  one-third  of  the  company's  stock 
when  the  alleged  misdeeds  were  done, 
he  was  not  charged  by  the  New  Jersey 
grand  jury  that  examined  the  evi- 
dence. But  Mahan  isn't  without  prob- 
lems. He  is  being  sued  by  28  compa- 
nies, including  Merck  and  Du  Pont, 
for  the  costs  of  cleaning  up  his  dump 
in  Carlstadt,  N.J.  Federal  law  says  the 
firms  can  be  held  liable  for  environ- 
mental damage  from  improper  dispos- 
al of  their  hazardous  waste,  even 
though  they  paid  Mahan  to  dispose  of 
it  properly. 

What's  Mahan  up  to  now?  After  our 
article  appeared,  Transtech's  stock 
fell  some  30%  and  Mahan  increased 
his  family's  holdings  a  further  3%,  for 
a  total  stake  of  41%. — Jason  Zweig 


The  best- 
laid  {dans 

Apr.  25,  1983 
Robert  Rich  Sr. 
and  Robert  Jr. 


Bob  Rich,  now  48,  boasted  six  years 
ago  that  he  would  drive  sales  at 
his  family's  Rich  Products  to  $1  bil- 
lion by  1986.  His  plan:  Expand  the 
company  his  father  founded  (1982 
sales:  $400  million)  by  acquiring  oth- 
er family-owned  food  companies. 
Rich  wanted  to  diversify  beyond  the 
business  of  making  nondairy  cream- 
ers for  coffee.  He  wanted  to  get  into 
other  food  lines. 

The  strategy  did  not  play  out  exact- 
ly as  plaimed.  Rich  Products'  sales  did 
jump  to  $720  million  as  of  last  year, 
but  this  growth  came  largely  from  in- 
house  development  of  a  technology  to 
make  cholesterol-free  frozen  foods. 
As  for  the  acquisition  strategy.  Rich 
bailed  out  when  the  mounting  pas- 
sion for  leveraged  buyouts  pushed 
prices  sky-high  on  the  types  of  food 
companies  he  wanted  to  buy.  "We 
weren't  willing  to  take  on  enough 
debt  to  do  those  deals,"  he  says. 

Instead,  Rich  bought  the  Class  aaa 
Buffalo  Bisons,  now  the  best-drawing 
minor  league  baseball  team  in  the 
country.  Rich  also  purchased  a  pair  of 
radio  stations  in  upstate  New  York. 
One  thing  he  isn't  broadcasting  these 
days:  overambitious  sales  predic- 
tions.— Edward  F.  Cone 
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SLOW  ROAD  TO  GLORY 

The  Story  of 
the  Lands'  End  Rugby  Shirt 

by  Red  Mulcahy 


We  had  high  hopes  for  our  original 
Rugby  Shirt  when  we  introduced  it 
in  1980. 
After  all,  it  was  heavyweight  cotton. 
Not  a  bit  flimsy.  And  dam  good-looking  too, 
with  its  jaunty  stripes.  (We  called  'em  Team 
Stripes,  which  we  thought  had  a  real  ring  of 
authenticity. ) 

So  we  mailed  out  our  catalogs,  and 
waited  for  the  applause. 

Setback  Ntimber  One. 

What  we  got  was  more  like  a  sustained  Bronx 
cheer.  Our  customers  complained  that  our 
rugby  shirts  shrank  too  much.  Up  to  20%. 
Went  in  the  dryer  a  Large,  came  out  a  Medium. 

We  were  embarrassed.  Took  the  shirts 
out  of  our  catalog,  and  even  wondered 
whether  we  should  leave  rugby  shirts  to  the 
sporting  goods  companies. 

But  our  feisty  nature  got  the  best  of  us. 
We  went  back  to  the  drawing  board  and 
developed  a  preshnmk  100%  cotton  jersey 
fabric.  A  beefy  fabric,  10. 5  oz.  versus  the 
usual  5  to  9  oz.  A  fabric  that  reduced 
shrinkage  to  a  tolerable  3%. 

So  far,  so  good.  But  we  wanted  to  be 
sure  our  improved  shirts  were  the  real  thing. 
Especially  sinCe  about  this  time,  lots  of 
"rugby  shirts"  were  appearing  on  the  market 


that  were  really  nothing  more  than  colorful 
sportshirts. 

We  figured  a  "field  test"  was  in  order. 
And  gave  our  shirts  to  the  University  of 
Chicago  rugby  team.  (They  happened  to  be 
close  at  hand.) 


Again,  we  went  back  to  the  drawing  board, 
and  developed  a  more  rugged  continuous 
placket — all  one  piece,  with  no  weak  point. 

Would  this  make  our  shirt  tough  enough  for 
rugby?  We  decided  to  submit  our  latest  shirts 
to  the  ultimate  test — international  rugby — 
giving  them  to  the  USA  Eagles,  America's 
national  team.  The  biggest,  toughest  rugby 
players  in  the  country.  (Some  of  these  guys 
were  bom  with  five  o'clock  shadow. ) 

OUR  SHIRTS  FAILED  AGAIN!  Seams 
came  apart.  Buttons  popped  off.  In  a  Hong 
Kong  match,  one  Eagle  came  off  the  field 
wearing  nothing  above  the  waist  but  a  collar. 

We  went  (no,  we  trudged)  back  to  the 
drawing  board.  But  this  time,  we  had  the  help 
of  the  Eagles.  We  switched  to  stronger  thread. 
Developed  deeper  biting  seams.  Beefed  up 
our  shirt  at  collar,  placket.  And  added  other 
indomitable  (we  hoped)  features. 

The  Eagles  took  our  shirts  into  action  in 
June  1984  against  Canada.  And  we  held  our 
breath. 

At  long  last: 
"Tough  as  the  game!" 

To  our  relief,  these  Lands'  End  Rugby  Shirts 
finally  stood  up  to  all  the  bruising,  tugging, 
grabbing,  tackling  punishment  the  Eagles 
could  put  them  through,  in  some  of  the 
toughest  international  competition  imaginable. 

And  have  continued  to  stand  up,  year  after 
year.  In  1987,  they  even  survived  three  tough 
matches  at  the  Rugby  World  Cup  in  Australia. 

Now,  that  makes  us  pretty  proud. 
Especially  considering  where  these  shirts 
came  from. 

Just  shows  what  hard  work  (and  a  little 
humiliation)  can  do. 

A  Postscript... 

If  you'd  like  to  put  our  "tough  as  the  game" 
Rugby  Shirt  (or  any  of  our  other  clothing  and 
soft  luggage)  to  your  own  "field  test, "  call  or 
write  today  for  a  free  Lands'  End  catalog. 

You'll  discover  more  than  a  great  shirt — 
you'll  discover  a  new  direct  way  of  shopping  in 
which  Quality,  Value  and  Service  are  absolutely, 
positively  GUARANTEED.  PERIOD.' 


Setbacks  Number  Two  and  Three. 

The  results  were  disastrous.  While  our  new 
fabric  stood  up,  almost  nothing  else  did. 
A  particular  problem  was  the  two-piece  placket, 
which  the  mggers  consistently  tore  asunder. 


1-800-356-4444 


Or  write  for  free  catalog: 
Lands"  End,  Inc.       Dept.  H-33 
DodgeviUcWl  53595 


Name 


Address 


City 


State 


Zip 


Forbes  Informer 


Edited  by  Eric  Schmuckler 


A.J  Bemsiein 


Break  up  Manny  Hanny? 

Will  Manufacturers  Hanover,  the  na- 
tion's sixth-largest  bank,  become  a 
takeover  target?  The  Informer  has 
latched  on  to  a  confidential  document 
prepared  by  Morgan  Stanley  that 
makes  a  strong  case  for  the  breakup  of 
the  $67  billion  holding  company. 

The  Morgan  plan  would  carve  the 
bank  into  four  separate  companies:  a 
regional  bank,  a  finance  company,  an 
operating  services  company  and  a 
merchant  bank.  Thus  dismembered, 
plus  some  real  estate  and  stock, 
Marmy  Hanny  is  worth  $68  to  $85  a 
share,  Morgan  reckons,  versus  the  re- 
cent $37  per  share. 

Key  to  Morgan's  plan  are  some  no- 
tably rosy  assumptions  about  this 
troubled  bank  (Forbes,  J^r.  25,  1988). 
For  example,  the  new  merchant  bank 
would  retain,  among  other  assets, 
Manny  Hanny's  $7  billion  in  loans  to 
less-developed  countries.  It's  assumed 
the  bank  will  be  able  to  unload  this 
doubtful  paper  at  50  cents  on  the  dol- 
lar. This  is  a  big  maybe  in  a  market 
where  much  ldc  debt  goes  for  15 
cents  to  40  cents  of  face  value. 

Morgan  assumes  the  bank's  whole 
business  will  expand  at  17%  a  year. 
But  given  weak  demand,  loan  sales 
and  capital  constraints,  it  would  take 
a  lot  of  doing.  Morgan  values  cit,  the 
asset-based  lender,  at  up  to  $1.6  bil- 
lion by  projecting  $185  million  in 
eamings  by  1991.  Granted,  cit  is 
working  through  its  bad  energy 
leases,  but  it  would  still  have  to  in- 
crease profits  by  50%  in  two  years. 

Taking  over  a  big  bank  is  a  lot 
tougher  than  taking  over  a  biscuit 
company.  Thus  the  Morgan  report 
could  be  seen  as  a  blueprint  for  man- 
agement action  in  restructuring  rath- 
er than  an  invitation  to  raiders.  And, 
to  the  extent  that  the  report  pushes  up 
the  stock  price,  it  makes  easier  the 
task  of  raising  badly  needed  capital. 
Expect  to  see  a  big  stock  issue  by 
Manufacturers  if  investors,  buying  on 
breakup  rumors,  send  it  to  $40  a 
share. — Tatiana  Pouschine 

Richard  the 
Chickenhearted 

Richard  Grasso,  president  of  the  New 
York  Stock  Exchange,  is  a  man  who 
knows  how  to  pick  his  battles.  His 
secret:  When  he  doesn't  hke  the  odds, 
he's  not  afraid  to  run. 


NYSE  President  Ricfxird  Grasso 
When  the  going  gets  tottgh,  run. 

Grasso  was  scheduled  for  a  panel  at 
a  conference  last  month  on  "Chal- 
lenges Facing  the  Securities  Indus- 
try," sponsored  by  Business  Week.  Sub- 
ject: Does  the  advent  of  electronic 
trading  mean  that  stock  exchanges,  as 
we  know  them,  will  go  the  way  of  the 
dodo  (Forbes,  Apr  17)1  Turned  out 
Grasso  was  one  of  the  only  panel 
members  defending  the  status  quo. 
He  complained  to  conference  organiz- 
ers that  he  was  being  set  up.  Comes 
the  big  day,  and  Grasso  is  a  no-show. 
His  office  says  he  was  needed  on  the 
floor  because  it  was  a  triple  witching 
day.  Another  exchange  official  was 
sent  to  pinch-hit.  One  more  example 
of  how  the  entrenched  New  York 
Stock  Exchange  crowd  is  fighting  an 
uphill  battle  against  computerized 
trading. 

Ruler  of  my  heart 

Just  how  late  in  the  bull  market  are 
we?  Well  into  the  last  act,  according 
to  the  latest  from  PaineWebber  port- 
folio strategist  Edward  Kerschner.  He 
argues  for  investing  now  in  some  25 
blue-chip  companies,  which  he  has 
christened  "ruler  stocks."  Says  he; 
"Look  to  stocks  whose  eamings 
growth  is  as  straight  as  a  ruler." 

He  cites  good  companies:  Wal- 
Mart,  Merck,  Westinghouse.  "Their 


eamings  progression  tends  to  be  as 
straight  as  a  ruler  in  good  times  and 
bad,"  Kerschner  says. 

Straight,  yes,  but  also  expensive. 
These  stocks  command  premium 
multiples.  "Ruler  stocks"  look,  to 
The  Informer,  suspiciously  like  the 
so-called  one-decision  stocks  of  1973, 
famous  numbers  like  Avon  at  $140  a 
share  and  Polaroid  at  $125.  The  the- 
ory was  that  growth  for  stocks  like 
these  was  so  assured  that  they  were 
almost  invulnerable.  But  in  1974 
these  stocks  were  hit  harder  than  was 
the  rest  of  the  market.  Kerschner 
thinks  that  the  cycles  in  his  ruler 
stocks  will  be  modest.  Maybe  so.  But 
bear  markets  aren't  exactly  known  for 
their  modesty. — Gretchen  Morgenson 

Roll-Up  cash-in 

Roll-ups,  in  which  a  series  of  real  es- 
tate limited  partnerships  are  put  into 
one  publicly  traded  unit,  have  been 
notorious  turkeys  for  investors.  Man- 
agement, of  course,  does  nicely.  Take 
De  Anza  Communities,  a  proposed 
roll-up  of  14  partnerships  launched  by 
Herbert  Gelfand  of  Beverly  Hills.  Not 
surprisingly,  this  roll-up  will  leave 
Gelfand  rolling  in  dough. 

The  De  Anza  properties  are  mostly 
luxury   mobile   home   projects,    ap- 


lllavrallons  by  Kciih  Bendte 


praised  at  $276  million.  But  the  part 
that  raises  eyebrows  is  the  price  tag 
on  Gelfand's  syndication  arm,  De 
Anza  Group.  Its  "estimated  going- 
concern  value,"  the  prospectus  notes 
with  a  straight  face,  is  $29  million.  De 
Anza  Group  does  own  some  real  es- 
tate, but  as  a  business  it's  small  pota- 
toes. It  earned  $52,000  last  year,  be- 
fore special  items,  on  $4.8  million  in 
revenues.  On  a  cash  flow  basis,  the 
price  implies  a  multiple  of  60. 

Gelfand  will  get  cash  and  stock,  but 
that's  not  all.  Last  December  he  sold 
some  stock  in  De  Anza  Group  back  to 
the  company  for  a  quick  $6  million. 

Some  investors  have  done  quite 
well  with  their  partnerships,  but  they 
can't  be  too  happy  about  the  roll-up. 
Though  the  appraised  value  of  each 
new  share  is  $20,  the  prospectus 
warns  that  the  stock  may  trade  "sig- 
nificantly below"  that.  No  roll-up  has 
ever  traded  at  appraised  value,  with 
discounts  rangmg  from  30%  to  90% . 
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What  have  you 
done  for  us  lately? 

After  nine  years  of  Forbes  honor  roll 
performance,  the  Twentieth  Century 
group  of  funds  slipped  badly  last  year. 
Its  $2.3  billion  Select  fund  produced  a 
total  return  of  5.6%  last  year,  versus 
better  than  14%  for  similar  funds.  Now 
a  shareholders'  lawsuit  charges  James 
Stowers  and  Irving  Kuraner,  the  man- 
agers, with  overcharging  investors. 

The  dynamic  duo  are  vulnerable  be- 
cause they  charge  a  flat  1  %  a  year  for 
managing  their  dozen  funds,  when 
the  industry  average  is  0.65%.  But 
that  1%  includes  expenses,  while  the 
average  fvmd  bears  expenses  of  1.5%. 
On  assets  of  $5.1  billion,  Stowers  and 
Kuraner  pulled  down  $51  million  in 
fees  last  year,  an  amount  termed  "ex- 
orbitant, unreasonable,  excessive."  If 
ever  there  was  an  unjustified  lawsuit, 
this  is  it.  Any  managers  who  can 
make  our  mutual  fund  honor  roll  in 
nine  out  of  ten  years  deserve  a  medal, 
not  litigation. 

Steinbrenner  in  relief 

George  Steinbrenner  is  well  known 
for  screaming  at  his  New  York  Yan- 
kee ballplayers  both  on  the  field  and 
in  the  press,  but  this  year  the  Bronx 
Bombers'  boss  has  been  notably  si- 
lent. No  public  humiliations,  no  his- 
trionic firings,  none  of  the  typical 
Steinbrenner  charm. 

It's  certainly  not  because  the  Yan- 
kees are  ripping  up  the  league.  Ap- 
proaching the  midseason  All-Star 
break,  the  team  is  dVi  games  out  of 
first  place,  playing  under-. 500  ball. 

Steinbrenner,  it  seems,  may  be  more 
than  a  bit  preoccupied  with  nagging 
problems  at  his  main  nonsports  busi- 
ness, American  Ship  Building.  That's 
the  publicly  held  ship  and  barge  builder 
and  repair  outfit  of  which  he  owns 
some  16%.  The  Tampa-based  compa- 
ny had  sales  of  $7 1  million  last  year  but 
has  lost  money  for  two  years  straight. 
In  late  April  Steinbrenner  was  forced  to 
cough  up  a  $  1 .5  million  loan  to  bolster 
the  company's  balance  sheet.  In  ex- 
change, he  received  about  half  a  mil- 
Hon  shares  of  American  Ship  Building 
stock,  which  he  is  required  to  hold  for 
at  least  two  years. 

Since  Steinbrenner  came  through  as 
financial  reliever,  the  company's 
stock  has  rallied  from  $3.50  to  $4.75. 
That  means  the  boss'  newly  secured 
shares  have  pitched  him  a  $1  million 
paper  profit.  Not  quite  what  Dave 
Winfield  makes  in  a  year,  but  not  bad. 
The  outlook  for  an  upturn  at  Ameri- 
can Ship  Building  any  time  soon?  The 
Yankees  are  more  likely  to  win  the 
pennant.— G.M. 
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free  to  roundtrip  Blue  Diamond  (First)  Class  passensers — 
a  one-way  overnight  journey  on  the  luxurious  Blue  Train.  * 


Free  to  roundtrip  Gold  (Business)  Class  passengers — an 
exotic  game-viewing  safari  at  an  exclusive  game  reserve.  * 


Plus,  en  route,  both  classes  enjoy  deluxe 
hotel  accommodations  in  Rio  de  Janeiro 
— absolutely  free.  * 


With  classy  free  offers  like 
these,  and  our  renowned 
award-winning  service,  it's 
no  wonder  more  U.S. 
passengers  fly  SAA  to 
South  Africa  than  all  other 
airlines  combined. 

For  more  information, 
see  your  Travel  Agent, 
or  call  1-800-722-9675. 
In  NYC  212-826-0995. 


SOUTH  AFRICAN  AIRWAYS 

900  Third  Avenue.  New  York.  NY  10022 


■  Passengers  must  originate  in  the  US  and  tickets  must  be  issued  in  USD  on  a  roundtrip  t3asis. 
Atiove  offers  subject  to  avaHabHity. 
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MAN  CAN'T  WALK  ON  WATER. 


HOWEV 


While  man  nia\  never  be  able  U)  iran.scend  ihe 
boundaries  of  earthly  existence,  there  are  ways  he  can 
capture  the  experience.  One  of  which  is  to  own  and 
command  a  Brooke  Yacht. 

Engineered  in  F.ngland,  its  \-ery  soul  is  formed  b\- 


the  centunes-old  heritage  of  shipbuilders,  na\  igators, 
and  sailors  of  Great  Britain. 

A\ailable  from  100  to  300  feet  in  length,  each  one 
possesses  design  so  timeless  and  craftsmanship  so  en- 
during, it  stands  as  a  monument  to  a  man's  achievements 


»■    '  .im-g'ty? 'igB^- 


Direct  all  inquiries  to  Mark  Hilpern,  the  Brooke 
ichts'  representative  in  New  York,  at  212-980-0055. 

The  cost  is  admittedly  substantial.  But  then  again, 
)  is  the  satisfaction  of  commanding  one  of  the  finest 
ichts  in  the  world. 


©  1989  BROOKE  YACHTS 


ItHasBrffliance 

Written 

MOverlt. 


Nothing  makes  a  bright 
idea  stand  out  like  a  brilliant 
sheet  of  paper.  So,  for  the  sharp- 
ness and  contrast  that  gets  your 
message  noticed  and  your  point 
across,  get  Mead  Moistrite.-" 

fTfeod 

Business  Pc¥>efs 

Ibr  A  Better  Image. 

Nfcad  Fine  ft^ier  CourihiXiSf  Plazay  Dayion.  Ohio  45463 
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Call:  1-800-772-9200  Ext.  338 

Change  of  Address.  Pleast  give  six  weeks 
notice.  Write  your  new  address  on  this 
form  and  return  it  with  a  recent  mailing 
label  from  the  magazine. 

New  Subscription.  To  order  Forbes,  fill  in 
the  form  and  return  it  with  a  check  for 
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$48  □  3  years  $96  (the  equivalent  of 
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Readers  Say 


Leave  a  message 

Sir:  I  am  as  offended  as  you  by  the 
time  waste  of  lengthy  "wait  for  beep" 
messages  (Fact  and  Comment,  June  12). 
However,  when  we  first  installed  our 
answering  device  a  few  years  ago,  we 
had  an  inordinate  number  of  hang- 
ups. My  time-saving  message  was, 
"Wattenmaker  here.  We're  not  avail- 
able. Talk  at  the  beep."  My  wife  re- 
corded a  more  leisurely  line,  and  the 
problem  disappeared.  And  by  leaving 
the  machine  on  when  we  were  home, 
we  solved  another  set  of  problems. 
— -James  S.  Wattenmaker 
Clei  eland,  Ohio 

Sir:  My  favorite  remains  the  voice 
which  simply  states,  "Hello.  The  an- 
swering   machine    will    beep.    You 
know  what  to  do." 
—Janice  Oberrecht 
Boise,  Idaho 

Sir:  Let's  drop  "We're  unable  to  an- 
swer." It's  obvious  with  the  answer 
"At  the  beep  leave  your  message." 
— Lester  A  Wilseyjr 
St  Paul.  Minn 


Press  freedom 

Sir:  Caspar  Weinberger's  heartwarm- 
ing story  (Forbes,  May  29]  about 
Prime  Minister  Lee  of  Singapore  ne- 
glected to  mention  press  freedom.  At 
the  annual  meeting  of  the  American 
Society  of  Newspaper  Editors  in 
Washington  last  year,  Lee  observed 
that  press  freedom  wasn't  a  very  good 
idea  for  Asians. 

This  is  the  "enlightened  govern- 
ment" that  you  wrote  about. 
—Jerry  Ceppos 
San  Jose.  Calif. 


Growing  pains 

Sir:  You  say  that  iti  "Charges  twice 
as  much  as  its  competitors  for  the 
same  product"  ("A  bubble  ready  to 
burst,"  //we  12).  Some  interstate  calls 
placed  over  in  will  be  less  than  a 
comparable  call  over  at&t.  To  the 
extent  that  our  rates  may  exceed 
those  of  AT&T,  they  reflect  signifi- 
cantly higher  validation,  billing  and 
collection  charges  that  iti  must  pay. 
Any  emerging  industry  undergoes 
a  period  in  which  it  is  defining  its 
services    and    prices.    At    the    same 


time,  it  is  necessary  to  recover  costs. 
iTi's  services  are  far  beyond  the  in- 
dustry standards. 

The  article  creates  the  perception 
that  iti  charges  what  the  market  will 
bear  to  hurt  the  consumer. 
— Edmund  F.  Tagg  \ 

Chaimuin  of  the  Board 
International  Telecharge,  Inc.  ■ 

Dallas,  Tex.  ' 


ArtM>rism  ^ 

Sir:  Re  "Who  needs  trees?  There's 
always  the  Sunday  New  York  Times" 
Qi/ne  26).  Business  and  concern  for  the 
environment  are  not  mutually  exclu- 
sive. Pejorative  terms  like  "tree  bug- 
gers" won't  cut  it  when  our  actions 
are  evaluated  by  future  generations. 
—Walter  B.  Kerr 
Sanford.  A'C 


Beam  on 

Sir:  Marlm  rushed  in  bringing  with 
him  Steve's  lead  editorial  (Fact  and 
Comment  II,  June  26).    I   have   not 
stopped  beaming. 
— George  Bush 
Waslmigton,  DC. 


Island  in  the  stream 

Sir:  Your  Fact  and  Comment  (June 
12),  "The  Japanese  are  in  the  throes  of 
a  revolution,"  perpetuates  the  hoary 
myth  that  the  basics  of  Japanese  soci- 
ety are  changing.   Don't  hold  your 
breath  expecting  an  American  corpo- 
rate raider,  or  for  that  matter,  any 
major  Western  company,  being  able 
to  become  a  force  within  Japan.  Only 
when  this  happens  will  I  say  that  the 
Japanese  have  truly  changed. 
— /./..  Dai'ies 
Oakt'ille,  Ont. 
Canada 


Dupelomacy 

Sir:  Re  Fact  and  Comment  (Apr.  3)- 
You  state  that  the  American  custom 
of  appointing  presidential  friends  as 
ambassadors  is  justified  because  "the 
country  who  gets  an  ambassador  who 
has  the  ear  and  the  gratitude  of  a  Pres- 
ident is  usually  grateful  for  the  selec- 
tion." However,  it  might  be  useful  to 
ask  whether  it  is  in  the  best  interest  of 
the  U.S.,  rather  than  that  of  the  re- 


FORBES,  IULY  24,  1989 


ceiving  country,  to  appoint  such  "big- 
giving  friends." 
—Edward  Marks 
Colombo,  Sri  Latika 


Jawohl 

Sir:  Re  your  comments  about  green- 
ies  and  the  poUtical  scene  in  West 
Germany  (Fact  and  Comment,  June  12). 
The  real  leaders  of  the  Social  Demo- 
cratic Party  are  Hans-Jochen  Vogel, 
head  of  the  party  since  the  retreat  of 
WiUy  Brandt,  and  Oskar  Lafontaine. 
—Hartmut  H.  Albrecht 
Diisseldorf,  Wes/  Germany 


All  yon  need  is  love 

Sir:  I  loved  it!  (Faa  and  Comment,  May 

29)  Thank  you,   thank  you.   Love, 

love. 

— Liza  Minnelli 

New  York,  NY. 


Eqnns 

Sir:  During  my  Latin  studies  in  the 
Forties  we  referred  to  the  English 
translation  as  a  "pony"  (Faa  and  Com- 
ment, June  26) 

"Trot"  is  a  new  one  on  me. 
— Frank  J.  Koval 
Lansing,  Mich. 


Total  cost 

Sir:  You  reported  that  I  had  lowered 
the  manufacttuing  costs  for  our  Ori- 
ole pencil  from  $5.25  to  $3.05  a  gross 
("Better  than  an  M.B.A.,"  June  26).  I 
wish  that  were  true.  However,  those 
figures  only  related  to  raw  materials, 
and  did  not  include  the  direct  labor, 
overhead  and  selling  costs. 
—Gino  N  Pala 
Chairman 

Dixon  Ticonderoga  Co. 
Vero  Beach,  Fla. 


Have  mercy 

Sir:  Re  "Beware  the  big  producer" 
Qune  26).  I'm  sure  there  are  a  few  bad 
apples  in   every  bunch,   but  please 
show  some  kindness  to  those  of  us  in 
the  brokerage  industry  who  seek  to 
uphold  the  professionalism  and  re- 
spect of  our  chents.  There  really  are  a 
few  of  us  left. 
— Richard  H.  Van  Gelder 
"Wheat  First  Securities 
Salisbury,  Md. 
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lT  the  regent  of  SYDNEY, 
THE  CURTAINS  OPEN  ONTO 
A  BRILLIANT 
STAGE. 


With  magnificent  views 
of  the  Opera  House  and 
harbor,  the  best  seats  in 
Sydney  are  reserved  for 
guests  of  the  Regent. 


the 


SYDNEY 
A  REGENT'INTERNATIONAL  HOTEL 


ALJCKLAND.  BANGKOK.  BEVERLY  HOLS.  CHKAGO  RJI   HONG  KONG  tOJALA  LUMPUR  MELBOURNE-  NEW  YORK  SfNGAPORt  SYDNEY  TAIPEI 


(800)545-4000 


Searching  for  excellence  leads  nowhere, 
until  you  put 


"My  chief  irritation  with 

management  literature  is 

...  the  failure  to  integrate 

strategy/purpose/ 

market/customers 

with  operations/ 

implementation/ 

organization/  systems/ 

people.  VISION  IN 

ACTION  takes  a  giant  and 

long  overdue  step  to  meet 

...this  critical  need!' 

-  from  the  introduction 

by  Tom  Peters 

"Simple 
and  effectiver 

-J  Willard  Marriott,  Jt, 

Chairman  of  the  Board  and 

President,  Marriott  Corporation 

'"A  must-read  for 
business  persons? 

-  Norman  R.  Ai^ustine, 
Chairman  and  Chief  Executive  Officei; 

Martin  Marietta  Corporation, 
author  li  Augustine's  laws 


Putting 


a  Winning 


Strategy 


toWyrk 


SIMON  AND  = 
SCHUSTER^ 


Benjamin  B.  Tr^oi^^BW.  Zimmerman 
Ronald  A.  Smifli^er  M.  Ibbia 
Introduction  by  Tom  Peters 

KEPNER-TREGOE,  MC. 
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Your  search  for  excellence  is  over! 


Uniforce  Temporary  Personnel 

...like  a  flame  in  the  darkness,  sheds  light  on  your  search 
for  excellence  by  providing  payroll-cost  controls,  . 

staffing  flexibility  and  increased  productivity. 

Across  Amenca,  individually  owned  > 

Uniforce  offices  will  brighten  your  day      ^^ 
by  helping  you  with  the  planned 
use  of  performance-guaranteed, 
temporary  personnel  in  hundreds 
of  skill  categones. 

Uniforce  personnel  profes- 
sionals are  waiting  for  your  call 
to  help  you  custom  match  our 
quality  temps  to  your  exact 
needs... one  or  one  hundred 
for  a  day.  a  week,  a  month 
or  longer.  Excellence  at 
a  moments  notice!  i 


unirorxre 

temporary  services 


Franchises  available  irt.  select  areas  tor  qualified  candidates.  For  information  call  (516)437-3300. 


.?■  uniforce  '9S6 


"With  all  thy  getting  get  understandiBg" 


Fkct  and  Cominent 

By  Malcolm  &  Fdrbes,  Editor-in-Chirf 


CatEAT  NEWS— A  U.S.  CHIP-MAKING  CONSORTIUM 


TTie  U.S.  began  the  whole  memory-chip  bit  that's  the 
very  gut  of  the  high-tech  age  (which  is  still  in  its  swaddling 
stage).  But  Japanese  competition  has  almost  knocked  us 
out  of  the  box. 

There's  no  way  we  can  let  that  happen.  TTiis  capability  is 


the  heartbeat  of  our  big-power  economic  future  and  ovir 
Defenses. 

If  there  are  monopoly  problems,  dissolve  them  by 
artfully  drawn  legislation.  That,  plus  survival-motivated 
cooperation,  should  take  care  of  the  difficulties. 


WE  TOTALLY  SHARE  RUSSIA'S  W(HIRIES  OI^ER  MIDEAST  MTSsn.ieg 


If  we  don't,  we'd  better — quick. 

With  Israel,  Iraq,  Saudi  Arabia,  Iran  and  Egypt  reliably 
reported  to  have  medium-range  missiles  at  the  ready  or 
almost,  the  danger  of  use  is  more  intense  than  it  was 
tMrixt  the  U.S.S.R.  and  the  U.S.A. 


A  Qaddafi  finger  on  such  a  trigger? 

It  was  a  great  step  for  the  two  superpowers  to  agree  to 
capping  medium-range  missUes.  Now  it's  of  paramount 
consequence  that  we  work  together  to  defuse  the  same 
among  the  Middle  East  powers. 


WHAT'S  HAPPENED  TO  SENATOR  NUNN'S  BILL  TO  MAKE  MANDATORT 

a  year  or  two  of  civilian  or  military  service  for  qualifying  young  Americans  in  return  for 
up  to  $  1 2,000  worth  of  federal  aid  per  year  to  their  education  or  job  training  or  housing? 

EVEN  STUPENDOUS-TAXING  SWEDEN'S  GETTING  THE  WORD 


SociaUst  Sweden  has  the  highest  taxes  of  any  coimtry  in 
the  world.  Fifty-six  f>ercent  of  the  GNP  is  taken  by  the 
government  to  provide  cradle-to-grave-and-beyond  securi- 
ty for  everyone. 

Those  Swedes  who  can,  keep  themselves  and  their  earn- 
ings abroad. 

Those  who  can't,  barter  when  they  can. 

There's  no  incentive  to  make  an  extra  krona,  when 


only  a  tiny  bit  of  it  can  be  kept. 

To  stay  in  the  competition  with  multiplying  interna- 
tional corporations,  Sweden's  companies  need  capital  and 
are  finding  it  tough  to  get  in  a  confiscatory  tax  climate. 

So  now  the  bureaucracy  and  govertmient  of  kronaland 
have  proposed  to  cut  almost  in  half  the  corporate  tax  rate. 
Even  Sweden's  rulers  have  finally  learned  that  reducing 
murderous  taxes  means  more  growth  and  more  revenue. 


TALE  ANSWERS  BURNING  QUESTION  ABOUT  SUN 

As  a  result  of  prodigious  research,  a  Yale  University  astronomer  has 
concluded  that  the  sun  is  only  4.49  biUion  years  old,  not  4.7  billion  years 
old  as  previously  thought.  Now  how  do  you  suppose  the  starry-eyed  Yale 
undergraduates  must  have  responded  to  this  earth-shattering  finding? 
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SELLING  WITH  STYLE,  WIT  AHD  CLASS 

Reprinted  from  an  interview  ofMSF  by  LB.  and  Gerhard  Gscbwandtner  in  Personal  Selling  Power. 


PSP:  Duiing  the  past  20  years  Malcolm  Forbes  has  met 
with  more  than  success.  As  be  once  put  it,  "You  can't  be 
successful  if  you  don't  love  what  you're  doing.  Whatever 
really  turns  you  on,  do  it.  Psychic  income  is  what  real 
income  is  used  for  anyway."  And  what  does  mega- 
wealthy,  tumed-on  Malcolm  Forbes  love  to  dol  Sell! 

The  Forbes  sales  and  marketing  mechanism,  although 
not  obvious  to  the  casual  observer,  is  as  well-oiled  a  piece 
of  machinery  as  any  of  the  sleek  Italian  roadsters  garaged 
on  his  posh  estate. 

MSF:  Anybody  in  business,  if  he  is  going  to  succeed,  is  a 
salesman.  Even  when  he  doesn't  have  a  title  that  relates  to 
sales,  or  is  not  conscious  of  it — everything  is  selling. 
Somebody  seeking  a  future  in  acting  has  got  to  sell  himself 
to  the  producer  or  the  director.  There's 
nothing  in  life  that  doesn't  involve  seUing. 
It's  what  makes  any  business. 

Now,  to  direct  a  business  like  ours — ^we 
are  seUing  editorial  content  to  the  readers. 
To  do  that  we  have  to  sell  the  most  capable 
writers  on  working  for  Forbes.  We  have  first 
to  be  able  to  sell  the  people  we  need  to  make 
that  business  run  successfully.  Then  the 
advertising,  which  is  the  lifeblood  of  our 
business,  can  only  be  sold  when  we  have  the 
product,  which  is  the  editorial  content.  We 
can  sell  advertising  by  being  able  to  point  out  and  stress  the 
value  of  our  product  to  key  decision  makers  in  the  market- 
place. Everything  relates  to  the  bedrock.  In  our  case,  first, 
staff-building  and  second,  selling  the  product  based  on  the 
fact  that  it  is  better  and  stands  up  under  scrutiny. 

PSP:  Although  Forbes'  competition  is  stiff,  the  reader- 
ship numbers  an  astounding  three-quarters  of  a  million 
subscribers,  among  whom  250,000  are  millionaires.  It's  a 
most  attractive  package  to  pitch  to  Madison  Avenue. 

MSF:  In  selling,  it  helps  enormously  to  get  in  to  the 
decision  maker  on  the  buying  end.  To  get  in,  it  helps  if 
they're  curious  about  you.  Estabhshing  a  name,  a  persona, 
is  important.  People  were  astonished  when  Cap  Weinber- 
ger, the  former  Secretary  of  Defense,  became  our  pubhsh- 
er.  See,  people  think  a  publisher  is  somebody  who  comes 
up  through  the  advertising  ranks.  But  here's  a  man  with 
complete  entree.  The  end  buyers  of  our  advertisers'  wares 
are  the  people  who  krow  Cap  Weinberger. 

PSP:  Malcolm  Forbes  keeps  his  name  in  front  of  the 
public  with  his  Friendship  Balloon  Tours  and  Goodwill 
Motorcycle  Gang,  his  bj''style  and  constant  entertaining 
aboard  the  Highlander. 

MSF:  In  my  father's  day  business  joumahsm  was 
pretty  embryonic.  In  those  days  the  press  was  not  as 


pervasive  and  powerful  as  it  is  today.  Business  tycoons 
would  talk  only  to  someone  they  had  associated  with  on 
their  own  turf.  He  wovdd  have  to  be  known  to  them, 
become  a  familiar  face. 

PSP:  From  his  father,  B.  C.  Forbes.  Malcolm  learned  how 
to  hobnob  and  he  does  the  same  thing  now,  albeit  on  a 
grander  scale.  His  well-known  lunches  at  the  Forbes 
townhouse  have  served  for  years  as  the  perfect  setting  to 
land  a  lucrative  account.  The  townhouse — where  busi- 
ness leaders'  own  initialed  tankards,  displayed  along  the 
paneled  walls,  await  parched  power  lips — may  have  been 
the  setting  for  the  very  fust  power  lunch. 

Aboard  the  Highlander,  the  same  theory  applies.  Twai- 
ty-five-year-old  Paul  Acken,  Forbes  Inc.  's  seafaring  chef, 
coordinates  meals  for  up  to  120  guests  four 
times  per  week,  with  gala  trips  up  the  Hud- 
son as  special  events  to  mark  a  particularly 
important  sales  coup-in-tbe-making. 

MSF:  The  impression  I  hope  to  convey 
is  that  the  men  and  women  who  have  a  lot 
to  do  with  running  Forbes  are  aUve  and 
aware  and  informed,  and  I  would  hope  that 
our  customers — that  is,  business  leaders — 
would  be  willing  or  curious  to  break  bread 
with  or  talk  to  them.  Entree  in  this  case 
means  being  able  to  have  these  people 
level  with  your  writers  and  editors. 

They  can't  stonewall  us.  We're  writing  about  them  all 
the  time.  They  can  be  poUte  but  unforthcoming,  so  we 
have  to  see  them  in  a  setting  that  is  nonadversarial — ^not 
across  the  desk.  We  have  gpt  to  estabUsh  rapport.  And  it 
goes  both  ways.  The  scenario  of  power  is  constantly  chang- 
ing. And,  in  our  appraisal  of  how  they  are  doing  with  that 
power,  it  does  a  lot  to  determine  whether  they  continue  to 
be  people  with  power. 

So  it's  not  a  one-way  street  where  the  customer  is  doing 
you  a  favor.  It's  much  more  difficult  to  make  the  sale  if 
you're  constantly  depending  on  favors.  It's  not  enough  to 
have  the  best  product  at  the  best  price.  You  have  to  be  able 
to  get  that  word  out  and  lay  it  out.  You  have  to  have  entree. 
PSP:  Besides  entree,  Forbes  offers  its  audience  substance 
and  leadership.  For  advertisers  there  are  the  substantial 
numbers.  And  what  does  it  offer  Malcolm  S.  Forbesf 

Usually  in  bis  office  at  six  ajn. — and,  by  bis  own 
admission,  it's  his  favorite  place  to  be.  "It's  fun  to  be  at 
your  desk  when  you're  the  boss,"  he  states. 

In  his  early  years,  Forbes  bad  ambitions  to  save  the 
public.  In  politics  he  was  a  bridesmaid  who  never  caught 
the  bridal  bouquet.  His  terms  in  the  New  fersey  State 

(Ckmtinued  on  p.  330) 
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MOVIES  AND  THEATER 


•  Batman  {•  Jack  Nicholson).  •  Indiana  Jones  and  the 
Last  Crusade — If  you  loved  the  previous  Indiana  Joneses 
(who  didn't?),  you'll  go  ape — in  a  manner  of  speaking — 
over  this  one.  I  can't  think  of  any  other  instance  w^here 
m  is  even  better  than  I  and  II.  •  Jerome  Robbins' 
Broadway — The  most-fim  musical  to  light  up  Broadway 
in  a  long  time.  From  ten  earlier  Broadway  hits,  magical 
Jerome  Robbins  has  staged  extracts  that — mostly — en- 
hance as  they  exuberantly  embroider  on  the  originals. 

#  #      New  York  Stories — A  three-part  anthology,  and 

MORT  SAHL  IS  AMERICA'S 

against  the  carried-away  Righteous 
who  always  want  to  take  us  with 
them.  On  the  New  York  stage  be- 
fore hundreds  evening  after  evening 
in  his  last  engagement  in  the  Big 
Apple,  Mort's  devastating  wit  laid 
waste  the  Right  and  the  Left  and  ^ 
mowed  down  the  Center.  i 

With  a  morning  newspaper  as  his  % 


Martin  Scorsese  hits  a  homer  with  Nick  Nolte's  knock- 
out portrayal  of  a  love-consumed  Action  painter.  Cop- 
pola should  have  stayed  in  the  dugout.  I  couldn't  figure 
out  what'n'ell  he  was  trying  to  do  until  I  read  a  review 
later  that  said  he  was  satirizing  New  York  as  a  city  out 
of  the  Arabian  Nights.  Woody  Allen  gets  on  base  with 
his  sometimes  sidesplitting  depiction  of  a  middle-aging 
lawyer  driven  almost  bonkers  by  an  all-mouth,  all- 
seeing  Jewish  mother.  He  and  she  just  go  on  too  much, 
too  long. 

nRST  LINE  OF  DEFENSE 

point  of  takeoff,  nothing  and  no  one 
in  the  public  eye  escaped  unscathed. 
Nor  did  his  audience — they  went 
home  with  sides  sore  from  laughing. 
If  you  can't  catch  him  live  some- 
time, badger  Mort  Sahl  for  a  tape, 
platter  or  disc  of  his  most  recent 
hour-and-a-half  monologue  that 
you'll  find  ends  far  too  quickly. 


IT'S  BEING  ASKED 

that  pleases  most. 


HINDSIGHT 

helps  foresight. 


BOOKS 


•  English  Heritage  from 
the  Air  (St.  Martin's  Press, 
$29.95).  England  is  ex- 
traordinarily rich  in  fasci- 
nating historical  sights — 
prehistoric  and  Roman  re- 
mains to  castles  and  ab- 
beys and  houses  and  gar- 
dens, right  up  to  Queen 
Victoria's  Osborne  Palace,  designed  by  her  beloved  Albert 
in  1840.  By  the  thousands,  tourists  flock  to  view  them,  but 
no  one  will  see  them  with  the  same  clarity  and  from  the 
fabulous  perspective  provided  in  these  100  full-color  pho- 
tographs taken  from  a  tethered,  mobile  hydrogen  balloon. 
You'll  see  75  significant  sites — accompanied  by  first-rate 
backgrounds  and  captions  by  historian  Neil  Burton — as 
they've  never  been  sighted  before. 
•  The  PUNdits'  Dictionary — compiled 
by  Gustav  Berle  (Pvmdit  Press,  P.O.  Box 
442,  Winter  Park,  Fla.  32790-0442, 
$5 .95 ) .  Good  puns  are  the  sugar  plums  of 
any  conversational  feast,  and  this  dic- 
tionary is  plum  full  of  'em  from  A  to  Z. 

Excerpts:   Abstract   Ait — Pigment   of 
youi  imagination.  .  .  .  Abundance — A 


The  oal  ittaoe  \ci  Dored 
motngs^  poopv  (arte. 

deMory  dsojssnns  iwncv 


■^■»""''''"' 


dance  performed  on  your  buns.  .  .  .Accordionist — A  musi- 
cian who  plays  both  ends  against  the  middle.  .  .  .  Adam — 
History's  only  indispensableman.  .  .  .Adamant — Thefiist 
crawling  insect  in  the  Garden  of  Eden.  .  .  .  Wolf— A  big 
dame  hunter.  .  .  .Zebra — The  largest  size  bra  you  can  buy. 

#  Moose — by    Michio    Hoshino 

(Chronicle   Books,    $12.95).    The 

photographer  captures  the  life  of 

the    awkward,    awesome    moose 

through   four    seasons.    Startling 

shots  of  bulls  in  battle  for  their 

own   breeding   territory.    Michio 

Hoshino  may  do  for  moose  what 

Bambi  did  for  deer. 

Excerpt:  From  the  introduction  by  Margaret  E.  Murie:  The 
name  elch  in  German  felg  in  Norwegian)  is  the  European 
name  for  the  animal  we  here  call  moose.  How  the  animal 
the  American  natives  called  wapiti  came  to  be  called 
"elk"  is  an  unsolved  mystery.  As  for  the  name  moose,  that 
is  the  native  American  name  for  the  elg  of  Norway.  The 
history  of  the  moose  began  in  Asia  a  million  years  ago-,  the 
moose  was  alive  and  well  while  the  mammoth  still 
roamed  the  north  country.  Henry  Fairfield  Osborn  wrote 
in  the  early  1900s:  "Nature  has  been  a  million  years  in 
developing  that  wonderful  animal,  and  man  should  not 
ruthlessly  destroy  it. "  The  moose  has  had,  during  those 
million  years,  more  legend  and  myth  circulated  about  it, 
and  probably  more  use  made  of  its  entire  anatomy  than 
any  other  animal. 
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It's  a  simple  gesture.  This  sign  of  hello  and  goodbye.  Made  so 
times  each  day  it  seems  nothing. 
"See  you  soon."  "Pleasant  trip."  "Welcome  home." 


The  ordm^y^^ffises  of  parting  and  reunion.  Made  speci 
in  that  simple  gesture.  Promises  that  are  yours  to  keep. 


■wmnf^- 


titt 


•^ 


A^ 


i 


^W 


i^ 


GE  Aircraft  Engines 

Keeping  the  Promise 


Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editor's  mina.-MSF 


Ethics  vs.  Greed 

Thirty-seven  percent  of  Americans 
who  would  refuse  to  buy  stock  on  an 
insider  tip  would  because  it's  wrong 
to  do  it.  Thirty-seven  percent  of 
Americans  who  would  refuse  to  buy 
stock  on  an  insider  tip  would  because 
the  tip  might  not  be  any  good. 

— 100%  Amehcan, 
by  Daniel  Evan  Weiss 

$1  Billion  To  Compete 

Sandy  [Sanford]  Kane  [head  of  U.S. 
Memories  Inc.,  the  newly  formed  con- 
sortium of  seven  semiconductor  com- 
panies) says  he  needs  $500  million  in 
equity  and  another  $500  million  in 
debt;  I  think  the  chances  he  can  raise 
that  much  money  for  a  d-ram  (dy- 
namic random  access  memory  chip] 
company  are  nil.  Those  same  Ameri- 
can companies  that  went  to  Japanese 
suppliers  for  a  20%  lower  price  on 
D-RAMS  will  not  be  anxious  to  commit 
hundreds  of  millions  to  this  company. 
— T.J.  Rodgers,  president, 
Cypress  Semiconductor  Corp., 
in  the  New  Yoik  Times 

Vicarious  Pleasures 

Part  of  our  nature  is  offended  by  one 
person's  having  so  much  in  the  face  of 
real  deprivation  in  the  world.  Another 
part,  however,  seems  to  take  solace  m 


the  knowledge  that  someone,  at  least, 
is  living  like  a  god.  Some  groups  codi- 
fy this  pooled-resources  principle, 
making  small  sacrifices  so  that  one  of 
their  number  can  lead  a  charmed  exis- 
tence; this  might  be  called  the  Father- 
Divine  or  Reverend-Moon  syndrome. 
Or  the  acquiescence  to  wealth  might 
simply  be  characterized  by  the  atti- 
tude of  the  Italian  peasant  who,  on 
seeing  a  $25,000  Maserati  flash  by  his 
scrap  of  land,  doesn't  shake  his  fist  at 
the  injustice  of  it  all,  but  instead  mur- 
murs reverently,  "Magari" — "Would 
that  it  were  me." 

— Heiress,  by  William  Wright 

Geognq>hic  Literacy 

A  recent  Gallup  poll  showed  that  3 
out  of  10  Americans  cannot  distin- 
guish north  from  south  on  a  map. 

— Time 


Out  in  the  Open 

Ben  Johnson's  coach,  Charlie  Fran- 
cis, has  admitted  giving  steroids  to 
Mr.  Johnson  and  other  Canadian  ath- 
letes (with  thei.  knowledge),  but  he 
says  that  not  to  have  done  so  would 
have  amounted  to  "unilateral  disar- 
mament" because  practically  all  the 
other  top  sprinters  in  the  world  use 
the  body-building  drugs. 

It  is  a  good  thing  finally  to  have  this 


o 
>• 


Z 
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'To  the  rich,  t/je  i-en'  rich,  arui  the  super  rich! 
Hatv  I  left  an- body  out!'" 


seamy  business  talked  about  openly, 
on  the  record  and  under  oath.  That  is 
the  only  way  doctors,  athletes,  coach- 
es and  others  involved  in  these  for- 
merly amateur  sports  will  be  brought 
to  deal  with  the  problem. 

— Washington  Post  editorial 


If  you  want  a  place 

in  the  sun,  you've  got  to 

put  up  with  a  few  blisters. 

— Abigail  Van  Bnran 


True  Sympathy 

Anyone  can  sympathize  with  the 
sufferings  of  a  friend,  but  it  requires  a 
very  fine  nature — it  requires,  in  fact, 
the  nature  of  a  true  Individualist — to 
sympathize  with  a  friend's  success. 
— Oscar  Wilde, 
in  Richard  Ellmaim's  Oscar  Wilde 

Messiahs  of  Materialism 

The  two  Canadians  [debating  with 
the  Cambridge  University  team)  had 
to  defend  the  resolution  about  the 
dangers  of  gaining  the  world  at  the 
cost  of  one's  soul.  They  pointed  to 
Gandhi,  Buddha,  Jesus  and  Martin  Lu- 
ther King  Jr.  as  examples  of  the  superi- 
ority of  spirituality.  Only  by  rejecting 
temporal  concerns,  they  argued,  could 
these  men  have  achieved  their  goals. 

The  opposition,  Warren  Lee  and 
Andrew  Bell,  from  the  University  of 
Sydney,  Australia,  countered  by  argu- 
ing that  the  proposition  itself  is  irrele- 
vant to  modem  society.  People  today 
admire  such  messiahs  of  materialism 
as  Donald  Trump  and  Michael  Mil- 
ken, not  Buddha  and  Gandhi,  they 
contended.  "As  long  as  you  have  a  fast 
car  and  a  nice  apartment,  no  one  cares 
[about  spirituality),"  Lee  explained. 
"This  is  not  a  namby-pamby  world 
where  people  sit  in  a  Jacuzzi  and  hold 
each  other's  hands."  Another  Austra- 
lian, speaking  from  the  floor  on  behalf 
of  his  countrymen,  put  it  this  way: 
"We  admire  those  who  aspire  to  ac- 
quire before  they  expire." 

— Princeton  Alurrmi  Weekly 

Misplaced  Trust 

A  motorcyclist  moving  at  the  same 
speed  as  the  rest  of  the  vehicles  on  the 
road  relies  heavily  on  other  drivers  to 
observe  and  avoid  him.  In  other 
words,  in  rush  hour  in  a  big  city,  he  is 
depending  on  people  who  are  reading, 
talking  on  car  phones  and  putting  on 
mascara  at  72mph. 

— Art  Friedman,  Motorcyclist 
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V%  EMgtal  Is  Not 

Good  Enough. 


100%  digital  does  not  mean  100%  digital  fiber  optic.Though  the  difference  may 
strike  you  as  subtle,  the  impact  it  can  have  on  your  telecommunications  is  astounding. 


When  it  pours,  we  reign.  Any  network  containing  copper,  microwave  and  satellite 
is  at  the  mercy  of  the  elements.  And  so  is  every  customer  that  uses  that  kind  of 
network.  On  the  other  hand,  100%  digital  fiber  optics  is  immune  to  all  electromagnetic 
interference  commonly  caused  by  inclement  weather  and  surrounding  power  lines. 
So  your  voice,  data  and  video  transmissions  go  through  rain  or  shine. 

Best  of  all,  the  best  costs  less.  Not  only  can  every  customer 
save  on  their  long  distance  calls,  they  can  also  transmit  data 
for  the  price  of  voice,  save  countless  man-hours  with  faxes  that 
arrive  in  six  seconds  instead  of  60,  and  place  their  calls  quickly  on 
the  very  first  try.  In  short,  a  100%  digital  fiber  optic  telecom- 
munications network en^once^  your  ability  to  run  your  business 
better,  rather  than  restricts  it. 

But  only  one  such  system  exists.  Ours.  So  even  though  AT&T 
doesn't  have  a  100%  digital  fiber  optic  ne\work,you  can.  Just 
call  1-800-877-2000  now  And  talk  with  the  best. 


Our  networii  offers  a  lot  to  a  lot. 

A  single  pair  of  hair-thin  optical  fibers 
can  carry  more  than  16,000  calls, 
compared  to  96  for  copper.That 
means  a  mere  100  pair  could  carry  the 
simultaneous  calls  of  everyone  in 
Manhattan.  100  pair  of  copper  wire 
couldn't  even  carry  one-fourth  the 
calls  of  Grand  Bahama  Island. 
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US  Sprint 

Talk  With  The  Best.^^ 


@  1989  us  Sprint  Communications  Company  Limited  f^rlnetBhip.*  US  Sprint  is  a  registered  trademaric  of  US  Sprint  Communications  Company  Limited  Partnenhip 


A  reputation  for  being  a  source  of  strength  in 
troubled  waters  isn't  built  overnight. 

In  fact,  the  conservative,  risk-averse  financial 
principles  that  built  Republic  National  Bank  have 
their  origins  in  the  practices  of  the  Safra  banking 
family,  a  tradition  over  a  century  old. 

Thus  our  sturdy  capital  base  and  strong  asset 
quality  contribute  to  the  security  our  clients  are 
seeking.  Additional  reassurance  is  provided  by 
our  capital-to-deposit  ratio,  v^hich  is  one  of  the 
best  among  all  U.S.  banks. 

Which  helps  explain  why  over  a  five-year 


period,  according  to  American  Banker,  Republic 
has  had  the  highest  nonmerger-related  growth 
in  deposits  and  assets  among  the  nation's  top 
25  banks. 

A  comforting  thought  for  those  whose 
destination  is  a  secure  financial  harbor 

REPUBLIC 

NATIONAL  BANK 

OF  NEW  YORK 


A  SAFRA  BANK 


BEVERLY  HILLS-CAYMAN  ISLANDS-LOS  ANGELES- MEXICO  CITY -MIAMI -MONTREAL -NEW  YORK 

BUENOS  AIRES-CARACAS-MONTEVIDEO-PUNTA  DEL  ESTE-SANTIAGO-SAO  PAULO-BEIRUT-GENEVA -GIBRALTAR 

GUERNSEY  -  LONDON -LUGANO -LUXEMBOURG -MILAN -MONTE  CARLO -PARIS -HONG  KONG -SINGA  POKE -TAI  PHI -TOKYO 


Fact  and  Comment  11 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


GORBT'S  TWO  ACHILLES'  HEELS 


Two  distinct  forces  are  profoundly  influencing  the  Sovi- 
et Union.  Whether  Gorbachev  can  cope  with  them  suc- 
cessfully is  very  questionable. 

The  first,  and  most  publicized,  is  nationalism.  This 
month,  the  Soviet  Central  Committee  will  unveil  a  "new" 
nationalities  policy,  which  will  be  conciliatory  in  tone.  But 
in  substance,  it  won't  wash.  The  Soviet  Union's  many 
minorities  have  not  reconciled  themselves  to  Moscow's 
rule;  they  want  greater  independence.  They  have  a  well- 
developed  sense  of  nationalism.  As  the  feeling  of  oppression 
declines,  this  national  consciousness  and  anti-Soviet  feel- 
ing can  only  become  more  manifest.  The  Baltic  states  are 
well-known  examples.  Georgia,  where  Soviet  troops  used 
lethal  gas  against  dem- 
onstrators, is  another. 

It  would  take  super- 
human statecraft,  giv- 
en the  political  sys- 
tem's rigidity,  to  cope 
successfully  with  so 
many  strong-willed, 
disparate  peoples. 

Right  now,  Gorby  can  get  away  with  an  occasional 
application  of  brute  force  (Georgia)  or  with  soothing  nego- 
tiations (the  Baltic  states).  But  serious  anti-Soviet  stirrings 
in  the  Ukraine  or  a  significant  Islamic  revival  in  Central 
Asia  would  be  another  matter.  So  would  more  forceful 
attempts  by  the  Baits  or  others  to  loosen  or  cut  Moscow's 
strings.  And  so  would  a  real  dash  for  genuine  independence 
by  Poland  or  Hungary. 

China  demonstrates  that  the  pace  of  liberalization  can- 
not be  calibrated. 

The  second  dynamic  force  impacting  the  Soviet  Empire  is 
inflation,  which  is  a  result  of  the  system's  growing  inability 
to  tum  out  goods  and  services.  The  Soviet  Union's  finances 
are  dire.  The  ruble's  official  exchange  rate  is  $1.57.  A  year 
ago,  the  black  market  price  was  arovmd  35  cents.  Now  it  is 
under  a  dime.  Most  important,  the  already  low  standard  of 
living  is  declining —  an  explosive  element  when  combined 
with  political  liberalization.  (This  mix  is  even  more  potent 
in  Poland,  where  there  is  considerable  political  opeimess 


alongside  an  economy  that  is  rapidly  falling  apart.) 

Given  their  revolutionary  origins,  Communists  should 
be  especially  sensitive  to  the  powder-keg  potential  of  bad 
finances. 

The  French  Revolution,  which  in  the  end  retarded  the 
forces  of  democracy  and  modernization,  was  triggered  in 
no  small  part  by  the  disastrous  fiscal  policies  of  the 
Crown.  The  devastating  inflation  during  the  Revolution 
enabled  Napoleon  to  seize  dictatorial  powers.  Inflation 
undermined  czarist  Russia;  by  1917  farmers  refused  to  sell 
food  for  worthless  rubles  to  the  cities.  Inflation  deeply 
embittered  Germany's  middle  class  in  the  early  1920s,  a 
legacy  Hitler  effectively  exploited  in  his  rise  to  power. 

Inflation  demolished 
the  Nationalist  base  in 
China's  cities  in  the 
late  1940s;  this  demor- 
alized China's  middle 
class,  a  critical  factor 
in  Mao's  victory  over 
Chiang  Kai-shek. 
Destroyed  by  inflation:  Louis  XVI,  Nicholas  II,  Chiang  Kai-shek  How  can  a  bloated, 

unresponsive,  bureaucratic  behemoth  like  the  Soviet 
Union  reform  itself?  The  best  way  would  be  to  effective- 
ly dismantle  the  agricultural  communes  (more  food  for 
consumers);  remove  regulatory  and  tax  restraints  on  the 
creation  of  private  businesses;  and  set  a  realistic,  fixed 
dollar-ruble  rate.  In  other  words,  don't  reform  the  bu- 
reaucracy; ignore  it.  Many  of  the  now  useless  rubles 
would  quickly  be  put  to  productive  investment.  But  even 
with  ideal  policies,  the  path  here  would  not  be  smooth. 
In  1948,  when  Germany  enacted  major  currency  and 
economic  reforms,  people  immediately  grumbled  as 
prices  went  up.  A  few  months  later  those  cries  faded  as 
unemployment  fell,  real  incomes  soared  and  food  and 
material  shortages  ended.  Given  the  condition  of  the 
Soviet  Union  today,  though,  it  might  take  years  for 
similar  rewards  to  come  to  most  of  the  people. 

The  wrong  way,  of  course,  would  be  stark  repression. 
Chiang  Kai-shek,  Nicholas  II  and  Louis  XVI  never  had  as 
powerful  an  instrument  of  repression  as  the  kgb. 
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The  dame  Card  that  gived  you  a  24-hour  travel  service,  a  year-end  nummary  c 
your  charged,  cadh  accedd  at  home  and  abroad,  and  do  many  other  dendible  der 
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We  see  things  a  little  differently. 
When  we  looked  at  our  portfolio  of 
boat  loans,  we  spotted  an  opportunity 
that  many  others  missed.  We  saw 
a  way  to  package  these  loans  into  a 
high-grade  security,  opening  up  a 
brand-new  market  for  both  issuers  and 
investors  alike. 

Even  more  important.  Chemical 
helped  unlock  the  same  potential  for 
corporate  clients.  During  the  past  year, 
our  affiliate.  Chemical  Securities, 


Some  banks 

look  at  these  and 

just  see  boats. 


Inc.,  helped  package  and  sell  securi- 
ties backed  by  Chrysler  Financial 
Corpt)rat ion's  boat  loans.  Banc  One 
Ohio  Cor ix)rat ion's  auto  loans,  and 
Fleetwood  Credit  Corp.'s  recreational 
vehicle  retail  contracts. 

As  a  result,  in  1988  Chemical 
Banking  Corporation  was  number  one 
among  all  banking  organizations  in 
asset-backed  securities.  And  the 
Chrysler  transaction  made  Chemical 
Securities  the  first  bank-affiliated 


underwriter  to  lead-manage  a  public 
issue  for  a  corporate  client. 

You  may  not  have  boat  loans  on 
your  balance  sheet.  But  other  value 
may  be  hidden  there.  To  help  you 
discover  it,  you  need  specialists  like 
those  at  Chemical— advisors  with  a 
different  perspective. 

CkmicalBan< 

The  bottom  line  is  excellence 


OiemicalBaiilanRCorporatkin  IS  the  hokhnB  company  for  Chemkal  Bank.  Chemi^  Member  FUlC  C  1989  Chemiral  Banking  CanMntna. 


Commentary 

on  Events  at  Home  and  Abroad 

By  Caspar  W  Weinbergier,  Publisher 


THE  IMPORTANCE  OF  LONG-TERM  THINKING 


In  this  era  of  weekly  earnings  reports,  of  leveraged 
buyouts  and  acquisition  policies  based  on  how  much  earn- 
ings the  buyer  can  acquire  quickly,  the  term  "long  term"  is 
rapidly  becoming  obsolete. 

It  is  universally  agreed  that  a  tendency  to  look  back  and 
find  past  times  better  than  the  present  is  a  sign  of  aging.  So 
be  it.  I  am  aging.  But  the  fact  is  that  just  a  few  years  ago  the 
phrase  and  the  poUcy  of  "long-term  gain"  were  not  only 
acceptable,  but  the  guiding  consideration  for  corporate 
managements  and  boards  of  directors. 

Now  it  seems  that  the  only  beacon  being  followed  is 
that  hghted  by  the  siren  called  "short-term  profits."  Com- 
panies buy  firms  not  because  that  will  enhance  the  quahty 
of  a  product  or  add  strength  and  productivity  to  the  ac- 
quirer, but  because  it  will  add  earnings.  Or  units  that  could 
be  made  profitable  and  strong  with  some  investment  of 
resources  and  management  skills  are  sold,  sometimes  to 
buyers  whose  tax  situations  require  losses  that  year. 

The  pressure  to  show  increased  earnings,  hterally  from 
week  to  week,  is  enormous.  And  since  everyone  is  trying 
to  do  the  same  thing,  it  is  frequently  not  possible  to  report 
regular  increases.  So  you  have  to  buy  earnings.  That  means 
that  you  do  not  necessarily  look  for  companies  producing 
similar  or  complementary  items.  Indeed,  the  question  of 
whether  a  potential  acquisition  will  help  or  hurt  your 
product  frequently  is  quite  immaterial,  as  is  the  question 
of  whether  you  have  or  can  find  the  management  skills 
necessary  to  run  the  acquisition. 

All  of  this  stems  from  the  emphasis  on  short-term 
results.  That  is  the  basis  on  which  corporations  are  judged 
by  investment  analysts,  the  basis  on  which  corporate 
management  is  judged.  In  a  recent  talk  I  had  with  Roger 
Smith,  chairman  of  General  Motors,  he  told  me  of  the  great 
difficulty  he  had  getting  acceptance  of  a  set  of  fundamental 
reorganization  plans,  because  it  would  be  at  least  five  years 
before  gm  would  begin  to  show  improved  results.  I  had 
somewhat  the  same  experience  in  trying  to  persuade  Con- 
gress and  others  that  a  major  investment  in  Defense  Depart- 
ment computer  modernization  should  be  made.  It  had  no 
short-term  (one  year)  benefits.  When  the  only  goal  seems  to 
be  outlay  reduction,  long-term  benefits  are  hard  to  seU. 


Obviously,  many  mergers  and  acquisitions  are  not  moti- 
vated solely  by  the  need  for  instant  higher  earnings,  and 
many  have  indeed  led  to  stronger  and  more  productive 
companies.  But  equally  obviously,  in  an  era  when  America 
urgently  needs  to  become  more  productive  and  competi- 
tive, we  can  HI  afford  to  neglect  the  advantages,  indeed  the 
necessity,  of  new  infrastructures;  new  plants  and  machin- 
ery; new  methods  of  production,  distribution  and  commu- 
nication; and  new  methods  of  using  information  from  all 
the  new  sources  now  available.  All  of  these  things  are 
obtainable,  but  all  require  large  initial  investments,  and 
the  return  on  that  capital  sometimes  takes  several  years. 

Champing  at  the  Bit 

America  is  too  impatient.  When  we  were  a  newer  and 
growing  country,  we  recognized  that  we  would  have  to 
wait  several  years  before  such  large  investments  as  rail- 
roads binding  together  the  new  West  and  the  old  East 
began  to  pay  off.  One  of  the  reasons  we  have  difficulty  in 
competing  with  other  countries  in  such  things  as  steel 
production  is  that  they  built  all  new  plants  after  the  war 
(frequently  with  our  foreign  aid  funds),  while  some  of  our 
producers  were  unwUling  to  wait  for  the  larger  profits  that 
were  virtually  sure  to  come  from  the  big  initial  investment 
needed  for  new  automated  plants. 

We  must  try  to  return  "long  range"  to  our  vocabularies 
and  to  instill  patience  in  ovu  managements,  our  boards  of 
directors,  our  press,  our  financial  analysts  and,  finally,  our 
investors  and  shareholders.  This,  in  tinn,  requires  not  only 
patience  but  confidence  in  the  futine.  That  can  be 
achieved  only  if  we  correctly  perceive  that  our  govern- 
ment shares  the  view  that  our  long-term  success  requires  a 
stable  and  favorable  business  climate  over  a  number  of 
years,  with  such  poHcies  as  low  taxes,  freedom  from  bur- 
densome regulations,  a  sohd  educational  system  that  pro- 
duces well-trained  employees  and  managers,  and  a  conti- 
nuity of  commitment  to  the  capitalist  virtues  of  a  free 
society — incentives  and  profits. 

Let  us  have  the  patience  and  coiurage  required  for  long- 
term  solutions  that  will  restore  our  industrial  preemi- 
nence at  home  and  abroad. 
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'^  Uncommonly  versatile,  uncommonly 
productive,  the  Gulf  stream  iV  could 
very  well  be  the  only  business  aircraft 
you  need  to  own  and  operate/' 


"Almost  everyone  who  knows  anything 
about  business  aircraft  seems  to  agree  on 
one  point:  when  8, 10, 12  or  more  people 
need  to  go  on  a  long  business  trip,  there's 
nothing  quite  like  going  in  the 
Gulfstream  IV. 

It  has  the  range  and  speed  to  fly  nearly 
5,000  statute  miles  non-stop  in  about  9.5 
hours;  the  reliability  of  its  engines  and 
systems  helps  make  every  hour  pass 
placidly;  and  a  big,  roomy  cabin  makes 
every  mile  go  by  comfortably 

What  sometimes  gets  overlooked  in 
thinking  about  the  Gulfstream  IV, 
however,  is  the  fact  that  it  brings  these 
capabilities  to  every  trip  it  flies — 
including  those  that  go  only  a  few  hun- 
dred miles. 

As  a  result,  and  in  the  right  hands, 
the  Gulfstream  IV  can  become  a  unique 
asset  in  a  corporate  aircraft  operation.  In 
fact,  it  is  perfectly  plausible  to  expect  this 
one  amazing  machine  to  do  as  much  as  two 


By  Charles  N.  Coppi 

Senior  Vice  President,  Tedinology 
Gutfstream  Aerospace  Corporation 

lesser  aircraft,  and  perhaps  even  more. 

Its  size  alone  is  a  plus  in  helping 
achieve  optimum  utilization.  (In  our 
experience,  people  seldom  pass  up  the 
opportunity  to  ride  in  a  Gulfstream. 
And  remember,  the  Gulfstream  IV  can 
take  more  passengers  more  places  faster 
than  any  other  business  aircraft.) 

Itineraries  can  be  planned  in  which 
the  Gulfstream  FV  flies  multiple  legs  of 
various  lengths  in  a  day  without  refuel- 
ing. (We  won't  pretend  it's  going  to  use 
less  fuel  than  a  lesser  airplane.  But  the 
Gulfstream  IV  is  the  most  fuel-efficient 
jet  we've  ever  built.  And  aerodynamidsts 
can  prove  that,  pound  for  pound,  it  is  the 
most  fuel-efficient  business  jet  anybody's 
ever  built.) 


«>  *  _ 


An  acknowledged  authority  on  the  design 
and  engineering  of  business  aircraft, 
Charles  Coppi  has  helped  shape  many  of 
the  significant  technolt^pcal  advances 
found  in  four  generations  of  Gulfstream 
executh«  aircraft. 


I 


©Gulfstream  Aerospace  Corporation,  PO.  Box  2206,  Savannah,  Georgia  31402  U.S.A. 


Despite  its  size,  the  Gulfstream  IV 
an  use  airports  you'd  expect  to  be  lim- 
ed to  much  smaller  jets. 
It  is  also  a  good  neighbor  There  aren't 
1  ny  airports  more  noise-sensitive  than 
ishington's  National  Airport;  the 
.  A  says  the  Gulfstream  IV,  with  its 
loOs-Royce  Tay  engines,  is  quiet  enough 
3  come  and  go  there  anytime,  day  or 
light.  (What  that  also  says  is  you  can 
ilan  on  going  almost  anywhere  you 
rant  to  go,  when  you  want  to  go  -  which 
>  the  fundamental  reason  to  operate  any 
(usinessjet.) 

In  short,  the  Gulfstream  FV  has  an 
incommon  versatility  that  makes  it 
mcommonly  productive. 

We  can  show  you  why  and  how  this 
lappens  on  an  actual  business  trip  you 
md  your  key  executives  have  to  take 
omewhere  at  home  or  abroad. 

If  you  need  to  go  5,000  miles  non- 
top,  fine 


The  technology  of  computerized  genera- 
tion and  management  of  flight  information 
and  electronic  instrument  systems  found 
in  the  Gulfstream  IV  cockpit  will  still  be 
considered  advanced  in  the  year  2000. 


If  we  can  take  you  5,000  miles  in  five  or 
six  stops  in  a  single  day,  that's  okay  too. 

If  we  can  have  the  time  to  show  you 
how  the  Gulfstream  FV  does  both,  so 
much  the  better 

What's  important  is  that  you  have  the 
opportunity  to  put  the  Gulfstream  FV  in 
its  proper  perspective. 

The  person  who's  ready  to  see  that 
you  get  that  chance  is  Robert  H.  Cooper, 
Senior  Vice  F*resident,  Gulfstream 
Marketing. 

Call  him  at  __        . 

(912)964-3234."      v/8J 

Gulfstream 
/lerospace 

A  CHRVSLEH  COMPANY 

The  Gulfstream  IV. 

The  pursuit  of  perfection. 
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What^s  Ahead  for  Business 


Edited  by  Howard  Banks 


THE  PRODUCTIVITT  PARADOX 


OfficiaUy, 

productivity 

in  services 

is  stagnant 


Is  there  a 
productivity  FIRE? 


Paradoxically  there 

is  not  that  much 

effect  on  GNP 


Productivity  in  the  service  sector  has  been  stagnant  since  1973, 
if  you  believe  official  statistics.  There  is  reason  to  disbelieve  them. 

For  the  nonfarm  business  sector  as  a  whole,  productivity  has  recovered 
from  the  1973-79  slowdown.  In  the  period  1981  through  1988,  real 
output  per  hour  rose  10.8%,  against  3.5%  between  1973  and  1980. 

But  services  (nonfarm,  nonmanufacturing)  have  officially  achieved  a 
virtually  zero  increase  (around  0.25%  a  year  average)  since  1973. 

Most  of  the  problem  arises  from  the  way  economists  measure  produc- 
tivity. One  example  concerns  computers.  Official  measurements  for 
coijiputer  manufacture  have  since  1986  used  what  is  called  a  hedonic 
price,  which  takes  into  account  quality  changes  (e.g.,  faster  calculation 
speed  at  lower  cost).  This  showed  that  productivity  in  computer 
making  has  been  rising  dramatically.  But  comparable  effects  on  com- 
puter-using sectors,  such  as  services,  are  ignored. 

Other  elements  of  this  mismeasurement  are  laid  out  in  an  impor- 
tant Brookings  Institution  paper  by  Martin  Baily  and  Robert  Gordon, 
especially  in  the  fire  sector  (finance,  insurance  and  real  estate). 

Insurance  costs  usually  relied  on  to  account  for  inflation  in  measuring 
the  sector's  real  output,  and  hence  productivity,  are  dominated  by 
rapidly  inflating  items  covered  by  insurance,  notably  medical  and  auto 
repair,  not  what's  happening  inside  the  business  at  all. 

In  real  estate,  real  output  calculations  depend  heavily  on  the  fast-rising 
industry  index  for  commercial  building  rents.  No  account,  however,  is 
made  for  today's  higher-quality  buildings. 

In  banking,  the  greatest  weight  in  the  calculation  is  given  to  items 
involving  the  most  labor  (e.g.,  individual  loan  applications).  Automat- 
ed transactions,  such  as  borrowing  against  a  prearranged  home  equity 
credit  line  or  credit  card,  are  ignored,  as  are  electronic  funds  transfers. 

The  paradox  is  that  undercounting  the  service  sector  does  not 
add  up  to  some  large  and  hitherto  uncounted  piece  of  the  economy. 
U.S.  statistics  start  from  pretty  accurate  aggregate  gnp  numbers, 
which  are  then  allocated  to  calculate  items  like  productivity  by  sector. 

Productivity  expert  John  Hendricks  reckons  there  might  be  as  much  as 
0.5%  a  year  undercovmting  in  gnp — which,  though  small,  is  not  to  be 
sneezed  at  when  average  growth  is  around  2.5%  to  3%. 

More  important  is  the  question  of  misallocation  and  the  effect  it  might 
have  in  encouraging  politicians  to  interfere,  directly  via  industrial 
policy  or  through  the  tax  code.  Remember,  raise  services'  productivity, 
and  hence  its  contribution  to  the  economy,  and  down  goes  the  contri- 
bution attributed  to  farming  and,  probably,  manufacturing. 

How  well  is  Washington  calculating  the  productivity,  hence  the  con- 
tribution, of  fast-rising  sectors  like  telecommunications?  The  implica- 
tion is,  badly. 
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The  Forbes  Index 


prelmiinan     trev'ised 
I     I      I      I     I      I     I 


Most  of  the  news  isn't  good.  The  preliminary  figure  for  the 
Forbes  Index  in  May  shows  a  0.2%  dechne.  Should  May 
end  up  in  the  loss  column  it  would  be  the  third  decline  in 
nine  months.  Though  the  Forbes  Index  reached  a  record 
high  in  February,  it  has  gained  only  a  minuscule  0.3% 
since  the  start  of  the  year.  Meanwhile,  the  government's 
index  of  leadmg  indicators  dropped  1 .2%  in  May,  with  9  of 


1 1  components  declining  in  the  month. 

Some  economic  indicators  did  show  improvement  in 
May.  Personal  income  increased  0.2%,  to  $2.62  trillion, 
and  tlie  unemployment  rate  fell  to  5.2%  from  5.3%.  The 
second  revision  of  first-quarter  gross  national  product 
indicates  the  economy  expanded  at  a  4.4%  aimual  rate 
against  the  earlier  estimate  of  4.3% . 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measuic  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Toul  in- 
dustnal  production,  new  clauns  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  fo;  durable  goods  com- 
pared with  manufacturers'  inventoncs,  toul  rcuil  sales, 
new  housing  starts,  personal  income,  toul  consumer 
installment  credit. 

To  measure  these  eight  elements,  Forbes  monitors  ten 
series  of  US  government  data  The  last  14  months'  data 
for  each  senes  are  presented  at  right. 


160 


200 


,40                            Services 

150 

''v^^. 7^ 

120 

Total  Index 

100 

Consumer  prict  indeies  ( 1 982  1 984  average  =  1001 
all  urban  consumers,  unad|usted  (Dcpt.  of  Labor| 

New  housing  stans  (thousands! 

privately  owned,  unad|usted  (Dept  of  Commeicel 

Inventories 


Industrial  production  index  11967  >  100) 

seasonally  adiusicd  (Ft  icral  Pf^trvc) 


Manniacturen'  new  ocden  and  invenloiics 

IthiUions)  seasonally  adjusted  |Dept.  of  Commerce) 


PcrMNial  income  (Sbillions)  wage  and  salary  dis- 
bursements,  seasonally  adjusted  (Dept.  of  Commerce) 


ISO 


250 
350 


Unemployment  claims  average  for  month 
(thousands)  seasonally  adjusted  (Dept.  of  Labor! 


145 


r  I  I  I  I  I  I  I  I  I  I  I  |-r 

AM)      lASOND)     FMAM 


Retail  store  sales  (Sbillions) 

seasonally  adiusted  (Dept.  of  Commerce) 


700 


670 


640 


Consumer  installment  credit  (Sbillionsl 
toul,  seasonally  adiusted  (Federal  Reserve) 


I      I      I      I      I      I      I      I      I      I      I      I      I      I 

am;iasonoifmam 


T 


I    I    I    I    I    I    I    I    I 


TT 


AMI   lASONDI  FMAM 


36 


FORBES,  lULY  24,  1989 


f 


...  u 


)^^^5^ 


X^^aiMSSn^ 


UCLA  Medical  Cents' 


Only  one  PPO  saves 
vou  monev  in  all  thes 


I 


^  •  'J 


important  places. 


Zm^  Se 


It's  called  Preferred  Care-USA.  You'll  find  it  has  no  shortage 
)f  good  hospitals.  Many  are  recognized  as  being  among  the 

best  in  the  country  Some  are  household  words. 
:D\      In  fact,  no  other  PPO  system  begins  to  give  you  the 
hp  j  selection  of  hospitals  it  does.  Or  of  physicians  for 

/that  matter  Perhaps  because  every  one  of  them  was 
selected  by  an  organization  that's  in  a  unique  position  to 
legotiate  for  their  services.  One  that  knows  them  better 
han  anyone— a  local  Blue  Cross  and  Blue  Shield  Plan. 

Something  else  you  may  find  reassuring.  Preferred  Care- 
JSA  isn't  just  good  in  theory  The  system  already  takes  care 
ji  10  million  people  in  over  200  cities  coast  to  coast. 

So  even  if  you  have  employees  in  more  than  one  state, 
you  can  givg^.--'--z^r-ahem  a  freedom  of  choice  approach- 
ng  that  /^^^^\i\0^^)oi  traditional  coverage.  At  a  cost  of 
jp  to  15  \^^c^|^-.--^ercent  less.  With  every  expectation 
Df  them  receiving  good  medical  care. 

In  other  words.  Preferred  Care-USA  lets  you  offer 
employees  the  kind  of  PPO  they'll  actually  use.  Which  is 
^GOA^  the  only  kind  that  can  reaUy  reduce  costs. 
[\^l^^^     If  your  company  has  a  thousand  or  more 
f //I]  employees,  and  a  desire  to  make  health  care  a 
IW company  benefit  instead  of  a  detriment,  caU 
1-800-426-2583.  You'll  find  there  are  vPv(^  i!"^^?^^ 

■rAffl  vmrni  Blue  Shield. 

a  number  of  places  we  can  be  oi  help. 


Registered  marks  Blue  Cross  &r  Blue  Shield  Association 


Forbes 


Warren  Buffett  has  already  shown  that  a  good  money  manager 
can  make  a  fine  chief  executive.  Next  to  try:  Mario  Gabelli. 


Berkshire 
Hathaway  II? 


By  Jonathan  Clements 


One  tenet  of  value  investing  says 
you  should  value  a  stock  as  though 
you  v^ere  going  to  buy  the  whole  com- 
pany. That's  right  out  of  Benjamin 
Graham.   It  doesn't  mean   that   the 


money  manager  should  take  the  com- 
pany over  but  that  he  should  look  at  it 
as  a  business  rather  than  just  as  a 
piece  of  paper  to  be  bought  and  sold. 
Mario  Gabelli,  the  star,  value-ori- 
ented money  manager,  unexpectedly 
found  himself  going  further,  actually 


■.Uru  Ruble-do 


Lynch  Corp  Chief  Executive  Mario  Gabelli 

Money  manager  turned  mobile-home-ctirting  executive. 


running  a  business,  Lynch  Corp., 
whose  stock  he  first  bought  in  the 
early  1980s.  Here's  how  it  happened: 

"Lynch  was  a  little  company  on  the 
American  Stock  Exchange  selling  at 
$6,  $7,  $10,"  recalls  Gabelli,  47, 
whose  investment  firm  today  man- 
ages two  mutual  funds,  a  closed-end 
fund  and  $4  billion  in  private  ac- 
counts. "It  had  $7  or  $8  in  cash  and  a 
few  dollars  in  businesses."  It  was  the 
kind  of  stock  Gabelli  likes:  little  risk 
of  loss  but  lots  of  potential.  He  bought 
over  20%  of  the  company's  stock  for 
the  portfolios  he  is  managing. 

Lynch 's  other  large  shareholder  was 
Curtiss-Wright,  headed  by  the  acquis- 
itive T.  Roland  (Ted)  Bemer.  In  De- 
cember 1985  Bemer  abandoned  his  di- 
sastrous foray  into  Western  Union 
stock.  "When  he  sold  Western  Union, 
I  called  him  up  and  talked  about  strat- 
egies and  asked  him  whether  he 
planned  to  buy  the  rest  of  Lynch," 
says  Gabelli.  "  'No,'  he  said,  'I'm  plan- 
ning on  selling  it.  I'm  not  buying  any- 
thing anymore.'  " 

Rather  than  risk  dealing  with  a  new 
owner,  Gabelli  bought  out  Curtiss- 
Wright's  22%  stake  in  Lynch  for  $11  a 
share,  leaving  Gabelli  and  his  man- 
agement company  with  just  over  half 
of  Lynch's  stock. 

At  this  point,  the  Gabelli  interests 
had  invested  about  $7  million;  at  their 
average  price,  the  entire  company 
would  have  had  a  valuation  of  $13 
million.  What  was  it  worth?  Scarcely 
that.  Lynch  Corp.  had  $10  million  in 
cash  and  marketable  securities,  $2 
million  in  debt,  and  some  weird  little 
manufacturing  businesses  worth  at 
the  most  $5  million. 
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Cabelli  now  found  himself  running, 
in  effect,  a  closed-end  investment 
company  in  which  some  operating  en- 
tities were  among  the  portfolio  posi- 
tions, alongside  a  hefty  investment  in 
Treasury  bills. 

Gabelli  isn't  the  first  money  man- 
ager to  end  up  at  the  helm  of  an  oper- 
ating company.  Warren  Buffett  took 
over  ailing  textile  manufacturer  Berk- 
shire Hathaway  in  1965  and  later  had 
Berkshire  buy  up  some  insurance 
companies  and  a  trading  stamp  com- 
pany to  get  control  of  their  invest- 
ment portfolios.  Berkshire's  textile 
mills  have  since  been  closed,  and  to- 
day Berkshire  is  really  an  investment 
fund  disguised  as  an  operating  compa- 
ny. It  has  made  good  money  on  pas- 
sive investments  in  such  companies 
as  Coca-Cola,  Geico,  General  Foods 
and  Washington  Post. 

Instead  of  pursuing  that  portfolio 
strategy,  Gabelli  set  out  to  buy  com- 
panies or  interests  in  companies.  He 
had  Lynch  borrow  $23  million 
through  convertible  debentures.  He 
used  the  money  for  a  20%  stake  in  a 
CBS-affiliated  television  station  in 
Rock  Island,  111.,  an  80%  stake  in  Mor- 
gan Drive  Away,  a  transporter  of  mo- 
bile homes  and  recreational  vehicles, 
and  100%  of  a  consulting  firm  that 
helps  pension  funds  and  rich  individ- 
uals find  money  managers. 

In  December  1987  Gabelli  paid  $3.5 
million  for  an  83%  stake  in  Safety 
Railway  Service  Corp.,  which  makes 
milling  machines  and  air-pollution- 
control  equipment  but  also  happened 
to  have  $3.8  million  in  cash  and  mar- 
ketable securities. 

This  June  Lynch  picked  up  a  pri- 
vately held  rural  telephone  company 
in  New  Mexico  for  $44  million.  Start- 
ing in  July  1990,  local  telephone  com- 
panies will  probably  be  allowed  to 
increase  their  prices  annually  by  in- 
flation less  3%,  as  opposed  to  the  old 
method  that  mandated  a  fixed  rate  of 
iietum.  That  means  that  efficiency 
•will  now  be  rewarded,  and  Gabelli 
reckons  there's  plenty  of  room  for 
improvement. 

Gabelli's  goal  is  to  increase  Lynch's 
intrinsic  value  by  25%  a  year.  That's  a 
mighty  tough  goal  to  meet,  though 
not  impossible  if  Gabelli's  money 
management  record  is  anything  to  go 
by.  According  to  Rockville,  Md. -based 
CDA  Investment  Technologies,  Ga- 
belli was  the  nation's  top  stock  picker 
over  the  five  years  ending  Mar.  3 1 .  His 
equity  investments  returned  29%  a 
year,  versus  17.4%  for  the  s&p  500. 

How  is  he  doing  so  far  with  Lynch? 
Gabelli  reckons  the  company's  intrin- 
sic value  per  share  is  somewhere  in 
the  mid-20s^  Look  at  the  most  recent 


financial  statements  (which  don't  yet 
reflect  the  telephone  purchase),  and 
this  value  seems  not  implausible.  The 
manufacturing  and  mobile-home- 
carting  businesses  are  probably  worth 
$15  a  share,  figuring  them  at  a  conser- 
vative five  times  operating  income. 
The  interest  in  the  television  station 
is  perhaps  worth  another  $6.  A  portfo- 
lio of  cash  and  marketable  securities 
is  just  offset  by  long-term  debt.  Then 
there  are  some  miscellaneous  assets 
like  land  held  for  investment  that 
could  be  worth  $1  or  so. 


But  if  Gabelli  is  right  about  Lynch's 
breakup  value,  pure  value  players 
would  avoid  the  stock  at  its  recent 
$28  a  share.  The  old  Ben  Graham  for- 
mula was  to  buy  into  a  company  only 
if  you  could  get  it  for  a  discount  to  its 
intrinsic  value,  that  discount  being 
your  "margin  of  safety." 

But,  then,  Gabelli  may  be  able  to 
work  some  managerial  and  invest- 
ment magic  on  the  company.  Such 
magic  is  hard  to  quantify,  but  the  pos- 
sibility makes  Lynch  an  interesting 
way  to  play  Gabelli's  talents.  ■ 


Scores  of  cities  and  towns  depend  on  sure- 
ty bonds  from  Southeastern  Insurance 
Group.  Now  those  bonds  appear  to  be 
worth  next  to  nothing. 

Guarantees 
with  nothing 
behind  them 


By  Alyssa  A.  Lqipen 


SOUTHEASTERN  INSURANCE 

Group  is  teetering  on  the  brink 
of  insolvency,  a  victim  of  over- 
aggressive  underwriting,  poor  man- 
agement and  perhaps  even  fraud. 
Southeastem's  decline  could  have 
wide  ramifications.  "If  this  thing  goes 
under,  it  will  have  shock  waves  in  the 
surety  industry,"  says  Dennis  Wine,  a 
vice  president  at  the  Surety  Associa- 
tion of  America. 

A  surety  company  insures  that  con- 
struction firms  complete  their  work 
and  pay  laborers  and  subcontractors. 
One  result  of  Southeastem's  troubles: 
Cities  and  towns  across  the  country 
are  likely  to  take  a  closer  look  at  com- 
panies underwriting  surety  bonds. 

In  all,  an  estimated  $1  billion  of 
bonds  written  by  Southeastem's  in- 
surance subsidiaries  are  still  in  force. 
Yet,  as  of  Mar.  31,  the  subsidiaries' 
surplus — the  insurance  equivalent  of 
stockholders'  equity — had  dwindled 
to  under  $10  million,  and  even  that  is 
uncertain.  Southeastem's  subsidiar- 
ies count  as  assets  some  $11  million 
they  lent  to  the  parent  company  and 
other  affiliates.  But  the  parent  compa- 
ny and  other  subsidiaries  have  no  cap- 
ital of  their  own  and  little  chance  of 


repaying  the  $11  million. 

"Treasury  .  .  .  will  no  longer  toler- 
ate this  manipulation  of  the  balance 
sheet,"  said  a  U.S.  Treasury  Depart- 
ment official  in  a  recent  letter  to 
Southeastem's  attorney. 

Typical  of  projects  Southeastern  in- 
sures is  the  Miami-Dade  Water  & 
Sewer  Authority's  $1.6  million  plan 
to  clean  lime  sludge  out  of  a  water 
softening  lagoon.  The  job  should  take 
roughly  12  months  to  complete.  If  the 
contractor  fails  to  complete  the  work, 
Miami-Dade  would  be  on  the  hook, 
despite  a  $20,000  premium  paid  to 
Southeastern. 

Southeastern  got  into  this  mess  in 
part  by  taking  on  risky  clients.  When 
no  other  insurer  would  issue  a  bond, 
construction  firms  would  tum  to 
Southeastern.  The  msurer  was  only 
too  eager  for  the  business — charging 
the  premiums  that  had  been  approved 
by  the  state — but  also  adding  substan- 
tial fees  through  subsidiaries  for  other 
"services." 

The  risks  have  backfired.  Since 
1987  Southeastern  paid  out  about  $25 
million  in  claims  and  reported  net 
operating  losses  of  nearly  $30  million. 

At  least  one  lawsuit  filed  against 
Southeastern  lays  much  of  the  blame 
on  Leonard  Bellezza,  a  road  and  bridge 
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contractor  from  Kearny,  N.J. 
Bellezza  came  into  Southeast- 
em  when  it  was  founded  in 
1983.  He  paid  $1,065  for  9%  of 
the  company's  limited  voting 
common  shares.  He  also 
bought  $300,000  of  its  deben- 
tures. A  board  member  since 
1983,  Bellezza,  it  seems,  took 
a  much  larger  role  with  South- 
eastem  in  1986,  just  before  its 
troubles  started. 

At  about  that  time,  Bellezza 
joined  forces  with  South- 
eastern's  then  chairman,  Ron- 
ald Prupis,  and  Prupis'  brother 
Neil,  one  of  several  partners  at 
the  West  Orange,  N.J.  law  firm 
of  Lampf,  Lipkind,  Prupis  &. 
Petigrow  who  invested  in 
Southeastern.  Bellezza  ended 
up  with  control  of  about  10% 
of  the  common — more  than 
any  other  director  or  officer. 

Ron  Prupis,  who  was  named 
chief  executive  officer  in  1986, 
threw  out  the  company's  tra- 
ditional conservative  ap- 
proach. He  also  poured  out  the 
perks  for  himself  and  his  asso- 
ciates. They  charged  to  the  company 
everything  from  $800  of  formal  wear 
to  sprees  at  resort  hotels.  Bellezza  and 
the  board  also  enjoyed  the  largess, 
taking  their  wives  for  a  weekend  at 
Bermuda's  Southampton  Princess. 
Southeastern  itself  also  moved  to 
glitzy  new  quarters,  complete  with 
brass  chandeliers  in  the  boardroom. 
Employees  called  it  "the  bordello." 

As  Southeastem's  staff  grew  from 
35  to  over  170,  inexperienced  under- 
writers were  paid  hefty  salaries  and 
encouraged  to  write  bonds  in  volume. 

From  New  Jersey,  Bellezza  was  in 
charge  of  working  out  claims  and 
headed  the  board's  underwriting  com- 
mittee, which  approved  all  bonds  over 
$2  million.  He  also  played  a  central 
role  in  Contractors  Performance 
Corp.,  which  Southeastern  set  up  in 
1987  to  monitor  jobs  it  bonded  and  to 
disburse  contractors'  funds.  Later  cpc 
began  doing  "joint  ventures"  with  the 
same  contractors  for  whom  South- 
eastern was  issuing  surety  bonds. 

Bellezza  was  personally  involved  in 
many  of  Southeastem's  deals  with 
contractors.  Take  Chief  Structures,  a 
West  Palm  Beach,  Fla.  builder  of  con- 
crete and  steel  structure  frames.  For 
Chief,  Southeastem  issued  some  $5.7 
million  in  surety  bonds,  guaranteeing 
the  completion  of  a  high-rise  retire- 
ment home,  among  other  projects. 
When  Chief  began  to  get  into  finan- 
cial trouble  and  appeared  to  be  unable 
to  complete  its  jobs,  Bellezza  ap- 
proved  a    "joint   venture"    between 


Chief  and  Southeastem's  cpc  unit  to 
finish  the  work — clearly  a  conflict  of 
interest  for  the  insurance  outfit. 

The  risk  looked  excessive  even  to 
Southeastem's  inexperienced  under- 
writers. But  Bellezza  told  Linda  Bur- 
ton, then  a  vice  president,  that  he 
would  personally  indemnify  South- 
eastem for  its  bonds  on  the  Chief-cpc 


Jean  Fran<rios  Aiuux  vcnturc.  Thus,  bouds  on  new 
jobs  were  written  for  at  least 
$6  million.  This  increased 
Southeastem's  exposure  to 
Chief  to  almost  $12  million. 
But  Bellezza  never  signed  his 
obligation.  Under  the  new  ar- 
rangement. Chief  began  to 
turn  the  comer.  But  then,  Bel- 
lezza's  associates  inexplicably 
ordered  Chief  to  stop  work.  To 
finish,  Southeastem  hired  an- 
other contractor.  It  then  paid 
millions  in  claims,  but  it's  un- 
clear who  got  the  money. 

Bellezza  refused  to  speak  to 
Forbes.  But  his  Short  Hills, 
N.J.  attorney,  Michael  Rosen- 
baum,  insists  that  South- 
eastem's troubles  are  the  fault 
of  employees  such  as  Prupis 
and  President  Robert  A.  Beck 
II,  both  since  fired. 

There  are  indications  that 
the  ousted  officers  were  scape- 
goats.  Even  after  they  were 
gone,  irregularities  continued. 
Beck,  the  son  of  former  Pru- 
dential chairman  Robert  Beck, 
says  until  he  was  fired  in  May 
1988  he  knew  little  about  the  shenan- 
igans.   Beck    has    filed    suit    against 
Southeastem.  Among  other  things,  he 
alleges  that  Bellezza  schemed  to  de- 
fraud    shareholders     and     falsified 
claims  information. 

As  with  many  things  involving 
Southeastem  Insurance  there  seem  to 
be  more  questions  than  answers.  ■ 


Weingarten  is  one  Texas  real  estate  com- 
pany that  has  not  only  survived  the  local 
bust  but  continued  to  prosper  as  well 

Discipline, 
discipline, 
discipline 


By  John  H.  Taylor 


Fl  OLKS  AROUND  Houstou's  Wein- 
garten Realty  Investors  still 
talk  about  the  W.T.  Grant  fias- 
co. In  1970  the  retailer  persuaded 
Weingarten  Chief  Executive  Stanford 
Alexander  to  build  a  180,000-square- 
foot  shopping  center  in  north  Hous- 


ton. Alexander  was  skeptical  of  the 
shopping  center's  chances,  but  Grant 
looked  like  a  blue-chip  tenant,  so  he 
complied.  A  year  later  Grant  was 
bankrupt  and  was  subsequently  liqui- 
dated. It  never  occupied  the  space. 

"That  was  the  only  time  we  ever  let 
a  tenant  talk  us  into  building  a  project 
that  we  didn't  feel  comfortable  with," 
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Weingarten  Realty  Investors'  Stanford  Alexander  at  a  Weingarten  shopping  center  in  Houston 
Toe  seen  glaciers  move  faster." 


Robb  Kendridc 


says  Martin  Debrovner,  president  of 
Weingarten  Realty  Management, 
which  develops  and  manages  Wein- 
garten's  shopping  centers. 

For  Weingarten  (1988  assets,  $350 
million),  Grant  was  a  painful  remind- 
er of  an  enduring  lesson:  Don't  mess 
with  a  winning  formula. 

Weingarten  has  indeed  developed  a 
winning  formula — and  has  almost  al- 
ways had  the  discipline  to  stick  to  it. 
Weingarten  only  builds  shopping  cen- 
ters that  range  in  size  from  100,000  to 
300,000  square  feet.  No  regional 
malls,  no  strip  shopping  centers.  Ev- 
ery center  is  anchored  by  recession- 
proof  retailers  like  supermarkets, 
drugstores  or  K  marts.  Alexander  nev- 
er breaks  ground  until  a  shopping  cen- 
ter is  50%  to  60%  preleased  and  has 
anchor  tenants. 

In  short,  no  unnecessary  chances, 
no  go-for-broke  gambles. 

Alexander's  refusal  to  deviate  from 
a  winning  formula  has  paid  off.  Al- 
though 61  of  Weingarten's  105  shop- 
ping centers  are  in  economically  de- 
pressed Houston  and  another  28  are 
scattered  around  Texas,  Alexander's 
centers  are  94%  occupied,  compared 
with  a  78%  average  among  competi- 
tors in  Houston.  Cash  flow  and  earn- 
ings per  share  have  increased  34% 
since  1985.  Dividends  are  up  73% 
over  that  period.  Last  year  Weingarten 
earned  $21  million,  or  $1.53  a  share, 
on  $65  million  in  revenues,  a  20% 


increase  in  net  income  over  1987. 

Now  Weingarten  is  poised  for  an 
aggressive  expansion.  Last  year  it  add- 
ed over  1  million  square  feet  to  its 
portfolio,  a  10%  increase.  Alexander 
is  currently  combing  the  Southeast, 
Southwest  and  Midwest  for  distressed 
shopping  centers.  He  embarks  on  this 
quest  armed  with  plenty  of  cash.  After 
the  completion  of  a  recent  debenture 
offering,  Weingarten  has  over  $130 
million  in  unused  lines  of  credit  that 
is  available  for  expansion.  In  addition, 
Houston  money  manager  Fayez  Saro- 
fim  is  raising  between  $100  million 
and  $  1 50  million  to  invest  with  Alex- 
ander over  the  next  three  years. 

"You  can  get  an  existing  center  for 
one-half  or  less  of  reproduction  cost," 
says  Alexander,  a  Houston  native  and 
former  Air  Force  officer.  But  bargain 
prices  aren't  enough.  "Any  center  we 
buy  has  to  meet  all  our  investment 
criteria."  That  discipline  again. 

Alexander's  patience  is  legendary. 
He  routinely  looks  at  more  than  100 
properties  before  buying  one.  He  buys 
all  of  them  for  the  long  term,  having 
sold  only  a  handful  in  more  than  30 
years.  Stanley  Jewell,  an  associate 
vice  president  of  Coldwell  Banker,  did 
a  study  for  Weingarten  three  years  ago 
in  which  he  pinpointed  35  to  40  shop- 
ping centers  in  Oklahoma  City  and 
Tulsa  as  possible  acquisitions.  Alex- 
ander slowly  whittled  down  his 
choices  to  4  or  5  centers  and  finally 


closed  his  first  deal  in  Oklahoma  City 
earlier  this  year. 

"I've  seen  glaciers  move  faster  than 
Weingarten,"  Jewell  jokes.  "But  Stan- 
ford wound  up  paying  less  than  he 
would  have  paid  three  years  ago.  He's 
as  shrewd  as  anyone  I've  ever  met  in 
real  estate." 

Weingarten's  growth  potential  has 
made  it  a  favorite  of  real  estate  ana- 
lysts. Since  converting  to  a  real  estate 
investment  trust  in  1984,  it  has  been 
one  of  the  steadiest  real  estate  stocks 
traded  on  the  Big  Board.  Recently  $29 
a  share,  it  is  trading  at  13.5  times 
projected  1989  earnings,  about  the  in- 
dustry average. 

If  there  is  a  question  haunting 
Weingarten,  it  is  who  will  succeed 
Alexander,  now  60  and  the  public  face 
of  the  company  since  1955.  Among 
the  contenders:  Debrovner,  52;  Alex- 
ander's son.  Drew,  32,  vice  president 
of  leasing;  and  Joseph  W.  Robertson 
Jr.,  41,  the  chief  financial  officer.  Al- 
exander has  hired  a  consultant  to  help 
with  the  succession  issue.  But  even 
Weingarten  executives  admit  it  is 
hard  to  picture  the  company  without 
Alexander  at  the  helm. 

Sitting  in  his  conference  room  with 
an  aerial  map  of  Houston  filling  an 
entire  wall,  Alexander  seems  uncon- 
cerned by  the  issue  of  succession.  Af- 
ter all,  he  has  composed  the  formula 
for  success.  All  his  successor  has  to  do 
is  follow  it.  ■ 
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Hungry  for  tax  credits,  investors  have  been 
flocking  to  real  estate  partnerships  that 
develop  low-income  housing.  Could  they 
be  flocking  into  trouble? 


Landlord,  beware 


By  Bofward  Rndnitslgr 


Tl  HE  HOTTEST  real  estate  partner- 
ships around  these  days  offer 
investors  a  chance  to  buy  into 
low-income,  government-subsidized 
projects  and  get  tax  credits  for  ten 
years.  In  the  wake  of  tax  reform,  these 
are  just  about  the  only  real  estate  tax 
shelter  left. 

Brokerages  such  as  Kidder,  Pea- 
body,  Merrill  Lynch,  Shearson  and 
PaineWebber  have  been  selling  away, 
projecting  annual  returns  of  up  to 
15%  in  the  form  of  tax  credits.  Last 
year  sales  of  such  partner- 
ships topped  $500  mil- 
lion, up  from  $127  million 
in  1987.  This  year  a  fur- 
ther $500  million  is  likely 
to  be  raised. 

But  you  don't  get  a  15% 
return  without  risk,  and 
these  partnerships  carry 
their  share  of  risks. 

The  typical  investor  in 
low-income  housing  part- 
nerships puts  up  about 
$12,000,  expecting  to  get 
some  $1,800  in  tax  credits 
a  year  for  ten  years — 
about  a  12.5%  internal 
rate  of  return.  On  top  of 
that,  he  expects  after  15 
years  to  get  his  $12,000 
back — or  more  if  the  prop- 
erty can  be  sold  at  a  profit. 

The  tax  credit  is  granted 
by  the  federal  government 
as  an  incentive  for  inves- 
tors to  put  money  into 
low-income  housing.  It  is 
hmited  to  $7,000  a  year, 
and  full  benefits  are  avail- 
able only  to  people  with 
incomes  of  $200,000  or 
less. 


The  deals  are  heavily  leveraged.  In 
some  cases  the  partnership  borrows  as 
much  as  90%  of  the  value  of  a  proper- 
ty, be  it  a  garden  apartment  complex 
in  Texas  or  a  rehabilitated  urban 
structure.  If  the  project  is  financed 
with  tax-exempt  bonds  or  with  cut- 
rate  loans  from  the  Farmers  Home 
Administration,  the  developers  get  a 
4%  tax  credit.  Absent  tax-exempt  or 
FHA  financing,  developers  can  get  a 
9%  tax  credit.  The  heavy  borrowing, 
coupled  with  the  cheap  financing  and 
tax  credits,  is  what  makes  returns  of 
15%  possible. 


Now,  here's  what  the  salesperson 
may  gloss  over:  Upfront  fees  and  com- 
missions and  other  expenses  can  take 
a  30%  bite  out  of  the  initial  invest- 
ment. That  would  leave  only  about 
$8,500  actually  invested  on  a  $12,000 
partnership  commitment. 

Inner-city  properties,  often  saddled 
with  second  mortgages  and  high  vari- 
able-rate interest  costs,  could  run  into 
problems  if  interest  rates  soar  or  the 
property  is  not  fully  rented.  True,  the 
general  partner  might  have  a  perfor- 
mance guarantee  from  the  developer. 
But  collecting  isn't  always  easy.  "You 
can  have  a  guarantee  against  negative 
cash  flow,  but  the  developer  also  may 
have  given  guarantees  on  a  half-dozen 
other  properties  that  aren't  carrying 
themselves,"  says  Ann  Soja,  head  of 
Manhasset,  N.Y.-based  Sterling  Secu- 
rities, a  partnership  sponsor.  "When 
that  happens  he  may  say,  'Sue  me.'  " 
Raise  the  rents?  Sometimes  the 
market  won't  bear  it.  Moreover,  only 
a  limited  pool  of  tenants  can  be 
tapped:  people  with  annual  incomes 
of  about  $24,000  or  less.  Should  the 
number  of  these  low-income  tenants 
fall  below  40%  in  any  of  the  first  ten 
years,  the  project  doesn't  qualify  for 
the  full  tax  credit  that  year. 

Another  problem:  Many  of  the 
properties  throw  off  little  or  no  free 
cash  flow  and  don't  have  adequate 
reserve  funds.  Thus,  buildings  can  fall 
into  disrepair,  making  it 
unlikely  that  they  will  be 
sold  at  a  profit  at  the  end 
of  the  15-year  investment 
period.  One  way  to  limit 
this  problem  is  to  make 
sure  the  developer  main- 
tains the  property  and  has 
a  long-term  stake.  "We 
look  for  deals  where  the 
developer  gets  at  least  half 
of  the  proceeds  on  the  sale 
of  the  property.  Then  he's 
got  a  strong  incentive  to 
work  for  you  on  the  back 
end,"  explains  Ronald 
Diner,  a  senior  vice  presi- 
dent at  Raymond  James,  a 
low-income  partnership 
sponsor  in  St.  Petersburg, 
Fla. 

Overpaying  can  be  a  pit- 
fall. A  recent  internal 
study  by  the  Department 
of  Housing  &  Urban  De- 
velopment showed  that 
\1|M  developers  and  syndica- 
t(  tors  have  taken  excessive 
I  profits  on  low-income 
projects  built  under  other 
programs.  Given  recent 
revelations    about    hud, 
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signs  of  excessive  profit-taking  and 
other  irregularities  could  also  surface 
on  tax  credit  deals  now  being  sold. 

The  future  of  the  tax  credit  program 
is  murky.  Congress  wants  to  extend 
the  program  for  another  five  years, 
while  the  White  House  favors  letting 
it  expire  this  year. 

If    previous    low-income    housing 


programs  are  any  guide,  tax  credit  in- 
vestors could  have  their  money  tied 
up  indefinitely.  Congress  has  tempo- 
rarily barred  investors  from  paying  off 
government  mortgages  on  low-in- 
come properties  built  under  earlier 
tax  shelter  programs.  The  intent  is  to 
keep  older  low-income  properties 
from  being  converted  for  use  by  high- 


er-income renters.  As  a  result,  inves- 
tors haven't  been  able  to  cash  out. 

Still  eager  for  tax  credits?  Stick 
with  partnerships  that  provide  a  di- 
versified portfolio  of  properties  and 
are  managed  by  real  estate  people 
with  good  records.  Make  sure  the  syn- 
dicator  has  a  very  substantial  net 
worth,  too.  ■ 


Randolph  Lenz  bought  bankrupt  manu- 
facturing companies  and  made  them.  pay. 
Now  hell  try  it  on  afar  larger  scale  with 
Fruehaufs  troubled  trailer  business. 

Parlaying 
the  winnings 


By  Rick  Reiff 


Randolph  W.  Lenz  was  an  obscure 
Wisconsin  businessman  in  1983 
when  he  was  struck  by  a  simple  idea. 
Some  of  the  best  buyout  values  in  the 
country,  Lenz  reasoned,  could  be 
found    among    bankrupt    and    near- 


bankrupt  manufacturers  of  earth- 
moving  equipment — companies  with 
low  prices,  cleansed  assets  and  a  new- 
ly pragmatic  work  force  of  survivors. 
From  such  dowTi-and-outers  Lenz,  in 
just  six  years,  has  built  Terex  Corp.,  a 
$344  million  (sales)  maker  of  dump 
trucks,  loaders,  cranes,  excavators,  hy- 


draulic cylinders  and  the  like.  With 
each  acquisition,  Lenz,  Terex'  chair- 
man and  54%  owner,  has  methodically 
consolidated  factories,  slashed  pay- 
rolls and  shrunk  product  lines  to  those 
few  profitable  niches  that  his  compa- 
nies still  retained. 

As  a  consequence,  all  six  operating 
units  are  now  profitable.  Last  year's 
earnings  were  $13.2  million,  or  $1.79 
a  share,  up  23%,  and  first-quarter 
profits  rose  another  42% . 

Overall,  Terex  produces  just  an  8% 
operating  margin,  compared  with 
14%  for  Cat  and  10%  for  all  machin- 
ery manufacturers.  But  because  Lenz 
bought  the  businesses  cheaply,  those 
relatively  low  operating  margins 
translate  into  an  excellent  return  on 
equity — 24%  last  year. 

Lenz'  appetite  has  grown  with  eat- 
ing. Now  he  is  about  to  bite  off  his 
biggest  acquisition  to  date,  the  un- 
profitable truck  trailer  and  ship  repair 
businesses  of  Fruehauf  Corp.  Terex 
will  pay  $232.5  million.  The  purchase 
will  boost  Terex'  revenues  to  more 
than  $1  billion  a  year.  It  will  increase 


Terex  Corp.  's  Woodward  Baldus  and  Randolph  Lenz 

Tfi«  trick  will  be  to  squeeze  cash  o%tt  of  Fruehaufs  trailer  business. 
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its  debt  to  nearly  $320  million,  or 
80%  of  capital. 

The  move  trebles  Terex'  size.  Lenz 
plans  to  finance  $160  million  of  the 
deal  with  junk  bonds  underwritten  by 
Drexel  Bumham  Lambert.  This 
would,  if  no  other  steps  were  taken, 
increase  Terex'  interest  costs  to  about 
$38  million  a  year,  some  $2  million 
more  than  the  1988  cash  flow  of  all  of 
Terex  plus  the  ailing  acquired  busi- 
nesses. Clearly,  Lenz  is  counting  on  a 
quick  turnaround  of  the  Fruehauf 
lines  to  keep  his  company  profitable. 
To  lighten  the  burden  Lenz  hopes  to 
sell  Fruehauf's  $54  million  (sales)  ship 
operations,  which  produced  negative 
cash  flow  of  $4  million  last  year. 

It's  a  gamble,  but  then,  Lenz,  42,  is 
used  to  gambles.  A  college  psychology 
major  and  son  of  a  Milwaukee  xv  re- 
pairman, Lenz  began  buying  and  trad- 
ing Wisconsin  real  estate  in  1973.  By 
1980  he  owned  and  managed  1,200 
housing  units  in  four  states. 

In  1981  Lenz  moved  into  manufac- 
turing assets.  He  bought  the  bankrupt 
FWD  Corp.,  a  Clintonville,  Wis.  maker 
of  snowplows  and  fire  trucks.  The  $35 
million  (sales)  private  company,  he 
says,  has  been  profitable  every  year 
since.  He  then  bought  bankrupt 
Northwest  Engineering,  a  Green  Bay 
crane  maker,  followed  by  outfits  that 
make  other  heavy  equipment — most 
notably  Terex  Corp.,  a  fallen  giant 
once  owned  by  General  Motors. 

The  strategy  behind  each  of  these 
deals  was  clear.  Lenz  and  Woodward  K. 
Baldus,  a  former  Bucyrus-Erie  Co.  sales 
executive  and  Terex'  chief  executive 
officer  from  the  outset,  knew  they 
could  survive  in  the  highly  competi- 
tive business  of  heavy  equipment  only 
by  acquiring  strong  positions  in  niche 
markets,  and  selling  more  high-mar- 
gined spare  parts. 

What  does  Fruehauf  bring  to  the  ta- 
ble? The  U.S.'  biggest  maker  of  truck 
trailers  plus  a  one-third  interest  in 
Frdncc's  $700  million  (sales)  Societe 
Europcenne  de  Semi-Remorquest,  Eu- 
rope's largest  trailer  maker,  which  last 
year  earned  $25  million  on  sales  of 
$695  million. 

Fruehauf  has  a  19%  share  of  the  U.S. 
truck  trailer  market,  with  80  dealer- 
ships and  1 1  plants  scattered  nation- 
wide. Fruehauf  has  already  closed  3 
plants  in  the  past  two  years,  but  there  is 
a  limit  to  consolidation  since  central- 
ized manufacturing  would  increase 
shipping  costs.  And  trailers  are  a  low- 
margin  business. 

Can  Lenz  turn  Fruehauf  around?  His 
recent  successes  suggest  he  can.  But  a 
prior  record  of  litigation-plagued  real 
estate  deals  clouds  his  prospects  some- 
what. During  those  earlier  days,  Lenz 


borrowed  heavily  and  was  caught 
when  interest  rates  shot  up.  His  law- 
yer, William  Ladewig,  recalls  urging 
Lenz  to  go  into  bankruptcy  in  1 980.  On 
some  of  those  transactions,  Lenz'  lend- 
ers have  won  about  $2  million  in  judg- 
ments against  him  for  defaulted  mort- 
gages. Lenz  says  he  has  since  settled 
these  claims. 


On  the  other  hand,  some  pretty 
smart  investors  have  faith  in  Lenz. 
Dort  Cameron,  whose  Airlie  Group 
includes  Richard  Rainwater  and  the 
Bass  brothers,  has  taken  a  24.5%  stake 
in  the  Fruehauf  deal,  on  top  of  the  9%  of 
Terex  stock  they  already  own.  But  it's 
clear  that  with  Fruehauf,  Lenz  and 
friends  will  have  their  hands  full.  ■ 


The  Up  &  Comers 


Strategies 


Sometimes  the  smartest  thing  to  do  in  tak- 
ing charge  of  a  good  little  company  is  to 
do  nothing  at  all.  That  formula  has  built  a 
cult  following  for  Rich  Snyder's  In-N-Out\ 
hamburger  chain. 

Where  Bob  Hope 
buys  his  burgers 


By  Ellen  Paris 


OST    SONS    AND    DAUGHTERS 

can't  wait  to  get  their  hands 
on  their  fathers'  businesses, 
to  correct  all  the  dumb  mistakes  the 
old  man  has  made.  In  sharp  contrast 
to  this,  there  is  Rich  Snyder.  Only  36, 
Snyder  is  head  of  Los  Angeles'  thriv- 
ing In-N-Out  Burger  chain. 

In-N-Out  got  its  start  after  World 
War  II,  when  Rich's  father,  Harry, 
came  up  with  the  idea  of  a  drive- 

u^NTic  Shimabukum 
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In-N-Out's  menu 
Nofadfooda . 


through  hamburger  stand  where  cus- 
tomers ordered  through  a  two-way 
speaker  box,  rather  than  be  waited  on 
by  a  carhop.  He  opened  California's 
first  drive-through  hamburger  stand 
in  1948.  As  California's  double  love 
affair  with  cars  and  fast  food  grew, 
Harry  Snyder  slowly  added  outlets. 

Rich  Snyder  took  over  the  privately 
owned  company  in  1976,  the  year  his 
father  died  of  cancer.  Rich  was  only 
24,  but  he'd  been  working  in  the  busi- 
ness since  he  turned  16.  His  mother, 
Esther,  who  did  the  bookkeeping  in 
the  early  days,  helped  out,  and  still 
works  in  the  company's  accounting 
department. 

The  first  thing  young  Snyder  did 
upon  taking  over  the  chain  was  to  do 
nothing.  In  many  important  ways, 
that  has  been  his  operating  philoso- 
phy ever  since. 

Change  the  ingredients?  No  way, 
says  Snyder.  "We  still  do  things  the 
way  they  were  done  in  the  Forties," 
he  says.  "Everyone  used  fresh  ingredi- 
ents. We've  never  changed  that."  In- 
N-Out's  hamburger  buns,  for  exam- 
ple, are  made  of  old-fashioned  sponge 
dough,  which  takes  six  to  eight  hours 
to  rise.  The  buns  most  commercial 
hamburger  stands  use  today  contain 
chemicals  that  cut  rising  time. 
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VACHERON  CONSTANTIN 

La  plus  ancienne  manufacture  d  noriogene  du  monde. 
Geneve,  depuis  1755 
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In-N-Out's  Rich  Snyder 
"We  never  changed.* 


Tinker  with  the  menu?  In-N-Out's 
hasn't  really  changed  since  1948.  Bur- 
gers, cheeseburgers,  double  cheese- 
burgers, fries,  cold  drinks  and  shakes. 
That's  it.  No  chicken  nuggets,  no  pita 
sandwiches,  no  salad  bars,  no  avoca- 
dos with  watercress. 

"It's  hard  enough  to  sell  burgers, 
fries  and  drinks  right,"  says  Snyder. 
"And  when  you  start  adding  things,  it 
gets  worse." 

Snyder's  burger  chain  has  what  the 
best  restaurants  have:  an  aura  of  fan- 
tasy. Visit  an  In-N-Out  today  and  it 
brings  back  memories  of  a  simpler 
time.  The  hamburgers  are  cooked  to 
order.  The  lettuce  is  hand  leafed,  nev- 
er shredded.  Potatoes  are  peeled  and 
cut  at  the  stores  and  cooked  in  vegeta- 
ble oil,  not  animal  fat.  The  shakes  are 
made  with  real  ice  cream.  And  you 
don't  get  your  burger  in  a  Styrofoam 
box,  but  wrapped  in  waxy  paper  and  in 
a  plain  cardboard  box. 

All  this  takes  an  average  of  12  min- 
utes per  order — much  longer  than, 
say,  at  a  McDonald's.  But  In-N-Out's 
fans  don't  mind  this  or  the  limited 
menu.  As  Ray  Staples,  27,  a  Phoenix 
mechanical  contractor  who  takes  his 
wife  and  three  children  to  In-N-Out 
when  they  visit  southern  California, 
puts  it:  "If  I  want  tacos,  I'll  go  to  Taco 


Bell.  I  come  here  for  hamburgers  be- 
cause the  food  is  more  like  home- 
cooked." 

The  antifad  has  become  a  fad.  By 
carefully  preserving  its  early  postwar 
image,  In-N-Out  has  earned  a  cult  fol- 
lowing. At  Geoffrey's,  one  of  Malibu's 
most  expensive  restaurants,  three 
public  relations  executives  were  re- 
cently picking  over  lunches  of  angel- 
hair  pasta  and  Caesar  salads,  and  loud- 
ly pining  for  one  of  In-N-Out's  Dou- 
ble-Double burgers.  One  executive 
was  heard  to  say  that  she  drives  10 
miles  out  of  her  way  just  to  stop  at  the 
In-N-Out  in  Camarillo.  According  to 
Snyder,  In-N-Out's  more  famous  fans 
include  Farrah  Fawcett,  Ryan  O'Neal, 
David  Letterman  and  Bob  Hope,  who 
drives  through  in  his  own  car. 

If  Snyder  isn't  as  famous  as  some  of 
his  customers,  at  least  he's  getting 
rich.  He  has  expanded  the  number  of 
In-N-Out  outlets  from  18  at  the  time 
of  his  father's  death  to  55  today,  mov- 
ing In-N-Out  from  its  home  territory 
in  the  San  Gabriel  Valley,  east  of 
downtown  Los  Angeles,  into  fast- 
growing  Orange,  San  Bernardino  and 
Riverside  counties. 

An  average  store  sells  about  52,000 
hamburgers  a  month.  The  average 
ticket  IS  $2.71.  (An  In-N-Out  burger 


costs  more  than  one  at  McDonald's.  A 
Double-Double,  for  example,  costs 
$2.15,  versus  $1.85  for  a  Big  Mac.) 
This  works  out  to  revenues  of  about 
$90  million  a  year  for  the  chain  as  a 
whole.  Snyder  won't  divulge  the 
chain's  profits. 

Unlike  other  fast-food  chains,  In- 
N-Out  pays  its  workers  well.  The 
manager  of  an  average  outlet  makes 
$63,000  a  year  between  salary  and 
profit  sharing.  And  part-time  workers 
start  at  an  unheard  of  $6  an  hour, 
compared  to  $4.50  to  $4.60  an  hour  at 
McDonald's. 

"We've  always  paid  better,"  says 
Snyder,  "because  we  want  the  best  16- 
and  17-year-olds  out  there."  Counter 
help  is  friendly,  efficient  and  eager  to 
please.  Little  things  tell:  Instead  of 
just  handing  change  back  to  a  custom- 
er, In-N-Out  employees  are  taught  to 
count  it  out  loud.  Another  kind  of 
fantasy,  invoking  as  it  does  memories 
of  a  time  when  schools  taught  kids  to 
make  change. 

Snyder's  biggest  problem  is  the  re- 
lentless rise  of  real  estate  values  in 
southern  California.  In  a  sense  this  is 
a  blessing:  In-N-Out  owns  the  land 
under  53  of  its  55  stores.  But  high  land 
costs  have  kept  the  company  (based  in 
Baldwin  Park)  from  expanding  into 
high-price  locations  like  Santa  Moni- 
ca and  West  Los  Angeles.  Rather  than 
pay  those  prices,  Snyder,  like  his  fa- 
ther, opens  his  new  stores  where  land 
is  cheaper. 

"Why  pay  $2  million  for  a  property 
if  I'm  going  to  sell  the  same  amount  of 
burgers  as  I  would  on  the  property  I 
pay  $500,000  for?"  he  asks. 

Snyder  could,  of  course,  raise  mon- 
ey to  expand  wherever  he  wants. 
Hardly  a  week  goes  by,  he  says,  when 
he  doesn't  get  calls  from  investment 
bankers  wanting  to  take  In-N-Out 
public,  or  franchise  requests.  "In-N- 
Out  is  a  great  vehicle  to  do  something 
like  that,"  agrees  Snyder.  "But  my 
feeling  is  I  would  be  prostituting  what 
my  parents  made  by  doing  that.  There 
is  money  to  be  made  by  doing  those 
things,  but  you  lose  something,  and  I 
don't  want  to  lose  what  I  was  raised 
with  all  my  life."  Snyder  is  looking  at 
sites  in  San  Diego  and  Bakersfield, 
and  thinking  about  moving  into  the 
Las  Vegas  area. 

But  he  confides  he's  considering  a 
new  way  to  add  to  his  wealth.  Hard- 
core fans  now  wear  In-N-Out  T  shirts 
and  baseball  hats.  The  chain  sells 
around  12,000  T  shirts  a  month  (at  $6 
a  shirt).  You  even  see  cars  sporting  In- 
N-Out  bumper  stickers.  To  cash  in  on 
all  this,  Snyder  plans  to  start  a  mail- 
order catalog  this  fall,  offering  shirts, 
jackets,  watches  and  pins.  ■ 
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"WHEN  IT  COMES  TO  TELEPHONE 

TECHNOLOGY  THE  BIG  APPLE  HAS 

NOTHING  ON  BIG  BEAR!' 


CHARLTON  HESTON  FOR  CONTEL 


1 1989  Contel  Corporation 


Main  Street  may  be  a  long  way  from  Wall  Street,  but  it's  never  sounded 
better.  Because  Contel's  going  out  of  its  way  to  bring  the  latest  technology  to 
towns  all  over  America. 

It  might  be  digital  telephone  switches,  or  an  invisible  network  of  fiber 
optic  cable.  But  the  technology  we  develop  for  America's  top  companies  can 
further  the  fortunes  of  smaller  businesses  too.  And  Contel  wouldn't  have  it  any 
other  way 

Our  customers  may  live  in  two  different  worlds,  but  our  service  is 
bringing  them  closer  together. 


We  go  out  of  our  way " 


THE  NEW  BMW  5-SERIES.TIIE  MOST  '^'  ^'  ^ey  wanted  and  the  car  the 


INNOVATIVE  PERFORMANCE  SEDAN  SINCE   < '  >yn«ded  Andoherca 
WEINTRODUCEDTHEFIRCTONt!!"^^";^^^^^^ 

Nearly  three  decades  ago,  BMVv'  created  the  ver>'  first  Now,  to  the  delight  of  the  former  and  the  contin- 

automobilc  that  combined  true  sports  car  performance  ued  frustration  of  the  latter,  BMW  introduces  a  5-Serie 

with  tour-door  practicality  that,  in  the  words  of  AutoWeek  Magazine,  "effectively 

Senous  dnvers  no  longer  f u^d  to  choose  between  recalibrates  the  performance  sedan  benchmark/" 

C  1P89  BMWoi  North  America.  Inc  The  BMW  trademark  and  logo  ate  registered 


V'rR^.WT  ii'". 


The  new  535iyou  see  here  abundantly  fulfills  the 
mise  of  its  athletic  shape.  Its  208-hp  6-cylinder  spnnts 
Ti  0  to  60  in  just  over  7  seconds,  while  its  sleek,  stable 
iy  and  patented  fully-independent  suspension  let  you 
ice  through  comers  with  ease. 

It  is  roomier  inside  and  provides  "almost  perfect 
se  insula  tion  "plus  "ride  comfort  that  sets  a  new  stan- 
d  in  this  class"  (Automobile  Magazine). 


And  its  host  of  inventix-e  safet)'  features  includes 
supenor  anti-lock  brakes  and  unitized  steel  construc- 
tion designed  to  absorb  35%  more  impact  energ\'  than 
U.S.  crash  worthiness  standards  require. 

The  new  5 -Series  is  impressive  on  paper  But  as  a 
test  drive  at  \'our  authorized  BMW^  dealer  will 
prove,  it  is  exhilaratingh'  so  on  pavement. 

THE  UmMATE  DRIVING  MACHINE. 


Tradition  runs  deep  at  Pulitzer  Publishing. 
But  with  Ralph  Ingersoll  breathing  down 
your  neck,  tradition  can  be  a  hindrance. 

Why  Ingersoll 
picked  St.  Louis 


By  John  Heins 


WAXKiNG  INTO  THE  dingy  lob- 
by of  Pulitzer  Publishing 
Co.'s  downtown  St.  Louis 
headquarters  is  like  stepping  into  the 
past.  Here  is  situated  Pulitzer's  111- 
yeai-old  flagship,  the  St.  Louis  Post-Dis- 
patch. The  damp  smell  of  newsprint  is 
heavy,  and  clerks  still  take  want-ad 
orders  from  behind  an  old-fashioned 


marble  counter.  A  bronze  bust  of 
bearded  company  founder  Joseph  Pu- 
litzer stands  alone  against  a  back  wall. 
One  almost  expects  a  fresh-faced 
newsboy  to  race  through  the  lobby, 
bag  over  his  shoulder,  yelling,  "Extra! 
Extra!  Read  all  about  it." 

This  bastion  of  conservative  pub- 
lishing is  about  to  be  assaulted  by  one 
of  the  industry's  brashest  young  chal- 
lengers, Ralph  Ingersoll,  43  (Forbes, 


Ell  Reichman 


Pulitzer  Puhlist.wig's  Midxiel  Pulitzer 
Stirpriaingly  vulnerable. 


Oct.  20,  1986],  who  plans  to  start  a 
new  local  daily  newspaper,  the  St.  Lou- 
is Sun,  in  September. 

Ingersoll  has  chosen  a  vulnerable 
target.  Pulitzer  Publishing  (1988  reve- 
nues, $391  million)  is  hardly  on  a  roll. 
Earnings,  $19.6  million  last  year,  have 
not  budged  since  1985.  In  the  same 
period,  earnings  at  rivals,  including 
Tribvme  Co.,  Washington  Post  Co. 
and  New  York  Times  Co.,  are  up  at 
least  40%.  While  the  market  as  a 
whole  has  recovered  from  the  1987 
crash,  Pulitzer  stock,  at  around  27,  is 
40%  below  its  precrash  high  of  45. 

The  Post-Di^atch  still  provides  near- 
ly 50%  of  Pulitzer's  revenues  and 
25%  of  its  operating  profit.  Growth  at 
Pulitzer's  seven  tv  stations  and  two 
radio  stations  has  stopped  because  of 
weak  ad  sales  and  increased  competi- 
tion from  independent  and  cable  sta- 
tions. Its  Tucson  paper,  the  Arizona 
Daily  Star,  is  in  a  slumping  ad  market. 
A  chain  of  community  newspapers  in 
Chicago  is  losing  money. 

Despite  all  this,  the  company  is 
confident  it  can  beat  Ingersoll  handi- 
ly. "We  have  been  a  part  of  St.  Louis 
for  more  than  110  years,"  says  Mi- 
chael Pulitzer,  59,  the  company's 
chief  executive  and  the  grandson  of 
the  founder.  "Many  competitors  have 
come  and  gone  in  that  long  history." 
Ingersoll  has  his  work  cut  out  for  him. 
No  one  has  started  a  successful  met- 
ropolitan daily  in  the  U.S.  in  50  years, 
and  the  most  recent  second  paper  in 
St.  Louis,  the  Globe-Democrat,  shut 
down  in  1986  for  lack  of  advertising 
support. 

But  the  Post-Dispatch  is  surprisingly 
vulnerable.  Only  about  40%  of  metro- 
politan St.  Louis  households  take  the 
Post  during  the  week,  60%  on  Sunday. 
That  compares  with  averages  for  com- 
parable papers  of  some  60%  penetra- 
tion daily,  70%  on  Sunday.  The  total 
daily  paid  newspaper  circulation  in 
St.  Louis  today  is  125,000  fewer  than 
it  was  five  years  ago. 

That  low  readership  has  made  it 
easier  for  mass-distribution  advertis- 
ing mediums  such  as  television,  di- 
rect mail  and  weekly  suburban  shop- 
pers to  steal  considerable  market 
share  from  the  Post  The  Post  now 
takes  in  roughly  35%  of  all  local  ad 
dollars  in  St.  Louis,  versus  an  average 
of  53%  for  newspapers  nationwide. 

Editorially  speaking,  the  Post  is  a 
quality  product.  It  runs  long,  erudite 
articles,  with  considerable  emphasis 
on  national  and  international  news. 
But  the  editorial  page  is  staunchly 
liberal/left  in  conservative  St.  Louis, 
and  the  Post's  design  is  old-fashioned 
and  uninviting. 

Ingersoll 's  paper,  on  the  other  hand, 
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The  Power  Of  The  Pacific. 


Performance.  Consistency.  Stability. 

Our  principal  com- 
mitment is  to  the 
financial  success  of 
our  customers. 
With  innovative 
products  and  in- 
sightfial  strategies. 
Delivering  superior 
performance  in 
Personal  Financial 
Services,  Employee 
Benefits,  and  Asset 
Management. 

This  successful 
philosophy  ranks 
us  among  the  top 
financial  institu- 
fions  in  America. 
With  $27  billion  of 
assets  under  man- 
agement and  more 
than  $25  billion  of 
life  insurance  in 
force.  Standard  & 


Poor's  AAA  rated. 
A.M.  Best  A -I-  rated. 

Providing  stability 
for  our  customers 
since  1868. 

Performance. 
Consistency. 
Stability.  Demand 
it.  And  get  it  from 
Pacific  Financial 
Companies.  The 
Power  of  the  Pacific. 


Pacific  Mutual 


Pacific  Financial 
Companies 

THE  POWER  OF  THE  PACIFIC 


1  800  544-3600 

700  Newport  Center  Drive,  Newport  Beach  CA  "2660 


V 


Thufbcr  House 

"^  Jefferson  Avenue  'v. 

Columbus,  Ohio 

©Thurbcr  drawings  courtesy 

of  Rosemary  Thurber 


Richard  C.  Bittenbender,  II.  President 
Chase  Bank  of  Ohio 
Headquarters:  Columbus,  Ohio 


Chase  Bank  of  Ohio  Invites  You  To 

Discover  Columbus  and  Thurber 'Country. 


"The  clocks  that  strike  in  my  dreams  are  often  the  clocks  of 
Columbus,"  wrote  James  Thurber  in  1958.  No  wonder.  Columbus 
was  Thurber's  hometown  for  his  first  twenty  years  and  the  city 
figures  prominently  in  a  host  of  his  essays  and  stories. 

"The  fact  that  James  Thurber  grew  up  in  Columbus  is  not  nearly 
so  important  as  is  this  community's  recognition  that  a  city's 
character  takes  shape  from  its  past,"  says  Richard  Bittenbender, 
President  of  Chase  Bank  of  Ohio.  "Preserving  the  heritage  of  one 
of  America's  favorite  humorists  is  strong  testimony  to  Columbus' 
sensitivity  to  the  arts  and  its  commitment  to  the  budding  Thurbers 
of  tomorrow." 

Happily,  the  1873  vintage  house  that  Thurber 
lived  in  from  1913-n  is  lovingly  preserved  todav 
as  tangible  evidence  of  The  Sight  the  Bed  Fell 
and  The  Night  the  Ghost  Got  hi 

"Chase  is  delighted  to  be  part  of  a  corporate' 
community   that   supports   landmarks   like 


DISCOVER 
COLUMBUS 


Thurber  House  and  all  that  goes  with  it:  its  writers-in-residence 
programs,  its  literary  and  historical  tours,  its  educational  opportu- 
nities for  children." 

Yes,  Thurber  grew  up  in  Columbus.  So,  too,  is  Chase  Bank  of 
Ohio  proud  to  be  growing  here,  reaching  Si  billion  in  assets  since 
its  founding  just  four  years  ago.  With  access  locally  to  the  Chase 
global  network  in  over  50  countries,  Columbus  businesses  now 
have  national  and  international  banking  services  readily  available. 
Chase  Manhattan  Corporation  is  making  an 
investment  in  Columbus,  creating  an  excep- 
tional regional  bank.  Discover  ways  that  you 
may  invest  in  a  city  that  is  readying  itself  for  the 
21st  century.  'Write  or  call: 

Central  Ohio  Marketing  Council 

One  Columbus,  10  U  est  Broad  Sireel.  Suile  1.^90 

Columbus,  Ohio  43215 

(614)621-3133 


will  be  a  colorized  tabloid  with  con- 
siderably shorter  articles  than  the 
Post.  The  Sun  is  aimed  at  the  fleeting 
attention  span  of  the  xv  generation. 
Sports,  local  news  and  breezy  features 
will  be  prominent. 

But  Ingersoll's  biggest  edge  may  be 
in  costs.  He  has  built  his  Ingersoll 
Publications  Co.,  with  some  200  pa- 
pers and  $750  million  in  revenues, 
largely  through  acquisitions  financed 
by  high-yield  bonds.  He  has  followed 
the  acquisitions  with  effective  cost- 
cutting.  This  same  rigid  approach  to 
costs  will  stand  him  in  good  stead 
during  his  St.  Louis  invasion.  He  will 
hire  only  a  total  of  220  employees 
(versus  around  1,500  at  the  Post],  and 
share  certain  administrative,  comput- 
er and  advertising  fxmctions  with  his 
already  successful  St.  Louis  chain  of 
44  Suburban  Journal  papers,  which  are 
delivered  free  one  to  three  times  a 
week  to  some  930,000  homes  in  the 
St.  Louis  area. 

The  Post-Dispatcb  operating  mar- 
gins, around  12%,  are  at  least  20% 
lower  than  most  big  competitors,  pri- 
marily because  of  high  operating 
costs.  It  is  proud  of  the  extent  to 
which  a  paper  its  size  dispatches  re- 
porters around  the  world  to  cover  sto- 
ries. Post  reporters  with  only  five 
years'  experience  make  a  minimum  of 
$43,000  a  year — one  of  the  highest 


Jem'  Gordon 


Ralph  Ingersoll 

His  biggest  edge  may  be  costs. 


starting  scales  in  the  nation. 

On  the  production  side,  Post  man- 
ning is  excessive.  One  example:  To 
produce  an  88-page  paper  with  color 
on  all  section  fronts,  the  Post-Dispatch, 
per  its  union  contract,  must  use  16 
production  workers  per  press.  Pulit- 
zer's own  Arizona  paper  can  do  the 


same  job  with  8  to  a  press. 

With  his  low  costs,  Ingersoll  can  be 
expected  to  offer  lower  advertising 
rates  than  the  Post.  To  combat  Inger- 
soll's inevitably  rock-bottom  rates. 
Post  publisher  Nicholas  Penniman 
says  he  is  prepared  to  cut  rates  aggres- 
sively to  retain  customers.  But  with 
already  thin  profit  margins,  this  will 
be  painful. 

The  Post  may  get  some  cost  relief 

when  its  union  labor  contracts  expire 

next  March.  Management  is  already 

talking  tough.  "If  getting  labor  costs 

down  requires  our  taking  a  strike,  we 

will,  and  we  will  publish 

through     it,"     says 

Penniman. 

"The  unions 
have  never  been 
more     united," 
counters  Charles 
Witt,  president  of 
the  joint  council 
for    the     U    Post 
inions.  "Post  man- 
agement   could    be 
making  a  drastic  mis- 
take." 

If  it  hangs  tough,  the  union  could 
turn  out  to  be  one  of  Ralph  Ingersoll's 
strongest  allies.  That  would  end  up 
hurting  the  union  but  it  wouldn't  be 
the  first  time  a  imion  has  been  its  own 
worst  enemy.  ■ 


THE  MONEY  MAKERS: 


The  Economics 
of  Aerodynamic 
Class  Trucks 


...and  Class  Drivers. 

Peterbilts  are  engineered 
to  slip  through  the  wind  like  the 
most  advanced  aircraft  and  are 
unmatched  for  their  efficiency 
in  reducing  fiiel  costs.  Add  to 
this  the  kind  of  class  operators 
who  are  attracted  to  Peterbilt 
trucks,  and  you  have  a  pair  of 
real  money  makers  that  show 
up  where  it  counts  -  on  your 
bottom  line. 

Call  1-800-447-4700  for 
the  Peterbilt  dealer  nearest  vou. 


p^dmMr 


A  DIVISION  OF 


''TjKfiSmOf  CLASS 


FORBES,  JULY  24,  1989 


55 


So  F^  Eweiy  Gei 
Uplb  ABetter  Ho 


The  chance  for  a  better  education, 
a  better  job,  a  better  home.  That's  what  every 
generation  tries  to  pass  on  to  its  children. 

For  over  200  years,  upward  mobility 
has  seemed  to  be  our  birthright. 

But  now  a  generation  of  Americans  may 
have  to  lower  expectations.  Homeownership 
may  be  slipping  out  of  reach. 

Tbday  s  prices  are  taking  their  toll  on 
young,  would-be  home  buyers.  Coming  up  with  a 
down  payment  is  getting  tougher  and  tougher. 

Monthly  payments  aren't  much  easier. 
Tbday's  median-priced  home  absorbs  nearly 
50%  more  family  income  than  it  did  in  1968. 

Does  all  this  mean  our  children  should 
give  up  hope  of  owning  a  home? 

At  Fannie  Mae,  we're  doing  our  best 
to  make  sure  that  doesn't  happen.  We  can't  do 
much  about  home  prices,  but  we  can  help 
families  of  modest  means  buy  homes. 

Over  the  last  year,  some  30%  of  our 
loans  have  been  for  $40,000  or  less,  about 
what  a  family  with  an  annual  income  of  $19,000 
could  afford  to  borrow  to  buy  a  home. 

That  helped  put  300.000  such  families 
into  homes  last  year  alone.  In  our  50  years  in 
business,  we've  helped  millions  of  them. 

Tbday  we're  already  hard  at  work  for 
the  next  generation,  searching  for  solutions  to 
keep  the  hope  of  homeownership  alive.  As  the 
USA's  Housing  Partner,  that's  our  job. 


FannieMae 

The  USA's  Housing  Partner 


] 


[ration  Has  Moved 
iWill  TlK  Next? 


k 


t 


i 


• 


*^  f;T 


.♦;f 


'9 


4i.', 


Hospital  Corp.  of  America  is  getting  a 
mighty  sweet  deal  in  selling  its  psychiatric 
hospitals  to  an  ESOP. 


A  crazy  deal? 


By  Stnart  Flack 


ONCE  UPON  A  TIME  Hospital 
Corp.  of  America  was  a  fast- 
growing  health  care  conglom- 
erate, with  annual  sales  surpassing 
$4.5  billion.  But  in  the  past  few  years, 
HCA  Chairman  Dr.  Thomas  Frist  Jr. 
has  been  dismantling  the  company. 
He  sold  off  several  divisions,  and  then 
in  March  of  this  year  took  the  entire 
company  private  through  a  $4.5  bil- 
lion leveraged  buyout. 

The  new  owners  are  Frist  himself 
and  a  high-profile  equity  group  that 
includes  Goldman,  Sachs,  Mor- 
gan Guaranty,  the  Rockefeller 
family  and  Texas  financier 
Richard  Rainwater. 

The  dismantling  goes  on.  hca 
is  trying  to  sell  its  53  psychiat- 
ric hospitals  and  drug  treatment 
centers.  The  prospective  buyer 
is  an  Employee  Stock  Owner- 
ship Plan  owned  by  employees 
of  the  psychiatric  hospitals. 

The  employees  are  paying 
through  the  nose:  about  $1.4 
billion,  $300  million  more  than 
the  next  highest  bid.  It  comes  to 
10  times  cash  flow  and  a  whop- 
ping $250,000  a  bed.  Further- 
more, the  employees  will  have 
to  put  up  nearly  90%  of  the 
money,  but  they  may  wind  up 
owning  only  around  55%  of  the 
new  company. 

The  way  the  deal  works,  hca, 
the  parent,  will  continue  to 
have  a  considerable  interest  in 
the  separated  psychiatric  com- 
pany, hca  gets  to  keep  $150 
million  in  10%  preferred  m  the 
new  private  entity  for  free.  It 
also  gets  warrants  to  buy  as 
much  as  an  additional  30%  of 
the  new  company.  Managers  of 
the  psychiatric  and  drug  treat- 


ment division  will  probably  get  war- 
rants, too,  as  will  HCA  investment 
bankers.  These  warrants  are  what 
could  enable  hca,  a  few  managers  and 
the  investment  bankers  to  control 
around  45%  of  the  new  company,  per- 
haps at  well  below  market  prices. 
Meanwhile,  the  employees — who 
have  to  come  up  with  $1.2  billion  to 
buy  the  company — get  only  55%. 

Selling  the  unit  on  these  handsome 
terms  is  key  to  Frist's  leveraged 
buyout  of  the  parent.  He  needs  the 
money  to  pay  down  a  $1.3  billion 
bridge  loan  hca  incurred  in  going  pri- 


IjwTentf  Bjrri' 


HCA's  Or  Thomas  Trist  Jr 
Sopping  up  the  gravy  himself. 


vate  earlier  this  year. 

In  this  deal  Frist  and  hca  are  re- 
peating a  pattern  set  in  hca's  spinoff 
of  104  hospitals  in  late  1987.  In  that 
deal,  employees  paid  $2.1  billion  for 
the  hospitals.  There  hca  kept  $460 
million  in  preferred  stock.  Others  in- 
volved in  the  deal  also  cut  off  juicy 
slices,  hca,  Drexel  Bumham  Lambert 
and  some  of  the  friendly  lenders  to 
the  ESOP  got  warrants.  The  friendly 
lenders  included  Fred  Carr's  Execu- 
tive Life  as  well  as  Tom  Spiegel's  Co- 
lumbia Savings. 

It  all  boils  dowTi  to  this:  The  em- 
ployees put  up  the  money  but  the 
financial  types  and  hca  get  much  of 
the  gravy. 

Why  is  the  psychiatric  esop  willing 
to  pay  so  high  a  price — considering 
the  earlier  precedent?  Thanks  to  spe- 
cial tax  breaks  given  esops,  the  em- 
ployees can  borrow  at  rates  well  be- 
low the  prime  and  therefore  they  can 
afford  to  pay  more.  Then,  too,  the 
negotiators  for  the  employees  may 
have  been  a  bit  naive. 

Consider  this:  Four  junior  execu- 
tives from  the  psychiatric  division, 
acting  as  fiduciaries  for  the  esop,  are 
trying  to  negotiate  complex  financial 
issues  such  as  how  to  price  the  deal 
and  the  warrants.  On  the  other  side  of 
the  table  sit  some  of  the  smartest  fi- 
nancial minds  in  the  business. 
But  don't  the  employees  have  coun- 
sel? Sure.  Their  legal  adviser  is 
Arthur  Kroll  of  the  Manhattan 
law  firm  of  Patterson  Belknap 
Webb  &.  Tyler.  In  the  1987 
Health  Trust  deal,  Kroll  was  on 
the  other  side  of  the  table,  repre- 
senting hca  against  the  esop. 
Kroll  says  he  sees  no  conflict. 

Seller  hca  will  probably  have 
Goldman,  Sachs  in  its  comer.  A 
management  group — who  will 
probably  wind  up  with  some 
10%  of  the  psychiatric  divi- 
sion— may  choose  either  First 
Boston  or  Salomon  Brothers. 
The  employees  have  yet  to 
choose  their  representative.  But 
in  the  Health  Trust  deal  the  em- 
ployees chose  Interstate  Securi- 
ties, a  tiny  investment  bank  lit- 
tle known  outside  its  home 
state  of  North  Carolina. 

After  heated  debate.  Congress 
may  curb  the  tax  break  esops 
get  when  they  borrow  to  buy 
company  stock.  The  abuses  are 
mounting.  The  only  regulatory 
Ime  of  defense  for  employees  is 
the  Department  of  Labor,  which 
rarely  objects  to  an  esop  deal.  If 
hca's  latest  proposal  doesn't 
wake  up  the  Labor  Department, 
nothing  will.  ■ 


58 


FORBES,  JULY  24,  1989 


'WW     i^9> 


INTRODUCING  OUR  NEWEST  NECKTIE  COLLECTION 


CHAN 


AT  SELECTED  FINE  STORES  AND  CHANEL  BOUTIQUES:  NEW  YORK,  BEVERLY  HILLS, 
CHICAGO,  DALLAS,  PALM  BEACH,  HONOLULU,  SAN  FRANCISCO. 


Texas  Rangers  managing  general  partner  Edward  W  (Rusty)  Rose  III 

After  20  hard  and  sometimes  unpleasant  years,  a  chance  to  whoop  it  ftp. 


Zigy  KaJuzny 


Rusty  Rose  was  one  of  the  most  successful 
Texas  businessmen  no  one  ever  heard  of 
Then  he  hooked  up  with  the  President's  son. 

Rusty  the 
mortician 


By  J(din  H.  T«ylor 


Tl  HEY  MAKE  AN  Unlikely  pair, 
these  two  middle-aged  men  sit- 
ting behind  the  Texas  Rangers' 
dugout  at  Arlington  Stadium,  near 
Dallas.  George  W.  Bush,  43,  is  the 
affable  eldest  son  of  the  President  of 
the  U.S.  Edward  W.  (Rusty)  Rose  III, 
48,  is  an  intense  and  secretive  Dallas 
businessman.  What  brings  them  to- 
gether? They  are  managing  general 
partners  of  the  Rangers,  a  team  that 
after  a  dozen  mostly  lean  years  is  fi- 
nally contending  for  the  American 
League  West  championship. 

In  April  Bush  and  Rose  headed  a 
partnership  that  bought  controlhng 


interest  in  the  Rangers,  Arlington  Sta- 
dium and  surrounding  real  estate  for 
$80  million.  Among  the  partners  were 
such  impressive  figures  as  investment 
genius  Richard  Rainwater,  former 
Electronic  Data  Systems  President 
Mort  Meyerson,  Bill  DeWitt,  son  of 
the  former  owner  of  the  Cincinnati 
Reds,  and  Dudley  Taft,  president  of 
Taf  t  Broadcasting. 

All  well-known  names  but  one. 
Rusty  Rose  is  probably  the  brightest 
and  most  successful  businessman  no- 
body ever  heard  of. 

Starting  with  less  than  $100,000  in 
1973,  Rose  has  accumulated  a  net 
worth  of  around  $70  million  through 
a  series  of  shrewd  investments  and 


acquisitions.  Rose  has  close  ties  to 
Fort  Worth's  Bass  family,  who  regard 
him  as  one  of  the  finest  stock  pickers 
around.  A  decade  ago,  when  Richard 
Rainwater  was  the  Basses'  financial 
adviser,  he  told  Sid  Bass  that  if  any- 
thing should  ever  happen  to  Rainwa- 
ter, the  Basses  should  replace  him 
with  either  Rose  or  John  H.  Scully, 
now  a  top  adviser  to  Robert  Bass  in 
San  Francisco. 

Despite  Rose's  talent,  his  name  has 
appeared  rarely  in  Dallas  newspapers. 
Sitting  in  his  office  in  One  Dallas 
Centre  in  dowTitown  Dallas,  lean  and 
tan,  tie  off,  feet  resting  against  a  coffee 
table.  Rose  looks  like  an  athlete  who 
is  aging  gracefully.  He  is  a  man  of 
contrasts,  relaxed  one  minute  and 
contentious  the  next.  His  answers  are 
often  terse,  but  when  he  is  talking 
about  a  subject  that  interests  him, 
usually  companies  he  has  studied,  he 
becomes  animated  and  expansive. 

A  Dallas  native.  Rose  had  an  im- 
promising  start  in  business.  After 
earning  a  Harvard  m.b.a.,  he  took  a  job 
in  1967  with  a  small  Dallas  computer- 
leasing  company  called  Data  Automa- 
tion. The  company  was  inflating  earn- 
ings with  phony  accounting.  The 
practice  bothered  Rose  and  he  quit 
after  a  year.  After  a  series  of  jobs  with 
small  investment  firms  in  Dallas,  he 
founded  a  broker-dealer  called  Cardi- 
nal Investment  in  1973  with  $25,000 
and  one  secretary. 

Rose  concentrated  on  small,  o-t-c 
companies,  most  of  them  in  Texas. 
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For  those  who  beliei 

isthegieate 


For  years,  those  who  sought  the  highest 
level  of  luxury  have  turned  to  traditional 
luxury  sedans.  And  accepted  the  modest 
performance  they  offered.  While  those  look- 
ing for  both  luxury  and  great  performance 
have  turned  to  the  sedans  of  Europe.  And 


accepted  the  high  prices  these  automobil 
commanded.  It  is  into  this  rather  wide  gap 
the  Mazda  929  moves  with  effortless  grac 
The  929's  V6  power  and  highly  sophi 
cated  suspension  give  it  the  responsive 
formance  normally  associated  with  far  mc 
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^nsive  luxury  sedans.  Its  spacious  and 
jintly  appointed  interior  pampers  driver 
j  )assengers  alike.  And  the  929's  36-month/ 
i  )0-mile  "bumper-to-bumper"  warranty* 
3  ar  proof  of  the  outstanding  confidence 
ja  has  in  its  long-lasting  quality. 


For  additional  information  about  the 
Mazda  929,  call  this  toll-free  number  today: 
800-424-0202,  ext.  732.  And  discover  the 
unequaled  luxury  of  exceptional  performance. 

The  Mazda  929 
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•Set^jur  Mazda  dealer  for  limit 


Ask  about 

competitive 

yield  with  no 

junk. 

If  you're  like  many  bond  fund  investors 
today,  you're  concerned  about  the 
safety  of  your  money.  That's  why 
Twentieth  Century  Investors  has  five 
no-load  fixed  income  funds  that  invest 
only  in  quality  bonds  -  no  junk. 
For  information  about  Twentieth 
Century  Investors,  including  charges 
and  expenses,  write  or  call  toll-free  for 
an  Information  Kit  and  Prospectus. 

Ask  for  your  free 
Guide  to  Cutting  Risk. 

1-800-345-2021 


z  1989  Twmiwih  Ceniur>  Invrston.  Inc 

P.O.  Box  419200.  Kansas  City.  MO  64141-6200 

Mease  read  the  Prospectus  carefully 

before  investing.  fbs 


Just  Send  Us 
A  Card 


Reader  Service  Cards 
are  available  in  this  issue 
of  Forbes. 

Send  one  in  and  receive 
the  advertiser  information 
you  need—from  annual 
reports  to  product-specific 
sales  brochures. 


Forbes 

Capitalist  lod 


"Rusty  did  all  the  analytical  work 
himself,"  recalls  Rainwater,  one  of 
Rose's  early  clients.  "Every  footnote 
was  read;  every  part  of  the  business 
was  analyzed.  All  I  had  to  do  was 
decide  whether  I  thought  it  made 
sense.  And  almost  everything  he  did 
made  a  lot  of  sense." 

Rose's  forte  was  spotting  overval- 
ued stocks  and  shorting  them.  Short- 
sellers  are  rarely  popular,  and  Rose 
was  no  exception.  He  once  received  a 
death  threat.  "In  those  days,"  he  re- 
calls, "there  were  80  jillion  guys  look- 
ing for  undervalued  situations  but 
only  a  handful  looking  for  overvalued 
situations."  Rose's  propensity  for  fer- 
reting out  companies  engaging  in 
hype  or  dubious  bookkeeping,  then 
driving  down  the  stock  earned  him 
the  nickname  "the  Mortician." 

Rose  didn't  go  short  on  hunches.  He 
did  thorough  homework  and  then 
played  the  game  hard.  In  1985  he  and 
the  Feshbachs,  the  notorious  short- 
sellers  from  Palo  Alto,  Calif,  whom 
Rose  helped  groom,  sent  a  private  de- 
tective to  the  Dominican  Republic  to 
check  out  a  claim  that  Alfacell  Corp., 
a  company  they  were  shorting,  had 
developed  a  cure  for  cancer.  Rose  says 
Alfacell's  claims  turned  out  to  be 
highly  overstated,  and  the  stock  soon 
fell  from  23  a  share  to  around  8. 

Rose's  sheer  competitiveness  is  leg- 
endary. A  decade  ago  he  and  Rainwa- 
ter were  battling  to  spp  who  could 
catch  the  most  fish  during  an  outing 
in  east  Texas.  On  this  trip,  Rose's 
young  son  accidentally  hooked  his  fa- 
ther in  the  side  of  the  head  with  a 
fishing  lure.  Blood  streamed  down  his 
head.  Instead  of  returning  to  shore  for 
treatment,  Rose  continued  to  fish  for 
four  hours.  "As  I  recall  it,"  Rainwater 
says,  "his  exact  words  were,  'Hell, 
Rainwater,  I'm  not  going  to  let  you 
win  this  way.'  " 

As  time  passed.  Rose  grew  weary  of 
the  short  game.  The  battles  were  tak- 
ing a  psychological  toll  on  the  mercu- 
rial man,  who  one  friend  describes  as 
"an  exposed  nerve."  As  the  number  of 
short-sellers  grew,  it  became  harder  to 
find  stock  to  borrow.  The  scraps  be- 
tween the  shorts  and  longs  became 
even  more  vicious. 

With  Rainwater's  encouragement. 
Rose  branched  into  the  dealmaking 
business.  Ironically,  one  of  his  deals 
with  Rainwater  was  among  his  big- 
gest bombs:  They  lost  $500,000  on  a 
small  energy  company  that  went 
bankrupt.  But  Rose  had  a  penchant  for 
finding  companies  off  the  beaten 
track,  among  them  Capital  Marble 
and  Granite  in  Marble  Falls,  Tex.  and 
Standun  Inc.,  a  tiny  manufacturer  of 
truck  bumpers  and  aerospace  tools  in 
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Los  Angeles.  Rose  and  his  fellow  in- 
vestors more  than  doubled  their  mon- 
ey when  he  sold  Capital  Marble  in_, 
October.  He  got  a  600%  return  oi 
Standun  when  it  was  sold  in  1988. 

Rose's  biggest  score  was  Darling- 
Delaware  (FoRBES,yM/v  10],  a  Chicago- 
based  rendering  company  that  he  and 
some  partners,  including  Rainwater 
and  the  Basses'  Investment  L.P., 
bought  in  August  1986.  Renderers 
collect  grease,  fat,  bone  and  other  by- 
products from  restaurants  and  grocery 
stores  for  processing  into  commod- 
ities like  tallow  and  bonemeal  used  in 
pet  food,  cosmetics  and  soaps.  "You 
have  a  service  that  everybody  needs 
and  nobody  wants  to  provide,"  Rose 
says.  "The  fact  is  there  aren't  a  whole 
lot  of  well-run  rendering  companies, 
yet  they  all  make  lots  of  money.  It's 
the  best  business  I've  ever  seen." 

"In  those  days,  there  were 
80  jillion  guys  looking  for 
undervalued  situations 
but  only  a  handful  looking 
for  overvalued  situations." 

After  acquiring  a  number  of  other 
rendering  companies  and  twice  over- 
hauling management,  Rose  and  his 
partners  pocketed  a  $180  million  spe- 
cial dividend  in  January.  Not  a  bad 
return  on  a  $12  million  investment. 

These  days.  Rose  spends  much  of 
his  time  on  Darling-Delaware  and  the 
Rangers.  He  and  Bush  split  the  base- 
ball duties  pretty  much  by  personal- 
ity. Bush  handles  the  media,  the  day- 
to-day  operations  and  public  rela- 
tions— like  getting  his  mother  to 
throw  out  the  first  ball  before  a  game 
in  May.  Gregarious  and  fun-loving. 
Bush  dives  into  these  duties  with 
aplomb.  "George  does  all  the  things 
that  Rusty  would  not  and  cannot  do," 
says  Marshall  Payne,  Rose's  chief 
lieutenant  at  Cardinal  Investment 
and  a  partner  in  the  Rangers. 

Meanwhile,  Rose  tends  to  the  fi- 
nancial details.  Payne  recently  refi- 
nanced the  team's  $25  million  long- 
term  debt.  Now  Rose  is  renegotiating 
the  Rangers'  television  contract.  He  is 
also  studying  options  for  relocating 
the  team  to  a  new  stadium.  Although 
Rose  hopes  to  transform  the  margin- 
ally profitable  Rangers  into  one  of  the 
American  League's  more  prosperous 
teams,  he  admits  he  is  not  in  it  for  the 
money  alone. 

He  whoops  it  up  at  each  home  game 
like  a  Little  Leaguer  on  his  first  trip  to 
a  major  league  park.  For  him,  owning 
the  Rangers  is  a  chance  to  enjoy  the 
fruits  of  20  years'  hard  and  sometimes 
unpleasant  work.  ■ 
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As  tong  as  GE  Capital  has  been 
in  the  business  of  financing  other 
businesses,  we've  been  in  the  idea 
business.  Over  the  years, our 
capital  ideas  have  helped  many 
seagoing  companies  keep  their 
heads  above  water 

Equipment  leasing,  for  example, 
is  a  capital  idea  that's  right  at 
home  at  sea:  Containership 


operators  keep  their  working 
capital  high  and  dry  by  leasing 
ships  by  the  dozen  and  containers 
by  the  thousand  from  GE  Capital. 
Circle  Line  brought  us  aboard 
when  they  wanted  to  expand  their 
business  in  New  York  harbor. 
Thanks  to  GE  Capital,  custom  fi- 
nancing surfaced  and  World  Yacht, 
New  York's  most  elegant  floating 


restaurants,  became  part  of  the 
Circle  Line  fleet. 

And  an  Ontario-based  houseboat 
and  yacht  rental  organization  with 
a  fleet  of  130  boats  on  four  con- 
tinents floated  a  line  of  credit  from 
GE  Capital  to  keep  its  inventory 
financing  shipshape. 

Whether  or  not  your  company's 
business  happens  on  the  water. 


wed  like  the  chance  to  help  im- 
prove your  financial  picture.  Just 
call  us  at  our  toll-free  number: 
1800243-2222. 

To  keep  things  on  course,  we've 
got  capital  ideas  by  the  boatload. 

Not  Just  C^itaL 
Coital  Heas. 


(MalWeas 
are  launched  at 


GECapital 


Despite  frequent  changes  of  ownership  and 
a  huge  debt  burden,  Union  Texas  Petro- 
leum remains  a  well-run  business. 


Minding  the  store 


By  James  Cook 


UNION  Texas  Petroleum  Hold- 
ings exists  only  because  Wall 
Street  is  on  a  leveraged  take- 
over kick.  It  was  once  the  oil  and  gas 
arm  of  the  big  old  Allied  Chemical 
Corp.,  which  got  into  the  oil  and  gas 
business  back  in  the  days  when  Wall 
Street  had  convinced  many  chemical 
companies  that  they  just  had  to  be  in 
oil  and  gas. 

But  after  six  decades  as  a 
chemical  giant,  Allied  disap- 
peared into  the  maw  in  1985 
and  now  exists  as  part  of 
what  is  now  Allied-Signal. 
Soon  thereafter  it  shed 
Union  Texas  Petroleum. 

In  mid- 1985  Allied  worked 
out  a  SI. 7  billion  leveraged 
buyout  that  left  Union  Texas 
independent  but  loaded  with 
$1  billion  in  debt,  preferred 
stock  and  a  then-negative  eq- 
uity. It  was  owned  equally  by 
Allied  and  dealmakcr  Kohl- 
berg  Kravis  Roberts. 

Two  years  ago  Allied  and 
KKR  decided  to  take  Union 
Texas  public  and  cash  in 
some  of  their  chips.  Their 
timing  was  terrible,  because 
investors  had  become  skepti- 
cal of  oil  stocks.  'The  stock 
was  supposed  to  come  out  at 
18  or  19  a  share  in  late  Au- 
gust of  1987,"  says  Chief  Ex- 
ecutive Clark  lohnson. 
"Then  people  began  worry- 
ing about  oi'EC,  overproduc- 
tion and  high  interest  rates. 
First  Boston  lowered  the 
price  to  16,  and  wc  finally 
came  out  at  14." 

At  such  prices  Allied  and 
KKR  decided  not  to  sell  any  of 
their    shares    after    all,    but 


Union  Texas  itself  sold  18  million — 
22%  of  its  equity — for  $252  million 
and  used  the  proceeds  to  cut  back 
debt.  It  could  have  been  worse:  A 
month  later,  on  Oct.  19,  the  whole 
market  collapsed. 

How  fares  the  company  thus  or- 
phaned? Pretty  darn  well  for  a  compa- 
ny that  has  been  traded  back  and  forth 
like  so  many  bags  of  potatoes.  In  the 
Seventies  and  Eighties,  when  the  rest 
of    the    independents    concentrated 


/  UH»i  '/'c'.xcLs  Clark'  Johnson 
Redressing  the  balance  at  home. 


their  efforts  in  the  U.S.,  Union  Texas 
had  built  a  comfortable  niche  for  itself 
overseas.  In  the  British  North  Sea  it 
has  a  20%  interest  in  Occidental  Pe- 
troleum's Piper,  Claymore  and  Scapa 
fields.  In  Indonesia  it  has  a  joint  ven- 
ture with  the  government  oil  compa- 
ny in  the  East  Kalimantan  field,  as 
major  supplier  of  liquefied  natural  gas 
to  Japan  and  now  Taiwan.  And  in  Pa- 
kistan it  has  been  producing  oil  since 
1982,  gas  since  early  this  year. 

Altogether,  Union  Texas'  overseas 
operations  account  for  74%  of  the 
company's  reserves,  contributing  over 
93%  of  the  $152  million  the  company 
netted  last  year  from  oil  and  gas  oper- 
ations. Its  success  overseas  was  no 
mean  achievement,  having  been  won 
almost  solely  by  Union  Texas'  own 
exploration  efforts. 

"We  have  a  good  international  com- 
ponent to  the  business,"  says  Clark 
Johnson,  "and  we  have  been  working 
to  balance  it  with  a  stronger  position 
in  the  U.S.,  primarily  in  the  Gulf  of 
Mexico." 

Judging  from  the  record,  Union 
Texas  is  a  good  bet  to  build  that  do- 
mestic position.  Union  Texas  has  had 
uncommon  success  in  recent  years 
knowing  where  to  look  for  oil  and  gas. 
Last  year  it  replaced  129%  of  its  pro- 
duction worldwide,  174%  in 
the  U.S.  It  now  has  18  pro- 
duction platforms  in  place  in 
the  Gulf,  another  under  con- 
struction. Its  U.S.  gas  pro- 
duction has  gone  from  58 
million  cubic  feet  a  day  in 
1986  to  160  currently  to  a 
probable  200  by  year-end.  So 
far  these  gains  liave  had  little 
impact  on  the  income  ac- 
count, but  they  will. 

Helping  Union  Texas'  bot- 
tom line  right  now  is  a  bit  of 
foresight  on  management's 
part.  Last  summer's  spectac- 
ular explosion  that  knocked 
out  Occidental's  Piper  plat- 
form and  shut  down  the 
neighboring  Claymore  and 
Scapa  fields  cost  Union  Tex- 
as over  50%  of  its  North  Seas 
production.  But  Johnson  had 
had  the  foresight  to  take  out 
36-month  business  interrup- 
tion insurance — not  at  last 
year's  average  $I4.96-a-bar- 
rel  price,  but  at  $18.92  a  bar- 
rel. Union  Texas  lost  more 
than  $110  million  in  North 
Sea  revenues,  but  picked  up 
$50  million  in  business  in- 
terruption insurance — more 
than  it  would  have  netted  if 
its  declining  North  Sea  pro- 
duction had  continued  in  op- 
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Now  United  806  can  literally  see 
irbulence  hidden  in  the  clouds  ahead 
because  somebody  said, 
"Let's  reach  a  little  higher."    . 


Robert  E.  Doll 

Vice  President,  Technical  Services 
United  Airlines 


Roy  E.  Robertson 

Wp^thpr  Rarl^r  Opvplnnrnpnt 


Collins  Air  Transport  Divisior 
Rockwell  International     -* 


Accurate  information  is  essential  in  any  business.  \!(^en  your  business 
is  transporting  hundreds  of  people  thousands  of  miles  in  comfort  and 
safety  it  is  crucial  that  your  we^er  radar  point  out  every  bump  along 
the  way  Now^  thanks  to  the  close  working  relationship  between  the 
Collins  Avionics  people  of  Rockwell  and  the  airline  industry  pilots  can 
easily  distinguish  between  clouds  that  contain  turbulence  and  those  that 
dorit.  Here's  the  story  from  the  people  who  made  it  happen. 


fti 


/ 


Richard  D.  Russell 

Captain 
United  Airlines 


C 


Ed  Mumford 

Product  Management 
Collins  Air  Transport  Division 
Rockwell  International 


Mumford:  Everyone  w^o  flies  wants 
a  smooth  ride.  Obviously,  the  best  way  to 
get  one  is  to  avoid  areas  of  turbulence. 
Our  weather  radar  system  allows  pilots 
to  see  the  turbulence  at  a  glance  and 
detour  around  it  But  thal^  just  the  beginnirg. 

Robertson:  Right  Our  customers 
also  wanted  a  product  that  didn't  wear  out 
and  didn't  break  down. 

Doll:  And  was  affordable. 

Mumford:  Is  that  all? 

Doll:  Actually  in  a  case  like  this 
\\^ere  we're  going  for  a  new  technology 
product  and  follow-up  support  are  much 
more  important  than  price. 

Robertson:  Often  the  toughest  prob- 
lem for  us  is  to  really  understand 
exactly  what  the  flight  crews 
want  The  most  valuable  thing 


we  can  do  is  ride  the  airplanes  firsthand, 
in  the  cockpit  with  the  crew. 

Russell:  We're  always  happy  to 
have  you  along,  because  it  lets  us  feed 
back  information  directly  One  of  your 
people  was  widi  me  on  a  flight  between 
Denver  and  Dulles,  and  wlien  the  radar 
picked  up  turbulence  as  advertised,  he 
looked  like  the  cat  that  ate  the  canary 

Robertson:  Every  aew  we  fly 
with,  we  learn  more  about  the  product 
and  perceptions  of  it 

Russell:  This  is  a  team  effort.  Our 
engineering  department  has  a  reputation 
for  being  tops  and  I  think  they  get  the  best 
out  of  our  friends  at  Collins. 

Doll:  Ifs  a  very  positive  relationship. 
If  we  have  any  kind  of  a  situation  with 
a  Collins  product,  we  e)q)ect  them  to  be 


there  now. . .  posthaste.  This  is  the  busi- 
ness, they  understand  diat 

Russell:  1  was  introduced  to  Collins 
in  1953  and  I  thought,  "This  sets  the 
standard  for  die  industry!'  Here's  my  latest 
airplane,  the  747-400  and  I'm  still  with 
Collins.  It  is  magnificent 

Let's  reach  a  little  higher. 
Collins  Avionics  is  a  proven  technology 
leader  in  aircraft  instrumentation  and 
part  of  Rockwell  International's  worldwide 
team  of  more  dian  100,000  people.  Working 
together  and  with  our  customers  we  apply 
science  and  technology  to  reach  a  litde 
higher  in  aerospace,  electronics,  automo- 
tive, industrial  automation  and  graphic 
systems,  ff  you'd  like  to  know  more,  wnte: 
Rockwell  International,  PO  Box  39185, 
Dept  815R-09,  Los  Angeles,  CA  90039 
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Rockwell 
International 


..where  science  gets  down  to  business 
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LOOKING  FOR  HIGH  CURRENT  YIELDS? 


The 

Spartan™ 

Low-Expense 

Guarantee 

All  money  market  funds  claim  to  offer  high  current  yields,  but 
in  order  to  guarantee  them,  you  must  start  with  low  costs.  That's 
what  sets  Fidelity's  Spartan  Money  Market  Fund— with  its  record 
of  consistently  higher  yields  than  the  average  money  market 
fund'  —apart  from  all  the  others.  And  now,  Spartan's  low-cost 
guarantee  ensures  that  you'll  be  able  to  invest  for  high  current 
yields  over  the  long  term.  Fidelity  is  guaranteeing  to  freeze  hmd 
operating  expenses  at  no  more  than  0.45%  all  the  wav  into  1992." 
Of  course,  you  still  pay  for  the  transactions  you  make.*^  Call  now  for 
today's  high  current  yields. 

Call  for  Today's  High  Current  Yields 

For  more  complete  information  on  Spartan 
.Money  Market  Fund,  including  management  fees 
and  transaction  expenses,  call  us  24  hours  a  day 
for  your  free  prospectus.  Read  it  carefully  before 
\ou  invest  or  send  monev  Minimum  initial  in\est- 
ment  $20,000. 

Visit  a  Fidelity  Investor  Center  or  call  24  hours 

1-800-544-6666 

Sen  ice  for  the  hearing  impaired  TDD/  l-800-54-i-()l  18 


Fideliiy 


Inuesimenis 


® 


2R  CODE:  FORB/SPM/072489 

Fidelity  Disiribuiors  Corporation  (General  Distribution  Agent).  P.O.  Box  660603.  Dallas.  TX  75266-0603. 


'.According  to  Donoghuc's  .Money  Fund  Report.  "This  operating  expense  guarantee  began  on  5/789  and 
ends  S/'/Oi.  Operating  expenses  do  not  include  Bn)kerage  fees  or  commission  ( if  any);  interest  on 
borrowing;  ta.xes,  and  extraordinary  non-ncurring  expenses.  *These  transaction  fees  will  reduce  \our 
yield,  depending  on  the  number  you  make  .Special  Yield  OpportunitN :  The  fund's  ad\i.ser  is  temporarily 
paying  for  all  the  fund's  expen.ses,  w  hich  increa.ses  its  \  ield.  This  expease  hmitation  may  be  terminated 
at  any  time,  at  which  time  expeases  w  ill  go  up  and  the  yield  will  go  down.  Yields  w  ill  rary 
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eration.  This  year  and  next  it  is  get- 
ting another  SI 78  miUion  in  pay- 
ments for  production  lost  through 
mid- 1991.  North  Sea  prices  have  been 
running  around  $18  a  barrel,  so  Union 
Texas  may  not  get  much  of  a  kicker 
this  year,  but  it  is  way  ahead  of  the 
game  compared  with  where  it  would 
have  been  without  the  insurance. 

Then,  too,  as  part  of  its  Allied 
Chemical  inheritance.  Union  Texas 
also  runs  a  substantial  ethylene  busi- 
ness (42%  owned  with  basf  and  Gen- 
eral Electric).  The  ethylene  business 
netted  %ii  million  last  year  on  $463 
million  in  sales  and,  with  prices  up 
sharply  over  this  time  last  year, 
should  do  even  better  this  year. 

It  was  gains  in  refining  margins  that 
helped  most  oil  companies  this  year. 
Union  Texas  is  purely  a  crude  produc- 
er. But  with  all  the  things  it  has  going 

"What  we've  tried  to  do" 
Clark  Johnson  says,  "is  run 
the  business  in  an  old- 
fashioned  way.  Not  throw 
the  80-yard  pass,  but 
concentrate  on  doing  well  in 
the  basics,  like  running  a 
good  exploration  program. 
We're  looking  for 
gradual  growth." 

for  It,  Union  Texas  reported  first- 
quarter  earnings  up  31%,  to  45  cents 
per  share,  and  [ohnson  expects  to  con- 
tinue that  trend  for  the  rest  of  the 
year.  So  prospects  are  for  earnings  as 
high  as  95  cents  a  share  for  the  year. 

The  real  kicker  in  Union  Texas, 
however,  is  its  huge  reserve  of  natural 
gas.  "We  expect  a  healthy  pick  up  in 
natural  gas  prices,"  Clark  Johnson 
says.  "The  current  price  is  low,  in  the 
S 1 .50  -  to  -  S2  -  a  -  thousand  -  cubic  -  feet 
range,  but  in  1991  or  1992  you  might 
see  a  price  in  the  range  of  $2.50  to  $3." 

Add  it  all  up  and  you  get  the  picture 
of  a  management  that  has  functioned 
well  despite  changes  of  control  and  a 
high  degree  of  leverage.  "What  we've 
tried  to  do,"  Clark  Johnson  says,  "is 
maybe  run  the  business  in  an  old- 
fashioned  way.  Not  throw  the  80-yard 
pass,  but  try  to  concentrate  on  doing 
well  in  basics,  like  running  a  good 
exploration  program.  We're  looking 
for  gradual  growth  in  the  company." 

The  owners  can  scarcely  complain. 
"kkr  bought  their  position  four  years 
ago  at  about  $7.50  a  share,"  Clark 
Johnson  says.  "They  have  basically 
doubled  their  investment.  We  would 
hope  to  continue  to  run  a  company 
that's  efficient  and  that  can  offer  in- 
vestors a  gradual  improvement  in 
their  investment."  ■ 
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When  it  comes  to  on-time  delivery, 
they're  overnight  sensations. 


They  move  20  million  pounds  of  freight  daily,  serving 
50,000  communities  in  30  stales  and  two  Canadian 
provinces. These  are  the  CF  companies  specializing  in 
next  day  delivery  for  regional  shippers:  Con-Way 
Western  Express  (CWX)  in  California,  Arizona  and 
Nevada;  Con-Way  Central  Express  (CCX)  in  the  Mid- 
western States;  Con-Way  Eastern  Express  (CEX)  in  the 
Northeastern  States  and  Eastern  Canada;  Con-Way 
Southern  Express  (CSEj  in  the  Southeast. 

Four  regional  carriers,  serving  four  distinct  geographical 
areas.  Each  is  independent,  with  its  own  identity, 
equipment  and  work  force.  But  all  are  part  of  the  CF 
family.  So  you  can  depend  on  their  financial  stability, 
modern  fleet  and  terminal  facilities,  and  advanced  com- 
munications technology.  All  are  dedicated  to  staying 
miles  ahead  in  service  by  placing  the  customer's  needs 
first,  and  delivering  each  shipment  oii-timc,  everytime. 
Because  there's  only  one  sensation  we  want  our 
customers  to  feel.  Satisfaction. 


COnSOLIDRTED 
FREIGHTUJflVS,  IRC. 


The 
Companq 


Miles  aheaD 
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AT&T 

) 

Local  *  intrastate,  interstate,  international  calls 
on  same  line 

PRO'''  WAT  B 

YES 

\ 

No  special  lines  or  installation 

YES 

Discounts  24  hours  a  day 

YES 

Free  call  detail 

YES 

Discounted  rates 

YES 

Credit  card  discounts  on  every  out-of-state 

YES 

direct-dialed  call 

Fastest  call  set  up  time 

YES 

Highest  call  completion  rates 

YES 

Highest  error- free  data  connections 

YES 

Largest  reach  of  international  countries 

YES 

Most  reliable  network 



YES 

©1989  AT&T 

MCI  and  PRISM  PLUS  are  trademarks  of  MCI  Communications  Corporation 

US  SPRINT  IS  a  registered  trademark  of  US  Sprint  Communications  Company  Limited  Partnership. 

'Service  provided  by  local  exchange  carrier 

29.000  customers  returned  from  all  other  common  carriers. 

Data  connection  results  based  on  9.600  bps  modems,  full  duplex,  non-trellis. 

As  compared  to  other  common  carriers,  AT&T  has  the  largest  number  of  volume  discount  customers. 
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US  SPRINT' 
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DIAL  1  WATS 

YES 

YES 

YES 

YES 

YES 

YES 

YES 

YES 

YES 

YES 

NO 

NO 

NO 

NO 

NO 

NO 

NO 

NO 

NO 

NO 

NO 

NO 

More  businesses  use  AT&T P/?0  WATS  than 
any  other  discount  calling  plan. That's 
because  we  simply  have  more  to  offer  In 
fact,  over  29,000  businesses  returned  to 
AT&TP/?0  WATS  in  90  days  alone. 
They  probably  know  better  than  anyone 
why  it  pays  to  be  with  number  1. 

Take  adi^antage  ofourATcrT  PRO  WiTS  sat- 
isfaction-guaratiteed  offer  We'll  pay  the  initial 
fee  and  the  switchover  charge.  If  after  90  days 
you're  not  completely  satisfied  with  our  quality 
and  price,  we  II  pay  to  switch  you  hack  to  your 
old  carrier  You've  got  nothing  to  lose 

PS.  If  your  business  spends  $5,000  a  month 
or  more  on  long  dista?2ce,  you  should  also  call 
us.  And  take  advantage  of  our  special  AT&T 
MEGACOM®  WATS  Promotion  and  Service 
Guarantee.  Which  can  save  you  even  more. 

Time  runs  out  on  August  10, 1989. 
Call  us  now:  1 800  222-0400,  Ext  42 

For  information  about  residence  services  and  pricing  plans,  call  1 800  225-7466,  Ext.  8146 


AT&T 

The  right  choice. 


As  I  See  It 


The  West  is  running  short  of  water  because 
of  wasteful  federal  subsidies.  Politics,  not 
nature,  limits  the  regions  growth,  argues 
water  engineer"  Frank  Welsh. 

"Whiskey's  for 
drinking,  water's 
for  fighting  over" 


By  Marc  Beauchamp 


Were  it  not  for  unseasonably  heavy 
rains  in  the  northern  part  of  the  state 
in  March,  Cahfornians  would  have 
faced  a  third  critically  dry  year.  Spot 


water  shortages  still  persist  in  places 
like  the  Bay  Area's  Silicon  Valley. 

But  even  with  normal  rains,  water 
is  always  very  much  on  the  minds  of 
Cahfornians.  In  a  scant  three  or  four 
years,  Arizona's  $5.2  billion  (includ- 


"Farmers  in  the  West  are  farming  taxpayers,  not  the  land. 


ing  interest)  Central  Arizona  Project 
will  begin  to  divert  water  from  Cali- 
fornia. In  1992  or  1993  this  335-mile- 
long  network  of  pumping  stations  and 
canals,  half  a  century  in  the  making, 
will  begin  taking  its  full  entitlement 
of  water  from  the  Colorado  River, 
pumping  an  average  of  1.5  million 
acre-feet  a  year  up  nearly  3,000  feet 
over  mountains  and  desert  to  the 
Phoenix  and  Tucson  areas.  This  is 
water  that  now  flows  from  the  taps  in 
southern  California. 

Once  this  happens,  city  dwellers 
from  Oakland  to  Anaheim  to  Rancho 
Mirage  will  likely  face  rationing.  At 
the  least  they  will  be  exhorted — or 
forced — to  begin  a  broad  range  of  con- 
servation measures,  from  installing 
water-saving  shower  heads  to  letting 
their  lawns  and  shrubs  die  to  washing 
their  cars  sparingly. 

Not  surprisingly,  the  state  abounds 
in  doomsayers,  predicting  that  lack  of 
water  will  be  the  undoing  of  the  eco- 
nomic boom  in  California  and  the 
Sunbelt.  The  doomsayers  are  all  wet, 
argues  Frank  Welsh,  a  Phoenix  civil 
engineer,  water  conservation  activist, 
author  and  gadfly.  Welsh  says  there's 
enough  water  in  Arizona  (pop.  3.5 
million)  to  support  more  than  20  mil- 
lion people  and  enough  in  California 
to  support  the  entire  U.S.  population. 

If  the  influx  of  population  doesn't 
threaten  water  supphes,  what  does? 
Wasteful  government  programs  and 
subsidies  to  farmers,  says  Welsh.  De- 
spite all  the  hoopla  about  bricks  in 
toilets  and  other  conservation  mea- 
sures, cities  in  the  West  use  only 
about  10%  of  all  developed  water.  Ag- 
riculture, by  contrast,  uses  close  to 
90% — and,  according  to  Welsh,  very 
inefficiently.  The  inefficiency,  Welsh 
argues,  is  the  result  of  failure  to  price 
water  appropriately.  "Water,"  he  says, 
"is  cheaper  than  dirt,"  thanks  to  state 
and  federal  water  projects,  which  are 
heavily  subsidized  by  tax  dollars. 
Farmers  pay  only  a  tiny  fraction  of 
what  urban  residents  pay  for  water — 
as  little  as  S3  per  acre-foot  (325,851 
gallons)  in  California's  Central  Val- 
ley, versus  $500  an  acre-foot  in,  say, 
San  Diego. 

Charge  farmers  the  true  cost  of  the 
water  and  they  would  use  it  more 
efficiently,  and  fears  of  shortage 
would  vanish. 

For  example,  farmers  would  cut 
back  on  growing  thirsty  crops  such  as 
cotton,  wheat  and  alfalfa,  some  of 
which  arc  additionally  subsidized  by 
federal  programs.  Some  would  switch 
to  water-efficicnt  and  commercially 
valuable  "truck  crops"  like  grapes, 
lettuce,  tomatoes  and  citrus.  Why 
don't  they  do  it  now?  For  one  reason. 
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It  wasn't  in  their  job  description.  They  didn't 
have  books  or  manuals  to  show  them  the  way 

But  when  our 
international  team 
was  called  to  the 
Norwegian  North 
Sea  to  elevate  eight 
platforms,  weighing 
40,000  tons,  on 
our  oil  and  gas  pro- 
duction complex, 
no  one  said,"How?" 
Theysaid,"When?" 

Their  light  was 
inspiration. 

An  inspiration 
that  said  a  job  that 
had  never  been  done,  could  be  done.  An  inspiration 
that  gave  rise  to  what  would  become  innovation. 

And  their  light  was  not  put  out  by  three  years  of 
planning.  Extinguished  by  three  million  man-hours 
of  labor  Nor  a  work  schedule  victim  to  the  moods  of  the 
turbulent  water  below 

Their  power  was  vision,  and  their  vision  Hfted 
Ekofisk.  Its  energy  resources  secured  firmly  into  the 
twenty-first  century 

PHILLIPS  PETROLEUM  company; 


7b  achieve  the  pk^orm  elevation,  nwre  than  100  hydraulicjachs, 

operated  by  computer,  were  installed  on  the  pla^orm  legs. 

The  result:  a  perfectly  synchronized  lift  to  a  protected  level  of  6.5  meters. 


For  a  copy  ojour  annual  report,  write  to  Greg  Derrick,  Phillips  Petroleum  Company,  16  A-1  Phillips  Bldg.,  Bartlesville,  OK  74004. 


YOU  CAN  PICK 
MICHIGAN'S 
BEST  OFF  THE  VINE... 

Walk  down  the  produce  aisle  of  your  local  supermarket  and  you're  bound  to  see  lots  of  delicious 
Michigan  products  Walk  down  the  grocery  and  frozen  food  aisles  and  you'll  see  even  more  delicious 
Michigan  products.  Because  companies  like  Kellogg's,  Campbell,  Heinz,  General  Foods  and  Gerber  are 
all  processing  as  well  as  developing  new  foods  right  here  ■  "Michigan's  a  natural  location  for  food 
processing  —  centrally  located  to  service  the  biggest  US  and  Canadian  markets!'  said  David  McDonald, 
President,  Curtice  Burns  Foods,  Inc  Our  location  has  other  benefits,  too  An  abundant  supply  of  fresh 
water  and  a  climate  that  helps  make  Michigan  one  of  the  top  10  states  in  the  production  of  32  major 
crops  —  more  than  enough  to  accommodate  any  new  company  David  W  lohnson.  Chairman 
and  CEO  of  Gerber  Products  Company  put  it  this  way:  "Last  year,  more  than  75  million  pounds  of 
Michigan  produce  helped  Gerber.  maintain  its  leading  market  share"  And  it  only  follows  that 
where  there  are  successful  food  processing  companies,  there's  a  skilled  work  force  and  good  trans- 
portation network,  too  ■  For  more  information  on  how  food  processing  businesses  are  growing  in 


Michigan,  please  call  (517)  373-849'5  or  write  Doug  Ross.  Director.  Michigan  Department  of  Commerce, 
525  Ottawa,  Lansi 
Mich.  48909 


-..-.OR  OFF  THE  SHELF 


they  would  risk  losing  their  water  en- 
titlements under  antiquated  "use  it  or 
lose  it"  water  laws,  says  Welsh. 

"Farmers  in  the  West,"  he  says, 
"are  farming  taxpayers,  not  the  land. 
Farmers  in  the  East  are  being  put  out 
of  business  by  these  boys  in  the 
West." 

Mark  Twain  once  said;  "Whiskey's 
for  drinking,  water's  for  fighting 
over."  Welsh  obviously  loves  a  good 
fight.  For  years  he's  argued  that  the 
Central  Arizona  Project  is  a  pork  bar- 
rel project  and  a  waste  of  tax  dollars. 
He  says  the  Phoenix  area  gets  ade- 
quate runoff  from  the  mountains  to 
the  northeast  via  the  Salt  and  Verde 
rivers.  More,  it  sits  atop  aquifers  (wa- 
ter-bearing geological  formations) 
thousands  of  feet  deep. 

"This  valley  is  a  perfect  water  sys- 
tem," Welsh  explains.  "We  get  water 
from  the  mountains  to  produce  ener- 
gy and  then  for  the  city  to  use.  We 
could  then  give  wastewater  to  farmers 
to  create  a  green  belt  around  the  city. 
On  top  of  that  we  don't  even  know 
the  depth  of  our  groundwater.  We 
know  it  goes  down  at  least  1,200 
feet — enough  for  300  years  at  current 
consumption. 

"Yet  the  farmers  say  they  can't  af- 
ford to  pump  groundwater  up  from 
that  depth,  so  they're  getting  us  tax- 
payers to  pump  water  uphill  nearly 


3,000  feet  from  the  Colorado  River  so 
they  can  grow  cheap,  subsidized,  sur- 
plus crops.  If  you  wrote  a  spoof  of  this 
it  couldn't  be  stranger  than  reality. 
But  that's  politics  for  you." 

The  result,  Welsh  points  out,  is  that 
Arizona  farmers  use  91%  of  the 
state's  water  to  generate  only  2.3%  of 
the  state's  economic  output.  As  agri- 
culture has  slipped  from  17.6%  of  the 

"If  it  were  hnown  that  we 
have  plenty  of  water  for 
municipal  and  indtistrial 
needs,  water  rights  wouldn't 
be  worth  the  paper  they're 
printed  on." 

state's  economy  in  1929,  services  (in- 
cluding tourism),  finance,  real  estate 
and  manufacturing  have  grown  from 
24%  to  51%. 

But  myths  about  Western  water 
supplies  threaten  these  fast-growing 
sectors,  says  Welsh.  "Pretty  soon 
we'll  be  forcing  businesses  and  devel- 
opers out  of  business  because  of  water 
restrictions." 

Welsh  has  fought  successful  cam- 
paigns against  smaller  dam  and  water 
development  projects  in  Arizona, 
such  as  Orme  Dam,  northeast  of 
Phoenix,  and  the  multibillion-dollar 
Rio   Salado   development   along  the 


Salt  River,  which  runs  through  Phoe- 
nix, Tempe  and  Mesa.  In  the  midst  of 
his  battles  he  wrote  a  slim,  provoca- 
tive primer  on  Western  water  devel- 
opment. How  to  Create  a  Water  Crisis 
(1985,  published  by  Johnson  Books  of 
Boulder,  Colo.,  with  a  forward  by  for- 
mer Interior  Secretary  Stewart  Udall). 

Welsh  says  that  as  huge  water  proj- 
ects become  increasingly  discredited, 
free-market  water  pricing  is  "just 
around  the  corner."  The  Los  Angeles- 
based  Metropolitan  Water  District, 
which  wholesales  water  to  27  water 
agencies  in  southern  California,  for 
example,  recently  signed  a  landmark 
agreement  to  get  water  saved  from  the 
Imperial  Valley  Irrigation  District 
through  $115  million  in  capital  im- 
provements that  MWD  will  finance. 
Until  recently  such  large-scale  trans- 
fers from  irrigation  to  urban  uses  have 
been  rare.  In  Arizona  over  the  past  15 
years  the  city  of  Tucson  has  spent 
more  than  $25  million  to  buy  up  near- 
by farmland  for  water  rights. 

Says  Welsh:  "If  it  were  widely 
known  that  we  have  plenty  of  water 
for  municipal  and  industrial  needs, 
water  rights  wouldn't  be  worth  the 
paper  they're  printed  on.  People  tout- 
ing water  rights  as  a  way  to  make  a 
quick  buck  are  playing  on  the  myths 
of  water  in  the  West.  The  facts  aren't 
big  moneymakers,  the  myths  are."  ■ 


Lost  in  the 
investment  jungle? 


Let  Wako  lead  your  way. 

Faced  with  today's  jungle  of  investment 
opportunities  and  risks,  you  need  a  specialist 
to  lead  you  to  your  investment  goals.  Wako 
Securities  offers  you  the  answers.  As  spe- 
cialists in  Japanese  securities  and  active 
participants  in  the  key  American  and 
European  financial  markets,  we  have  both  the 
expertise  and  experience.  Our  investment  advisory 
services,  backed  by  advanced  computer  software  and  the 
proven  analytical  skills  of  the  Wako  Research  Institute  of 
Economics,  will  help  you  define  your  goals  and  then 
custom-design  your  portfolio  to  achieve  them. 
So  name  your  destination  -  we'll  show  you  the  way. 


QWAKO 
SeCURITIES  CO .  LTD 


Head  Office:  6-1,  Koamicho,  Nihonbashi,  Chuo-ku.  Tokyo  103. 

Japan  Tel:  (03)667-8111  Telex:  J24819.  J28484.  J28841,  J23885 

Facsimile  (03)669-8749,  669-2350 

Wako  Securities  (America),  Inc.:  One  World  Trade  Center. 

Suite  8369,  New  York.  NY.  10048,  U.S.A.  Tel:  (212)432-0971 

Telex:  424722  [ITT|,  141453  [WUDJ  Facsimile:  (212)524-0215 

Wako  Securities  California,  Inc.:  242  East  First  Street,  Los 

Angeles,  California  90012,  USA  Tel:  (213)624-7244  Telex: 

673457  [RCA] 

Wako  International  (Europe)  Limited:  4th  Floor,  Park  House, 

16  Finsbury  Circus,  London  EC2M  7DJ,  U.K.  Tel:  (01)374-6055 

Telex:  884020  Facsimile:  (01)374-8611 

Also  in:  Pans.  Bahrain,  Sydney,  Singapore,  Geneva,  Zurich, 

Hong  Kong 
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Some  of  our  best  advertising 
isn't  advertising. 


If  good  press  makes  good  advertising, 
jf^'i^.   Ford  Taurus  has  had  some  of  the  best.  Every 
^  -  ^  year  since  Taurus  was  introduced,  Car 

and  Driver  magazine  has  included  it  on      ' 
their  exclusiye  "Ten  Best  Cars"  list.  They 
have  also  saiH,  "Cars  as  good  as  the  Ford 


HI]  I  ma  II  wu 


We  appreciate  such  rave  reviews,  but 

Buckli-  up-U)seth(;r  vvi;  tan  save  " 


we  also  seek  another  type  of  recognition!  i 
that's  even  more  important.  The  one  that  \ 
^{CQBies  from  the  buying  public.  And  year  \ 
*€ftier  year  the  public,  like  the  press,  keep 
casting  its  votes  for  Taurus.  |  i 

So,  considering  the  glowing  praise      \ 
and  consistent  sales  success,  we've  come 
to  a  simple  conclusion.  One  of  the  best 


A  i 


atrt^^f^jf: 


dvortisements  for  Ford  Tauras  is  Ford 

auriis  itself. 

ransferable  6/60  Pdwertrain  Warranty. 

Covers  you  and  future  owners,  with  no 
ransfer  cost,  on  major  powertrain  compo- 
leats  for  6  years/60,000  miles.  Restrictions 
md  deductible  apply.  Ask  to  see  this 
imited  warranty  at  yom-  Ford  Dealer. 


Quality  is  Job  1.  : -^^ 

Our  goal  is  to  build  the  highest  quality    ^^ 
cars  and  trucks  in  the  world. 


Ford  Taurus  ^ 


Have  you  driven  a  Ford... lately? 


General  retailers  have  invaded  the  video- 
tape business.  The  big  winner:  a  one-time 
pharmaceuticals  distributor  in  Detroit. 

"We  are  a  society 
of  collectors" 


By  Lisa  Gubemick 


AMERICANS  ARE  NOW  Staying  at 
home  to  go  to  the  movies.  In 
\  1988  total  U.S.  movie  box  of- 
fice receipts  were  $4.4  billion.  Video- 
cassette  sales  were  nearly  twice  that 
much:  S8.1  billion.  Given  that  the 
average  movie  house  admission  is  at 
least  40%  more  than  the  typical  cas- 
sette rental,  and  given  that  cassette 
viewing  usually  involves  at  least  two 
people,  It's  a  safe  bet  that  home 
viewing  now  beats  movie  house 
viewing  by  at  least  4-to-l. 

Most  people  rent  the  tapes,  of 
course,  but — for  reasons  that  only 
psychologists  or  perhaps  anthro- 
pologists can  explain — many  peo- 
ple buy  them,  paying  an  average 
$26  for  a  tape  they  could  rent  for 
around  $2.40.  In  trade  jargon  this 
is  the  sell-through  video  market, 
as  opposed  to  the  video  rental 
market. 

Curiously,  "sell  through"  has 
become  the  sizzle  in  the  video 
business.  In  1988  some  S3. 6  bil- 
lion worth  of  tapes  were  sold  di- 
rectly to  the  public,  up  .S0%  from 
1987  and  quadruple  the  rate  of 
growth  in  rentals.  Rcnk 

This  has  been  music  to  Frank     "We 
Hennessey's  ears.  Hennessey,  51, 


partments.  Handleman's  accounts  in- 
clude K  mart  and  Wal-Mart,  which 
accounted  for  about  41%  and  15%, 
respectively,  of  Handleman's  busi- 
ness in  Its  latest  fiscal  year. 

Handleman  controls  roughly  15% 
of  the  tape  distribution  market,  with 
next  largest  Newbury  Park,  Calif. - 
based  Live  Entertainment  handling 
about  half  that  much.  Recorded  mu- 
sic makes  up  58%  of  Handleman's 
revenues  ($646.7  million  in  the  latest 


lahhcrs  I loiiicsscy  i Icfll  dihl  I Uiiulk'iiiciii 
tell  them  what's  hot  and  what's  not.' 


is  chief  executive  of  the  Handleman 
Co.,  a  low-key  Detroit  outfit  special- 
izing in  rack-iobbing.  This  is  the  busi- 
ness of  delivering  products,  primarily 
videotapes  and  recorded  music,  di- 
rectly to  mass  market  merchants'  dis- 
play racks  (specialty  video  and  music 
stores  generally  do  their  own  purchas- 
ing). The  rack-iobbcr  is  the  middle- 
man between  the  retailer  and  the 
movie  and  record  producers. 

The  rack-jobber's  retailing  custom- 
ers rely  on  the  jobber  to  select,  stock 
and  market  their  music  and  video  de- 


fiscal  year),  but  it  is  the  videocassettes 
that  are  showing  nearly  all  the 
growth,  up  45%  from  last  year,  to 
$212  million.  Thanks  to  that  boost, 
Handleman  shares  now  trade  at  a  re- 
cent 30  ( 16  times  last  year's  earnings), 
up  50%  from  the  annual  low. 

Handleman  started  in  business  dis- 
tributing pharmaceuticals  in  the  early 
1930s.  It  was  founded  by  Philip  Hand- 
leman and  built  into  a  major  company 
by  his  four  sons.  The  move  into  music 
came  two  decades  later,  when  son  loe 
Handleman,  then  president,  went  to 


buy  a  friend  a  record  and  was  under- 
whelmed with  the  record  store's  dis- 
tribution and  display.  Joe  Handleman 
is  retired  now  and  brother  David 
Handleman,  73,  is  chairman.  The 
family  still  controls  1 1  %  of  the  com- 
pany's shares. 

But  why  does  someone  as  big  as  K 
mart  need  a  middleman?  Why  doesn't 
the  giant  retailer  do  videocassettes  on 
its  own?  Complexity,  for  one  thing.  A 
typical  mass  merchant  has  60,000  to 
80,000  stock-keeping  units.  Adding  a 
music  and  video  department  in- 
creases this  by  another  25,000  to 
30,000.  Handleman's  800-man  sales 
force  manages  that  inventory.  "We 
tell  them  what's  hot  and  what's  not," 
says  Hennessey.  And  hot  is  impor- 
tant. Unlike  the  drugstore  business, 
in  which  a  tube  of  Crest  toothpaste 
sold  last  month  will  likely  sell  just  as 
well  six  months  down  the  road,  an 
overstocked  H.T.  videocassette  or  Ma- 
donna album  will  likely  languish. 
"We  would  have  to  add  enormous 
staff  to  our  buying  department  in  or- 
der to  monitor  and  police  all  those 
different  titles,"  says  Craig  Ortale, 
merchandise  manager  for  K  mart. 

Handleman  added  to  its  rack-job- 
bing capability  in  records  with  the 
purchase  of  a  book  distribution  com- 
pany in  1975,  and  added  a  com- 
puter software  division  in  the  ear- 
ly 1980s.  Neither  of  those  lines 
provided  the  spurt  the  company 
was  looking  for.  Then,  in  the 
mid-1980s,  came  videocassettes. 
Handleman  decided  that,  priced 
right,  videocassettes  could  be 
sold  as  well  as  rented. 

Now  Handleman  has  taken  the 
next  logical  step:  owning  some  of 
the  product  he  puts  on  those  store 
shelves.  In  January  Handleman 
made  a  $10  million  deal  for  Video 
Treasures,  an  outfit  that  owns  li- 
censes and  sub-licenses  to  dupli- 
cate and  sell  over  400  films,  rang- 
ing from  Bill  Cosby's  ial  Albert's 
licister  to  George  Romero's  A'/X'/vo/" 
tlx'  /.iriiii>  Ik'cul. 
Though  the  competition  may 
—  be  heating  up,  Handleman's  fu- 
ture looks  rosy.  Later  this  year  Disney 
will  be  releasing  Ikntihi  and  Who 
liciniccl  Roiicr  Rcihhit  straight  into  the 
sell-through  market.  Even  better,  this 
year's  summer  sizzlers,  G/M)Sthnstcrs  I/, 
lii(li(i)ut  JoiiL's  iUhl  the  /^ist  Crusciik'  and 
Jkitiiiaii  will  mean  big  business  for  the 
cassette  business  in  1990. 

Will  people  go  on  buying  cassettes, 
even  though  they  may  watch  them 
only  once  and  squirrel  them  away? 
"Lots  of  people  only  read  a  book 
once,"  says  Hennessey,  "We  are  a  so- 
ciety of  collectors."  ■ 


80 


FORBES,  JULY  24,  198^^ 


WHAT  EXACTLY 

CAN  THE 
JA/ORLD'S  MOST 
POWERFUL 

AND 
EXPANDABLE 


INTRODUCING 

THE  COMPAQ 

DESKPRO  386/33 


^ow  it's  possible  to  do  just  about  anything  you  can 
hink  of,  faster  than  you  can  think. 

Introducing  the  COMPAQ  DESKPRO  386/33 
Personal  Computer.  Never  before  has  so  much 
)erformance,  expand- 
ibihty  and  storage 
3een  put  into  one 
iesktop  PC.  And 
lever  before  has  one 
PC  been  capable  of 
50  much. 

Inside  its  new 
system  unit,  you'll 
find  that  our  engineers 

'have  redesigned  just  about  every  component  to 
deliver  a  minicomputer  level  of  power  with 
unmatched  PC  flexibility. 

So  you  can  use  it  as  a  stand-alone 
PC,  putting  its  power  to 
work  on  the  most 
demanding  CAD/CAE, 
financial  analysis, 
^'database 
management 
and  other 
personal 
productivity 
applications. 

Or  you 
can  spread 
the  power  around,  using  the  COMPAQ 
DESKPRO  386/33  as  the  driving  force 
for  a  network  or  multiuser  system. 
At  the  heart  of  the  system  is  the 
Intel  386^'^  microprocessor.  Running  at 
a  blazing  33  MHz,  it  works  in  concert 
with  a  series -of  technological  advance- 
ments. Like  a  33-MHz  cache  memory 
controller  with  64K  of  high-speed 
static  RAM.  Interleaved  memory  archi- 
tecture. And  the  exclusive  COMPAQ 
Flexible  Advanced  Systems  Architecture. 

This  high-performance  combination  ^^^^^^^^^i^^ 

delivers  a  35%  performance  improvement  in  It  simply  works  better! 


A  total  of 

eight  expansion  slots 
let  you  customize  the  system 
to  your  needs  by  expanding 
memory  and  choosing  from 
thousands  of  industry- 
standard  expansion  boards. 


High-speed  VGA  graphics 
are  built  in.  And  for  greater 
graphics  capabilities,  add  the 
optional  COMPAQ  Advanced 
Graphics  1024  Board. 


CPU-intensive  applications  over  25-MHz  386 

cache-based  PC's. 

Or  said  another  way  nothing  will  slow  you 

down.  No  matter  what  you  want  to  do. 

You  can  expand 
the  2  MB  of  standard 
RAM  up  to  16  MB 
using  the  high-speed 
32-bit  slot.  That  leaves 
up  to  six  industry- 
standard  slots  free 
to  customize  the 
system  to  the 
demands  of 

the  application  you're  using. 
If  your  job  is  particularly 

demanding,  you  can  use  up  to 

five  high-performance  inter- 
nal storage  devices  to  hold  up 

to  1.3  gigabytes  of  data.  And 

if  that's  not  enough,  bring 

total  system  Built-in 

StOraee  to  2  6  interfaces 

o  •       make  it  easy  to  connect  pointing 

gigabytes  with         devices,  printers,  plotters  or 
°°      ■^  _  other  peripherals  without  using 

the  optional  an  expansion  slot. 

COMPAQ  Fixed  Disk  Expansion  Unit. 

There's  more.  You  can  run  MS-DOS®, 
MS"  OS/2,  Microsoft"  Windows/386 
and  the  XENIX"  and  UNIX"  operating 
systems.  Access  memory  over  640K 
under  DOS  with  the  COMPAQ 
Expanded  Memory  Manager  that  sup- 
ports Lotus/Inter/Microsoft  (LIM)  4.0. 
And  speed  through  calculations  with 
33-MHz  Intel  387^^  and  Weitek  3167 
coprocessor  options. 

All  the  new  advancements  engi- 
neered into  the  COMPAQ  DESKPRO 
386/33  deliver  an  unmatched  level  of 
power,  expandability  and  storage. 

To  do  anything  you  want. 

comivui 
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IN  386  PERSONAL  COMPUTING, 

YOU'RE  LOOKING  AT 

THE  MOST  WANTED  LIST 


In  1986,  Compaq  introduced  the  world  to  personal 
computers  based  on  the  386  microprocessor. 

Since  then,  we've  made  it  possible  for  every 
level  of  user  to  work  with  this  powerful  technol- 
ogy. In  fact,  more  people  work  with  COMPAQ 
386-based  PC's  than  any  other  386's  worldwide. 

Today  Compaq  offers  the  broadest  line  of 
these  high-performance  personal  computers. 
Each  delivers  significant  technological  advance- 
ments developed  by  Compaq  engineers.  Each 
delivers  optimum  performance  for  the  needs  of 
different  users.  And  each  is  built  to  the  highest 
standards  for  compatibility  and  reliability 

For  power-hungry  users  who  want  386 
performance  to  go,  the  COMPAQ  PORTABLE  386 
Personal  Computer  does  things  normally  reserved 
for  a  desktop  386  PC.  Without  compromise. 

For  people  considering  286  desktops,  the 
COMPAQ  DESKPRO  386s  Personal  Computer  is 
an  affordable  way  to  move  up  to  386  performance. 
And  if  you  have  a  286  that  you've  outgrown,  the 
COMPAQ  DESKPRO  386/20e  Personal  Computer 


is  an  easy  step  up  to  the  power  and  capabilities  of  a 
20-MHz  386  machine. 

For  the  increasing  needs  of  today's  386  users, 
the  COMPAQ  DESKPRO  386/25  Personal  Com- 
puter offers  advanced  performance.  And  for  those 
who  desire  the  most  power  and  expandability 
available  in  a  desktop  PC,  the  COMPAQ 
DESKPRO  386/33  stands  alone. 

For  a  free  brochure  on  COMPAQ  386-based 
personal  computers  and  the  location  of  your 
nearest  Authorized  COMPAQ  Computer  Dealer, 
call  1-800-231-0900,  Operator  93.  In  Canada, 
1-800-263-5868,  Operator  93. 

COMPAQ:  COMPAQ  DESKPRO  386s;  COMPAQ  PORTABLE  386', 
It  simply  works  better,"  Registered  U.S.  Patent  and  TVademark  Office. 
Intel!  Intel  386  and  Intel  387  are  trademarks  of  Intel  Corporation. 
Microsoft;  MS;  XENIX'  and  MS-DOS'  are  trademarks  of^Microsoft 
Corporation.  MS'  Windows/386  and  MS'  OS/2  are  products  of 
Microsoft  Corporation.  UNIX'  is  a  registered  trademark  of  AT&T' 
'Registered  U.S.  Patent  and  Trademark  Office.  Product  names 
mentioned  herein  may  be  trademarks  and/or  registered  trademarks 
of  other  companies.  COMPAQ  DESKPRO  386/25  graphics  ©1988 
Accent  Software,  Inc.  ©1989  Compaq  Computer  Corporation.  All 
rights  reserved.  Printed  in  the  U.S.A. 
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It  simply  works  better! 


Boeing,  short  of  engineers  and  already 
going  flat  out  with  new  orders,  doesnt 
really  want  another  new  plane.  But  it  may 
go  for  one  anyhow. 

Airport  cramp 


By  Howard  Banks 


THE  LAST  THING  BoCing  Co. 
needs  right  now  is  a  brand-new 
airliner  program.  The  Seattle- 
based  giant  can  barely  cope  with  its 
present  success.  Its  order  book  grows 
with  every  telephone  call.  And,  de- 
spite being  short  of  engineers  and 
workers  (it  has  600  on  loan  from 
Lockheed),  it  is  raising  pro- 
duction from  27  to  34  planes 
a  month  by  mid-1990. 

In  the  computers  right 
now,  however,  is  another 
Boeing,  variously  referred  to 
as  7X7  or  767X.  Even  though 
It  has  all  the  work  it  can  han- 
dle, Boeing  may  feel  com- 
pelled to  go  ahead  with  the 
new  program. 

Money  is  not  the  problem. 
Boeing  has  $5  billion  in  the 
bank  and,  for  all  its  produc- 
tion troubles,  will  probably 
make  $6.35  a  share  this  year 
(agamst  $4.02  in  1988). 

Boeing's  problem  with  the 
7X7,  however,  is  that  it  had 
figured  that  its  existing  fam- 
ily of  planes  would  satisfy 
the  entire  passenger  aircraft 
market,     leaving    no    gaps. 

But  Boeing's  airline  cus- 
tomers need  a  more  efficient 
twin-engined  jet  to  replace  the  500  or 
so  aging  three-engined  DC- 10s  and 
1011  Tristars  in  service  around  the 
world.  These  planes  carry  up  to  300 
passengers  on  5,000-mile  routes. 

Boeing  had  expected  its  existing  767 
passenger  jet  would  fill  this  niche. 
Tums  out  that  the  767  is  too  narrow. 
Built  to  carry  just  seven  seats  abreast 
as  opposed  to  the  wider  Airbus,  the  767 
simply  cannot  be  stretched  sufficient- 
ly to  hold  300  passengers.  Archrival 
Airbus  Industrie,  the  heavily  subsi- 


dized European  consortium,  is  about 
to  produce  the  Airbus  A330,  a  medium 
range  (5,000-mile)  plane  that  can  fit 
into  the  DC- 10  and  Tristar  market. 

If,  to  meet  this  challenge,  Boeing 
proceeds  with  the  7X7,  it  will  have  to 
make  some  difficult  choices.  Despite 
using  the  latest  aerodynamics,  it 
seems  certain  that  the  7X7  will  be  5% 
or  6%  less  fuel  efficient  than  is  tech- 


nically feasible  and,  more  important, 
than  the  rival  Airbus.  Why  so?  Be- 
cause it  will  carry  a  170-foot  wing 
span  rather  than  the  195-foot  span  of 
the  Airbus.  Boeing  thinks  most  air- 
lines will  sacrifice  some  fuel  efficien- 
cy to  get  a  more  compact  plane. 

To  get  a  fuselage  5  inches  to  10 
inches  wider  than  a  DC-lO's,  the  most 
efficient  7X7  Boeing  could  now  design 
would  require  a  wingspan  as  wide  as  a 
747  Jumbo.  Such  a  plane  couldn't  use 
smaller,    170-foot-wide  airport  gates 


now  serving  the  DC- 10  and  Tristar. 
It's  a  matter  of  trade-offs.  On  the  one 
hand,  it's  inefficient  to  use  a  Jumbo 
jet  gate  to  board  a  smaller  plane.  On 
the  other  hand,  it's  expensive  to  mod- 
ify existing  gates. 

So  Boeing  has  opted  to  sacrifice  a 
certain  amount  of  fuel-burn  efficiency 
to  achieve  the  narrower  wingspan.  Air- 
bus, by  contrast,  has  decided  to  sacri- 
fice compactness  for  fuel  efficiency. 

The  cramped  gate  problem  is  most 
acute,  of  course,  at  such  airports  as 
Atlanta,  Chicago,  San  Francisco  and 
Heathrow  and  at  other  tight  spots 
like  New  York's  La  Guardia  and  Los 
Angeles. 

Airbus'  response  to  the  tight  gate 
problem  has  been  to  ignore  it.  The 
A330  has  a  195 -foot  wingspan,  the 
same  as  earlier  Boeing  747  Jumbos. 
Airbus,  m  effect,  is  compelled  to  gam- 
ble that  the  airlines  will  be  willing  to 
juggle  gates  in  order  to  get  that  5%  to 
6%  efficiency  edge.  So  far  it  has  taken 
orders  for  150  of  the  new  planes,  from 
TWA  and  Northwest  among  others. 

Boeing's  designers  face  another 
problem.  The  7X7  design  calls  for  en- 
gines with  5,000  pounds  more  thrust 
than  its  Airbus  rival.  Two  of  the  en- 
gine makers,  Pratt  &  Whit- 
ney and  Rolls-Royce,  can 
probably  stretch  existing  en- 
gine designs,  but  General 
Electric  admits  it  cannot,  ge 
is  already  talking  of  acceler- 
ating development  of  its  so- 
called  superfan  engine 
(Forbes,  May  29).  The  devel- 
opment cost  of  these  en- 
gines, up  to  $2  billion  for  the 
ge  superfan,  added  to  the 
probable  $3  billion  develop- 
ment cost  of  the  airframe, 
will  inevitably  push  up  the 
7X7's  selling  price. 

Adding  to  the  problem, 
Boeing  has  no  spare  capacity 
in  its  Seattle  area  plants,  so 
the  new  plane,  if  it  goes 
ahead  later  this  year,  will 
likely  be  built  in  its  military 
plant  at  Wichita.  Adapting 
that  facility  will  also  require 
""'"^''^"      a  sizable  investment. 

Given  the  probable  cost  and  the  in- 
conveniences, why  doesn't  Boeing 
concede  this  relatively  narrow  market 
to  Airbus?  Because  it  is  proud  of  its 
ability  to  be  a  one-stop  supplier  of  all 
sizes  of  jets,  from  100-seat  737s  to 
500-seat  Jumbos.  Allow  Airbus  one 
market  free  and  clear  and  there's  no 
knowing  what  else  it  might  grab — or 
so  some  people  at  Boeing  worry.  It's 
called  being  highly  competitive.  It's 
the  spirit  that  got  Boeing  where  it  is 
and  that  keeps  it  there.  ■ 
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Parker: 

Growing  in  filtration^  a  vita 


The  need  for  effective  filtration  keeps  growing 
worldwide.  Wherever  air,  gases,  and  liquids  are 
used,  from  the  sterile  operating  rooms  of  the 
hospitals  to  the  gritty  job  sites  of  off-road 
construction  equipment,  filtration  is  essential  to 
the  functioning  of  man  and  machine. 

Our  motion-control  technologies  and  experience 
strengthen  and  position  our  filter  capabilities  to 
successfully  compete  in  growing,  global  filtration 
markets.       f)  Some  examples  of  Parker  filters 
at  work: 


highway  equipment  and  marine  engines.  Our  air    U 
dryers  provide  clean,  dry  air  for  truck  braking      ■ '^ 
systems  for  safer,  more  dependable  braking. 
Similarly,  hydraulic  fan  drives  and  power  steering 
systems  are  protected  from  contaminants  by 
Parker  filter  products. 


IP 


Assuring  blemish- 
free  finishes 

Parker  provides  filters  for  a  variety  of  paint 
spray  equipment  which  assure  high-quality 
finishes  on  automobiles  and  appliances.  Parker 
also  provides  filtration  products  for  testing 
automotive  emissions;  computer-based  monitorin 
systems  for  industrial,  military,  and  security 
applications;  and  cryogenic  and  high-vacuum 
hardware  to  meet  a  wide  variety  of  specialized  dr  W. 
air  requirements.  And  while  they're  protecting 
product  quality,  Parker  filters  are  also 
safeguarding  the  personnel  working  in 
industrial  areas. 
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Clean,  clear, 
water  and 


Keeping  truck 
systems  clean 

Parker's  patented  diesel  fuel-filter/waler-separators 
are  among  the  best  designed  for  truck  engines,  oft- 


Municipalities  in  several 
states  use  Parker 
filtration  products  as 
prefilters  to  the  reverse- 
osmosis  filters  used  in 
water  purification  systems. 
And,  as  the  world's  largest 
manufacturer  of  wound  filter 
elements,  major  processors  use  our 
filters  to  produce  juices,  wine,  beer  and 
other  beverages. 


I 


gment  of  global  industry 


barker  filters 
iandle  tough 
operating 
environments 

Parker  filters  meet  the  need  to  control  contami- 
ants  in  the  most  difficult  environments  world- 
ide,  including  applications  in 
srospace,  marine,  medical, 
utomotive  and 
idustrial 
riarkets. 


Parlier:  positively 
positioned  for 
continued  growth 

Filtration  is  a  logical  and  promising  extension  of 
)ur  fluid  systems  and  motion-control  technologies. 
>Vith  a  total  filtration  market  of  $2  billion,  we've 
barely  scratched  the  surface. 


We  are  currently  conducting  vigorous  internal- 
expansion  and  acquisition  programs  to  broaden 
our  existing  filtration  product  lines,  which  now 
include:  hydraulic  and  lube  oil  filters;  coalescing 
and  oil-removal  filters  and  elements  for  pneumatic 
systems;  filters,  regulators  and  lubricators  for 
pneumatic  systems;  au-  dryers;  diesel-fuel 

filtration/water  separators; 

commercial,  process  and 

residential  cartridge  filtration; 
and  filters  for  off-road  vehicles, 

automotive  and  industrial 
'/    engines. 

.  World-class 
financial 
performance 

,  As  a  $2.25  billion  worldwide  enterprise, 
Parker  is  the  largest  company  in  the 
motion-control  industry,  with  great 
growth  potential. 

Parker  has  over  400  product  lines  for 
hydraulic,  pneumatic  and  electromechanical 
applications  in  1,200  market  segments.  In  motion 
control,  no  single  competitor  presents  a  product 
line  as  broad  as  Parker's.  Our  shareholders  have 
benefitted  from  this  diversity  with  33  consecutive 
years  of  dividend  increases  and  156  consecutive 
quarterly  dividends. 


For  more  information  write: 
Parker  Hannifin  Corporation  (PH-NYSE) 
Dept.FB-12,17325  Euclid  Avenue 
Cleveland,  Ohio  44 1 1 2- 1 290 


amotion  and  control 


Parker 


The  word  ''guaranteed'  is  a  popular  one 
in  the  marketing  of  financial  products.  Do 
not  be  confused  by  it.  Many  a  guarantee  is 
worthless — or  beside  the  point. 

What's  a 
guarantee  worth? 


By  Matthew  Schif rin 


IN  EARLY  1988,  Blinder,  Robinson, 
the  Denver-based  penny-stock 
firm,  sold  investors  an  estimated 
$80  million  (face  amount)  of  interest- 
only  Federal  National  Mortgage  Asso- 
ciation mortgage-backed  securities 
bought  on  margin.  Quite  a  mouthful. 
But  for  Blinder  brokers,  who  received 
a  lavish  17%  sales  commission  on  the 
orders,  it  was  an  easy  sell.  The  issuer 
of  these  securities,  popularly  known 
as  Fannie  Mae,  is  a  high-quality  cred- 
it, and  the  sales  literature  talked  of  an 
"implied"  government  obligation  be- 


hind the  securities.  The  deal  seemed 
to  offer  an  unbeatable  combination: 
solid  backing  and  a  high  return,  40% 
to  60%  over  three  years. 

What  brokers  failed  to  explain  was 
the  tremendous  interest  rate  risk 
these  securities  carried.  The  risk  of 
changes  in  interest  rates  is  not  cov- 
ered by  the  government  guarantee. 

"Wc  would  have  to  see  a  prime  rate 
of  4'/j%  to  adversely  affect  the  perfor- 
mance of  this  trust,"  said  Blinder  doc- 
uments sent  to  investors.  Not  so. 
When  interest  rates  spiked  up  1  Vi°/o 
last  year,  the  strips  tumbled  in  value. 
Margin  calls  went  out  to  Blinder  in- 


vestors. Among  them  was  Mary 
Welch  of  Lakeland,  Fla.,  who  followed 
advice  from  her  nephew,  then  a  Blind- 
er broker.  "He  said,  'Aunt  Mary,  these 
are  government-backed — as  good  as 
the  government,'  "  she  recalls.  She 
lost  all  but  $12,000  of  her  $63,000 
savings. 

There's  a  lesson  here,  and  it's  not 
just  to  avoid  Blinder,  Robinson 
(Forbes  has  warned  readers  about  this 
particular  bucket  shop  several  times). 
The  point  is  that  a  financial  guarantee 
may  be  much  less  than  it  seems. 

Three  hazards  can  lurk  behind  a 
financial  guarantee: 

•  The  thing  guaranteed  may  not  be 
the  thing  at  risk.  Consider:  There  are 
ten  bond  funds  that  use  the  word 
"guaranteed"  in  their  names,  all  cre- 
ated within  the  past  six  years.  All  ten 
did  worse  over  the  12  months  to  Mar. 
31  than  the  Merrill  Lynch  corporate/ 
government  bond  index.  The  John 
Hancock  U.S.  Government  Guaran- 
teed Mortgage  fund  lost  7.8%  of  in- 
vestors' money  over  the  period,  divi- 
dends included.  What  went  wrong? 
The  guarantee  has  to  do  with  the 
mortgages  underlying  the  fund.  It 
doesn't  cover  the  one  big  risk  in  bond 
funds — interest  rate  fluctuations. 

"Insured"  municipal  bond  funds  are 
quite  popular,  accounting  for  $7.4  bil- 
lion of  assets.  But  the  insurance  prob- 
ably isn't  worth  the  Va%  it  shaves  off 
your  yield.  Why?  Bond  funds  are  di- 
versified, so  any  single  default  will 
have  minimal  effect  on  the  fund's  val- 
ue. The  credit  danger  in  a  muni  fund, 
rather,  is  from  the  unlikely  event  of 
an  economic  catastrophe  like  the 
Great  Depression,  in  which  a  huge 
number  of  issuers  default  at  the  same 
time.  But  if  that  happens,  the  muni 
bond  insurers  stand  a  good  chance  of 
going  bust  themselves. 

Like  other  bond  funds,  muni  funds 
are  sensitive  to  interest  rate  moves. 
That  risk  isn't  covered  by  insurance. 

•  A  guarantee  is  only  as  good  as  the 
guarantor.  There  is  well  over  $100 
billion  in  "guaranteed  insurance  con- 
tracts" outstanding  from  insurance 
companies.  But  they  are  only  as  good 
as  the  insurance  company's  assets. 
Some  insurer  portfolios  arc  solid;  oth- 
ers are  stuffed  with  junk  bonds. 

There  are  guarantees  and  guaran- 
tees. Sixteen  small  California  thrifts 
offer  deposit  guarantees  backed  by  the 
Thrift  Guaranty  Corp.  of  California. 
This  private,  nonprofit  organization 
has  a  mere  $4.8  million  in  capital  to 
insure  $245  million  of  deposits.  It 
can't  call  on  the  U.S.  Treasury  for  a 
bailout,  as  the  insolvent  Federal  Sav- 
ings &.  Loan  Insurance  Corp.  is  doing. 
These  institutions  may  be  perfectly 
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r  became  history, 
we  were  there. 


The  loss  of  a  home 
and  everything  in  it  can 
rank  as  one  of  the  worst 
traumas  imaginable.  Both 
financially  and  emotionally 
However,  with  the  Atlantic 
Master  Plan  you  can  protect 
yourself  from  ever  having  to 
face  a  financial  catastrophe  of 
that  magnitude. 

The  Atlantic  Master  Plan 
has  been  called  the  most  com- 
prehensive personal  insurance 
plan  available.  It's  an  adaptable 
package  that  covers  not  only 
your  primary  home,  but  second 
homes,  automobiles,  jewelry  fine 
art,  computers,  boats  and  more. 
In  other  words,  everything  your 
separate  homeowner,  automobile 
and  liability  plans  cover  But  the 
Atlantic  Master  Plan  is  more  than 
comprehensive.  It's  a  better  value 
than  buying  separate  policies. 

Furthermore,  because  we 
are  a  mutual  company  the  value 
of  the  Atlantic  Master  Plan  is 
further  enhanced  through  the 
possibility  of  dividends. 


If  you're  looking  to 
simplify  your  personal  insurance 
needs  and  want  to  deal  with  a 
company  famed  for  its  respon- 
siveness and  fairness  in  claims 
handling,  ask  your  agent  or  broker 
about  us. 

We're  making  history  too.  By 
being  an  insurance  company  you 
can  depend  on. 

Atlantic  Mutual,  45  Wall 
Street,  New  York,  NY  10005. 

The  Atlantic  Master  Plan  is  not  available  in  all  stales 

=^AtlanticMutual 


What  insurance  is  supposed  to  be. 


Atlantic  Mutual  Insurance  Company 
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FIDELITY  CAPITAL  APPRECIATION  FUND 


Compare 
Performance! 


Capital  Appreciation  Fund 

Cumulative  Return' 
Life  of  Fund 
65%n     62.48%     to3/3V89 


Avg.  Annual  Returns* 
1  yr  2190%  Life  of  Fund  22.%% 


Fidelity  Capital  Appreciation  Fund  returned 
62.48%  since  it  began  on  11/26/86— over 
twice  the  S&P  500  for  the  same  period!  The 
fund  aggressively  seeks  growth  by  investing 
primarily  in  common  stocks  in  many  indus- 
tries. Share  price  and  return  will  vary,  and  you 
may  have  a  gain  or  loss  when  shares  are  sold. 
But  compare  our  record  to  the  S&P  500.  .\nd 
consider  Capital  Appreciation  Fund! 


Fidelity  Capital  Appreciation  Fund.  For  more  complete 

information  mcluaing  management  fees  and  expense.s.  please  call  or  write  for  a  free 
prospectus.  Read  it  carefuliv  before  \ou  invest  or  send  monev.  Fidelit\  Distributors 
Corporation  (General  Distribution  .\geni),  P.O.  Box  660603,  Dallas,  TX  "5266-0603. 


Call  today: 

1-800-544-6666 


Fitteliiy 
Investments  * 

CODE:  FORB/CAF/072489 


•  Fund  total  returns  are  historical  and  include  change  in  share  price,  reirvesiment  of  dividends  and  capital  gains,  and  the 
effect  of  ILS  2%  sales  charge  and  1  %  redemption  fee  Figures  for  the  S&  P  500  (a  registered  trademark  of  Standard  & 
Poor's  Corporation)  an  unmanaged  index  of  common  stock  prices,  include  reinve.stment  of  dividends 


Com'oiivTE  Row 

JUS'lSri-i'SAWAY, 

CHKCKKILS  HOTEL, 

DOWN'roWN  L.A. 
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ACCOMMODVJIONS  I  |{()M  SJttil. 


1\r.DWP  Hotels* 
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sound  in  their  own  rights,  but  the 
guaranty  itself  is  of  questionable  val- 
ue. (Under  a  state  ruling,  all  16  will 
have  to  acquire  federal  insurance  by 
next  July.) 

Real  estate  partnership  syndicators 
like  Centennial  Group  (Forbes,  June 
26]  all  but  promised  minimum  re- 
turns to  buyers  of  millions  of  dollars 
in  real  estate  limited  partnerships. 
But  with  many  real  estate  firms  like 
Centennial  m  trouble,  it  may  be  hard 
to  collect  on  the  promise. 

Municipal  bond  buyers  should  re- 
member that  bonds  backed  by  the  full 
faith  and  credit  of  official-sounding 
entities  like  the  New  Jersey  Econom- 
ic Development  Authority  or  the  In- 
dustrial Development  Authority  of 
Mesa,  Ariz,  may  be  far  removed  from 
any  taxing  power  that  would  make  a 
bond  solid.  The  entities  may  be  little 

"He  said,  'Aunt  Mary,  these 
are  government-backed — as 
good  as  the  government,*  " 
she  recalls.  She  lost  all  but 
$12,000  of  her  $63,000 
savings. 

more  than  nonprofit  shells  set  up  to 
take  advantage  of  tax-exempt  financ- 
ing. Remember,  there  have  been  over 
$1.8  billion  in  small  municipal  bond 
defaults  in  the  last  two  years. 
•  A  guarantee  may  be  cheaper  bought 
separately.  A  number  of  limited  part- 
nerships, commodity  pools  and  mutu- 
al funds  offer  money-back  guarantees. 
You  put  in  $5,000  now  and  you  are 
certain  to  get  back  at  least  your 
$5,000  in,  say,  ten  years.  How  can 
the  operator  make  this  guarantee?  By 
putting  about  half  your  money  in 
zero  coupon  bonds  that  will  be 
worth  $5,000  at  the  end  of  the  guar- 
antee period.  If  this  is  the  kind  of 
insurance  you  really  want,  buy  it 
directly:  Put  about  half  your  $5,000 
in  zero  coupon  bonds  due  in  ten 
years  and  put  the  remainder  in  the 
risky  asset.  That  way  you  are  paying 
a  fund  operator  or  general  partner  a 
management  fee  only  on  the  portion 
of  your  investment  that  is  actively 
managed. 

A  final  point  that  applies  not  only 
to  "guaranteed"  investments  but  to 
anything  that  looks  too  good  to  be 
true:  High  return  doesn't  coexist 
with  low  risk.  If  it  did,  the  people 
peddling  the  deal  wouldn't  need  your 
money;  they  could  borrow  cheaply 
from  a  bank  to  finance  their  no-risk, 
high-return  investment.  If  a  sales- 
man talks  about  a  40% — or  even 
20% — return  on  a  safe  investment, 
go  elsewhere.  ■ 


FORBES,  FULY  24,  1989 


ere  pleased  to  report  that  our  top-of- 
e-line  Xerox  5090, 9900  and  1090 
iplicators  deliver  consistently  better 
»py  quality  at  greater  speeds  than  any 
her  duplicators  available  today. 

iiat  their  incredibly  sophisticated 
Kument  finishing  and  programming 
ipabilities  significantly  reduce 
maround  time. 

hat  they  maintain  copy  speed  even 
iring  complex  operations. 

nd  that  they  Ye' supported  by  Team 
erox— the  largest,  best  trained  and 


best  equipped  service  and  supply 
organization  in  the  industry— to 
guarantee  maximum  uptime. 

Of  course,  not  everyone  requires 
miracles  on  a  daily  basis. 

But  isn't  it  nice  to  know  they're 
possible? 

For  more  information  about  Xerox 
high-volume  copiers  and  duplicators, 
call  1-800-TEAM-XRX,  Ext.  1022  or 
fill  in  the  coupon. 

Team  Xerox.  We  document  the  world. 


Yes,  I'd  like  to  learn  more  about  high-volume 

copiers  and  duplicators  from  Xerox  and  how  they 

can  significantly  reduce  downtime. 

D  Please  send  me  information. 

D  Please  have  a  sales  representative  contact  me. 

Send  this  coupon  to: 

Xerox  Corporation,  RO.  Box  24,  Rochester, 

NY  14692 


AuiJKhb^  0152-7-24-89 

CITY  STATE  zii^ 

Or  call  l-800-TEAM-XRX,  Ext.  1022 
(1-800-832-6979,  Ext.  1022). 

XEROX".  .S090,  9900  and  1090  are  IraJcmarls  of  XEROX  CORPORATION. 


Scrap  telephone  wire  at  AT&T's  Xassau  Metals 

Nassau  recycles  25  truckloads  a  day  of  trash — everything  from  old  telephones  to  switching  equipmeat. 


Hope's  hopeful  news  on  industrial  waste: 
U.S.  manufacturers  are  learning  to  turn 
waste  products  into  coat  hangers  and 
cleaning  fluid  and  flower  pots  and . . . 

Alchemy, 
1990s  style 


By  Ruth  Simon 


REMEMBER  THE  MEDIEVAL  alchc- 
mists,  who  tried  to  turn  base 
metals  into  gt)liJ'  Today  alche- 
my of  a  different  sort  is  being  prac- 
ticed— with  far  greater  success— at 
companies  such  as  Dow  Chemical, 
Du  Pont,  Boeing  and  at&t.  Tons  of 
waste  produced  by  these  industrial 
behemoths  are  being  fashioned  into 


useful  products  ranging  from  garden 
hoses  to  kitchen  spatulas  to  roofing 
shingles. 

Dow,  for  example,  used  to  burn 
about  150  million  pounds  of  specialty 
chemical  by-products  each  year. 
Nowadays,  instead  of  burning  those 
by-products,  Dow  ships  them  to  its 
plants  in  the  U.S.,  Canada,  West  Ger- 
many and  Brazil,  where  they  are 
turned  into  Dowpcr  dry-cleaning  flu- 


id. The  payoff  for  Dow?  About  $15 
million  annually,  half  of  it  in  the  form 
of  lower  waste  disposal  bills,  the  other 
half  in  lower  raw  material  costs  for  its 
cleaning-fluid  operations. 

"In  the  best  of  all  worlds,  you 
wouldn't  make  waste  at  all,"  says 
Dow  business  director  Brad  Lienhart. 
"But  the  next  best  thing  you  can  do  is 
put  it  back  into  a  prime  manufactur- 
ing operation." 

Exxon  is  listening.  Yes,  Exxon, 
which  has  taken  its  lumps  as  a  pollut- 
er because  of  the  Alaska  oil  spill.  Ex- 
xon is  working  hard  to  recycle  wastes. 
The  giant  oil  company's  chemical 
unit  recently  lent  $750,000  to  a  Texas 
entrepreneur  to  help  him  make  a 
compound  that  will  be  turned  into  a 
caulking  material  for  mobile  homes. 
The  entrepreneur's  raw  material? 
Amorphous  polymer,  a  gooey  waste 
by-product  Exxon  gets  when  it  manu- 
factures polypropylene.  The  entrepre- 
neur will  buy  the  polymer  from  Exx- 
on's Bay  town,  Tex.  petrochemical 
complex  for  $20  a  ton. 

Exxon  won't  actually  make  much 
money  selling  the  waste  product,  but 
it  will  more  than  recoup  its  invest- 
ment by  reducing  the  cost  of  waste 
disposal.  Exxon  Chemical  expects  the 
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What  a  promotion  should  be. 

A  luxury  car  should  be  a  rewarding  move  up— the  automotive  equiva- 
lent of  receiving  the  ultimate  promotion.  Choosing  the  Town  Car 
from  Lincoln  means  moving  up  to  the  roomiest  sedan  you  can  owa 
With  a  lavishly  appointed  interior,  V-8  power  and  a  hushed  ride  that 
is  near  legendary  for  its  grace  and  smoothness.  To  learn  more,  call 
1  800  822-9292.  Or  visit  a  Lincoln  dealer  for  a  test  drive.  You'll 
find  that  becoming  a  CEO  isn't  necessary  to  own  a  Lincoln  Towoi  Car, 
though  driving  it  may  very  well  make  you  feel  like  one. 

Lincoln.  What  a  luxury  car  should  be. 


AV/.w///  melts  old  iiire  (top)  to  Jn-odiicc  c  <  >l'l'Ci  i  .„,    •  •.  -,■,■.  .. 

"AT&T  wanted  the  copper  to  stay  within  the  company  forever. 


caulking  program  to  cut  in  half  the 
amount  of  waste  Baytown  must  get 
rid  of.  Total  savings  compared  with 
mcmcratmg  all  that  gunk:  S8.7  mil- 
lion annually. 

Similar  projects  arc  springing  up 
across  the  country.  Procter  &.  Gam- 
ble's diaper  scraps  are  now  used  as 
stuffing  in  dolls  and  toy  animals.  An- 
heuser-Busch recently  built  a  com- 
posting system  to  transform  its  brew- 
ery sludge  into  a  rich  mixture  that  can 
be  sold  as  fertilizer  to  highway  com- 
missions, nurseries  and  golf  courses. 
Nickel  from  spent  catalysts  at  Chev- 
ron oil  refineries  is  being  recovered  by 
an  Australian  mining  company. 

So  far,  all  this  alchemy  doesn't 
amount  to  much  more  than  a  drop  in 
a  55-gallon  drum.  Overall,  U.S.  indus- 
try produced  nearly  1 1  billion  tons  of 
scrap  paper,  plastic  and  other  nonhaz- 
ardous  garbage  last  year,  plus  some 
275  million  tons  of  truly  toxic  waste. 


Right  now  only  a  tiny  fraction  of  that 
trash  is  being  reclaimed. 

The  reason,  of  course,  is  that  it  used 
to  be  cheaper  to  dump  most  of  the 
stuff  than  to  recycle  it.  But  the  eco- 
nomics is  shifting  as  the  cost  of  waste 
disposal  rises.  "Economics  is  a  big 
driver,"  says  Robert  Bringcr,  vice 
president  for  environmental  engineer- 
ing and  pollution  control  at  3M.  Na- 
tionally, landfill  costs  have  climbed 
tenfold  in  as  many  years,  to  $27  per 
ton  on  average.  To  dump  particularly 
toxic  types  of  trash,  companies  some- 
times pay  more  than  $2,000  a  ton. 

American  manufacturers  have  been 
the  world's  industrial  spendthrifts  for 
more  than  a  century.  Blessed  with 
abundant  natural  resources,  many 
U.S.  companies  have  been  only  mar- 
ginally concerned  about  waste. 

"The  Japanese  and  the  Europeans 
have  always  been  more  waste  con- 
scious," says  Thomas  Byrer,  a  group 


vice  president  at  Battelle,  the  Colum- 
bus, Ohio-based  research  institute. 
"They  have  more  of  a  philosophy  of 
trying  to  save  materials." 

Steelmakers,  of  course,  have  used 
scrap  metal  for  more  than  a  century. 
Another  recycler  was  Henry  Ford.  A 
notorious  skinflint.  Ford  developed 
charcoal  briquettes  in  the  1920s  as  a 
way  to  use  scrap  wood  produced  when 
making  parts  for  the  interior  of  the 
Model  T.  Then,  with  waste  left  over 
from  making  the  briquettes,  he  made 
ketones  for  car  paint  and  methanol  for 
antifreeze. 

Also  among  early  industrial  alche- 
mists was  AT&T's  Western  Electric.  In 
1931  the  company  purchased  Nassau 
Metals,  a  copper  recycler.  The  goal 
was  to  melt  down  old  copper  wire  and 
use  it  over  and  over  again,  "at&t 
wanted  the  copper  to  stay  within  the 
company  forever,"  explains  Kenneth 
Reinhart,  Nassau's  current  director  of 
engineering  and  manufacturing.  To- 
day copper  recycled  from  old  tele- 
phone wires  accounts  for  more  than 
half  of  Nassau's  roughly  $400  million 
in  revenues. 

Nassau,  still  a  unit  of  at&t,  is  cur- 
rently expanding  its  recycling  efforts 
to  include  more  precious  metals  and 
hazardous  wastes.  "We  have  a  chang- 
ing mission,"  says  Reinhart,  who 
oversees  the  recycling  of  some  25 
truckloads  a  day  of  trash — everything 
from  old  telephones  to  switching 
equipment.  Nassau  pulls  gold  from 
circuit  packs,  silver  from  solder,  pal- 
ladium from  printed  circuit  boards 
and  large  quantities  of  zinc  from  old 
telephone  switch  hooks.  Lead  casings 
are  stripped  off  copper  wires  and  sold 
to  battery  makers.  Scrap  plastic  from 
wire  and  telephone  and  computer 
housings  are  made  into  fence  posts 
and  flowerpots.  Even  Nassau's  blast 
furnace  grit  is  turned  into  roofing 
shingles. 

Du  Pont  has  gotten  into  the  act, 
too,  selling  dibasic  acid,  a  waste  by- 
product generated  when  making  ny- 
lon. Du  Pont  treats  the  dibasic  acid 
and  then  sells  it  as  a  solvent  for  indus- 
trial and  automotive  coating  systems. 
Du  Pont  also  has  a  thriving  business 
selling  ferric  chloride,  a  waste  product 
from  titanium  dioxide  production 
that  is  used  as  a  filtering  material  in 
water  treatment  plants. 

Boeing  Co.  recently  spent  $2.5  mil- 
lion on  a  Japanese  system  to  recover 
waste  from  a  chemical  milling  opera- 
tion in  its  Wichita,  Kans.  aircraft  fac- 
tory. The  milling  process  allows 
Boeing  to  turn  aluminum  into  light- 
weight, high-strength  skins  for  737s, 
but  It  produces  4,000  pounds  of  alu- 
minum hydroxide  waste  a  day.  Previ- 
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PAST  PERFORMANCE  IS  NO  GUARANTEE  OF  FUTURE  SUCCESS. 

RUT  irS  SOMETHING  TO  CONSIDER. 


Mutual  funds  haven't  always  been  your 
.'\er)day  investment.  Forty  years  ago  there 
veren" t  many  kinds  of  funds. 

Just  some  common  stock  funds  and 
-ome  bond  funds.  But  Jack  Dreyfus  thought 
Ae  were  poised  for  growth. 

in  1951  he  began  managing  one  of  the 
-\iiiiesl  funds  to  actively  seek  growth  of  cap- 
tal  for  its  shareholders. 

lt"s  a  hunch  that  paid  off.  Not  just  for 
-hareholders  of  The  Dreyfus  Fund,  but  for 
shareholders  of  the  many  growth  funds  that 
followed  it  in  the  1950s'and  1960s,  in  the 
mid-1970s,  when  rising  interest  rates  were 


stranding  savers  in  low-paying  FDIC  insured    assets,  but  a  year  ago  we  created  a  fund  spe- 


passbook  accounts,  we  developed  Dreyfus 
Liquid  Assets. 

And  in  the  late  1970s  when  inflation 
was  pushing  everyone  into  higher  lax 
brackets,  we  lobbied  for  a  bill  that  allowed 
Dreyfus  to  offer  the  first  incorporated  tax- 
e.xempt  fund. 

The  rest  is  history.  These  days  there 


cifically  designed  to  shift  freely  among  stocks, 
bonds  and  money  market  instruments .  depend- 
ing on  the  climate. 

Dreyfus  Capital  Value,  like  other 
Drevfus  funds  before  it.  is  a  product  of  its 
time.  Will  it  too  give  rise  to  a  whole  new 
category  of  funds?  No  one  knows. 

But  one  thing  is  certain:  our  past.  And 


isn't  a  fund  company  worth  its  800  number  that's  one  way  to  evaluate  the  future.  Obtain 
that  doesn't  offer  a  wide  range  of  money  mar-  a  prospectus  from  your  securities  dealer  or 
ket  and  tax  exempt  funds.  ^  T5?|k_^^      /^  call  1-800-648-9048 . 

Toda\'  everyone  talks     XwUGViUS     ^'^^^^  ^^^^  ^^^  prospectus 
about  the  need  to  allocate 


The  right  fund  at  the  right  time. 


carefully  before  investing. 


IT  TOOK  OVER  A 

BILLION  DOLLARS 

TO  BRING  YOU 

THIS  MESSAGE. 
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Funds  for  higher  educa- 
tion in  Florida  have  more 
than  doubled  since  1980, 
resulting  in  a  top  10  ranking 
among  the  nation's  state 
university  systems.* 

Florida's  nine  universities 
now  support  six  engineering 
colleges,  two  law  schools, 
nine  programs  leading  to 
master's  degrees  in  business 
and  management,  and 
four  more  leading  to  doc- 
torates In  computer  and 
information  sciences. 

But  well-educated  em- 
ployees ore  just  one  of  the 
reasons  businesses  are 
attracted  to  Florida.  For  the 
complete  story,  contact  the 
Florida  Department  of 
Commerce,  Division  of 
Economic  Development, 
501  Collins  Building,  Suite  FB, 
Tallahassee,  Florida  32399- 
2000;  (904)  488-5507. 

'Based  on  a  national  survey 
among  university  presidents. 

ftnpinA 

n^ple  like  to  wofk  where  ttvy  like  to  liw. 


Scrap  nialoial  from  .iU  diaper  tape  (tup  left)  is  ground 

inti)  pellets  (top  right)  and  tlx'n  fonned  into  plastic  coat  hangers 


Phtxus  b\-  MCN-e  .NiedortAli  heeler  Piaure^ 


ously  Boeing  ran  the  waste  through  its 
treatment  plant  and  then  shipped  it  to 
a  landfill.  Now  the  recovery  system 
has  sliced  the  plant's  waste  bill  in 
half,  removing  caustic  chemicals  for 
Boeing's  own  use  and  collecting  alu- 
minum hydroxide  for  resale. 

Some  of  the  nation's  most  creative 
alchemists  arc  at  3M  in  St.  Paul, 
Minn.  Like  many  of  its  competitors, 
3M  recycles  precious  metals  and  tons 
of  aluminum  and  sells  used  solvents 
to  companies  that  turn  them  into  in- 
cinerator fuel.  In  a  more  unusual  bit 
of  alchemy,  trim  from  plastic  diaper 
tape  IS  sold  to  Deltco,  a  Wisconsin- 
based  company  that  reprocesses  it 
into  pellets.  The  pellets  are  then 
turned  into  coat  hangers.  Other  3M 
waste  plastics  are  formed  into  garden 
hoses,  auto  floor  pads,  trays  for  flower 
seedlings  and  handles  for  kitchen 
spatulas. 

How  does  all  this  affect  the  bottom 
line?  In  1988  3M's  recovery  opera- 
tions contributed  nearly  6  cents  a 
share,  or  S13  million,  to  the  compa- 
ny's profit  of  $5.09  a  share,  or  SI. 2 
billion.  These  figures  do  not  include 
the  value  of  material  3M  reuses  itself 
or  disposal  costs  eliminated  by  recy- 
cling. Those  factors  could  well  add  a 
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further  10  cents  a  share  to  profits. 

Finding  a  market  for  recycled  in- 
dustrial waste  remains  difficult,  espe- 
cially for  smaller  companies.  "Buyers 
are  looking  for  a  constant  stream  and 
constant  concentration,"  says  Roger 
Schecter,  director  of  the  North  Caroli- 
na Pollution  Prevention  Program. 
That  can  be  tough  to  guarantee  when 
garbage  isn't  your  principal  output. 
And  as  the  newsprint  market  has  al- 
ready shown,  a  glut  of  material  can 
drive  prices  down,  making  recycling 
uneconomical. 

Another  snag  is  liability,  ibm  and  a 
metal-finishing  firm  down  the  street 
might  use  the  same  solvent,  but  ibm 
would  have  to  be  crazy  to  sell  the 
smaller  firm  its  used  solvents.  Why 
so?  IBM  might  be  held  liable  for  clean- 
up costs  if  the  metal  shop  didn't  prop- 
erly dispose  of  the  solvent,  explains 
Kathleen  Wolf,  a  Los  Angeles-based 
solvents  expert. 

Drawbacks  aside,  this  industrial  al- 
chemy can't  help  but  grow.  And  not 
just  because  companies  are  worried 
about  the  environment  and  rising 
waste  disposal  costs.  There's  a  basic 
challenge  here  to  human  ingenuity, 
like  turning  lead  into  gold,  only  infi- 
nitely more  useful  and  possible.  ■ 
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We  counselled  him  on  estate  planning,  his  son  on  tax  matters  and  taught  his 
granddaughter  about  zerO'Coupon  bonds.  Then  we  gave  them  the  afternoon  off. 


Multi-generational  financial  counselling  is  nothing  new  at  U.S.  Trust.  We've  been  doing  it  for  nearly 
seven  generations.  It  may  take  place  in  our  offices,  our  clients'  homes,  or  at  our  Managing  Wealth  Seminars, 
where — as  seen  above — the  activities  are  as  enlightening  as  the  education. 

-It  is  this  dedication  to  comprehensive  service  that  makes  U.S.  Trust  U.S.  Trust.  For  135  years,  we've 
been  committed  to  providing  innovative,  comprehensive  service  to  the  individual  investor. 

Today  this  takes  a  team — the  U.S.  Trust  investment  team.  Led  by  an  experienced  investment 
manager,  it  is  comprised  of  experts  in  trust  and  estate  planning,  tax  counselling,  and  private  banking.  This 
integrated  team  approach  enables  us  and  you  to  keep  a  clear  focus  on  the  big  picture  of  wealth  management. 

We  believe  no  investor  should  be  without  this  breadth  and  depth  of  service.  If  you  think  so  too,  ask 
about  an  Investment  Management  Account  at  U.S.  Trust.  Contact  Mary  B.  Lehman,  (212)  887-0446 
(U.S.  Trust  of  New  York),  Howard  E.N.  Wilson,  (407)  659-1550  (U.S.  Trust  of  Florida)  or  John  DeGroot, 
(213)  488-4000  (US.  Trust  of  California). 


U.S.Trust  Uncommon  expertise  in  managing  wealth. 


The  Larger  Context 


Members  of  the  clergy  who  reject  capital- 
ism are  ignoring  the  poignant  lessons  of 
socialist  failure  in  Russia  and  China. 

PERESTROIKA  IN 
THE  PULPIT? 


its  moral  underpinnings. 

In  mid-|une,  for  example,  the 
number  one  Soviet  economist,  just 
chosen  to  be  deputy  prime  minister, 
predicted  an  imminent  "destabili- 
zation"  of  the  Soviet  system. 
"Sometimes  I  wonder  if  we  can 
even  survive  through  the  autumn," 
another  Soviet  economist  said.  A 
third  predicted  "famine  in  the  very 
near  future." 

Those  who  attack  our  system  on 
moral  grounds  would  do  well  to 
ponder  these  wcU-publicized  admis- 
sions of  socialist  failure. 

They  should  ask  themselves  why 
a  primarily  agricultural  and  grain- 


By  Michael  Novak 


There  are  plenty  of  news  stories 
these  days  I  hope  certain  clergymen 
are  reading — clergy,  I  mean,  who 
speak  ill  of  our  democratic  capital- 
ist system,  who  accept  its  fruits 
gladly  enough  but  fail  to  understand 


rich  land,  such  as  the  U.S.S.R., 
should  be  in  danger  of  famine.  Fam- 
ines used  to  be  common  throughout 
the  world;  nearly  every  decade  wit- 
nessed them  in  one  place  or  anoth- 
er. Under  democratic  capitalist  sys- 
tems, however,  famine  not  only  has 
disappeared;  abundance  has  become 
the  problem,  and  farmers  are  often 
paid  subsidies  not  to  produce.  The 
world  has  learned,  therefore,  that 
famine  is  not  a  failing  of  nature.  It  is 
a  failing  in  the  economic  system. 

The  Ukraine  alone  was  once 
known  as  the  "bread  basket"  of  the 
world.  So  what  is  it  about  the  Soviet 
order  that  kills  that  nation's  natural 
abundance?  Soviet  economist  Vlad- 
imir Tikhonov  has  answered:  "Un- 
til farmers  own  the  land  and  decide 
for  themselves  what  to  grow,  there 
will  be  no  increase  in  production." 

In  the  Plymouth  Bay  Colony  in 
the  U.S.,  the  first  settlers  tried  own- 
ership in  common  and  communal 
farming  centuries  before  Karl  IVIarx 
had  his  bright  ideas.  But  as  American 
Sptxtator  columnist  Tom  Bethell  re- 
cently pointed  out,  discontent  and 
turmoil  grew  in  the  Bay  Colony, 
until  within  just  over  two  years  that 
system  was  abandoned  in  favor  of 
private  ownership. 

Religious  persons,  oddly,  are 
drawn  to  the  dream  of  primitive 


communalism.  To  the  Plymouth 
colony,  as  to  so  many  others,  it 
seemed  somehow  intuitively  seduc- 
tive that  "working  in  common"  a 
higher  moral  form,  and  "private 
property"  selfish.  Sad,  because  ex- 
perience shows  that  working  in 
common  normally  defeats,  rather 
than  furthers,  the  common  good. 

There  are  three  reasons  for  this. 
First,  human  intelligence  is  su- 
premely concrete.  When  one  person 
makes  judgments  about  the  best  use 
of  his  own  labor,  those  judgments 
tend  to  be  more  immediate,  practi- 
cal and  efficacious  than  orders  from 
a  distant  planner. 

Second,  persons  differ  tremen- 
dously in  energy,  ingenuity  and 
drive.  In  common  labor,  when  each 
is  paid  the  same  rate  no  matter  how 
hard  each  works,  those  who  are  the 
most  productive  speedily  resent  the 
laggards,  the  loafers  and  those 
whose  attitude  is  "Who  cares?"  Mo- 
rale plummets.  The  more  produc- 
tive slacken  their  efforts.  The  com- 
mon output  suffers. 

Third,  humans  are  creatures  of 
body  and  blood,  and  take  most  re- 
sponsibility for  what  is  near  and 
dear  to  them.  Communes  flounder 
on  the  question:  "Who  will  stay  up 
all  night  with  the  sick  cow?"  If  the 
cow  belongs  to  the  commune,  no 


one  wants  to  stay  up.  If  it's  Ivan's 
cow,  Ivan  stays  up. 

Communists,  bemg  Utopian,  in- 
sist upon  believing  that  personal  re- 
sponsibility is  selfish,  whereas  com- 
munal responsibility  is  noble.  They 
are  learning  the  hard  way  that  that 
doesn't  work.  Communists  mistake 
the  formal  outline  of  the  common 
good  with  its  material  content.  The 
mere  formality  of  "owning  in  com- 
mon" has  nothing  like  the  practical 
bite  of  actually  involving  each  par- 
ticipant in  ownership. 

This  insight  led  Abraham  Lin- 
coln, even  in  the  midst  of  a  terrible 
Civil  War,  to  redouble  his  efforts  to 
open  the  American  Wfest  to  private 
homesteaders.  He  wanted  the  new 
states  to  be  based  upon  free  labor. 
He  wanted  each  farm  family  to  ap- 
ply its  practical  intelligence  to  its 
own  small  plot  of  earth. 

Lincoln  knew  that  the  best  way  to 
realize  concretely  a  higher  level  of 
the  common  good  than  had  ever 
been  achieved  before  was  to  release 
the  energies  and  the  practical  intel- 
ligence of  every  free  person.  He 
knew  that  the  best  way  to  advance 
the  common  good  was  to  respect 
the  free  person. 

What  well-meaning  clergymen 
must  understand  is  that  socialists 
are  not  alone  in  seeking  the  com- 


mon good.  Democratic  capitalist  so- 
cieties aim  at  the  same  thing  but  by 
a  different  path.  Both  before  and 
during  the  failure  of  the  Soviet  ex- 
periment, the  people  of  the  U.S. 
have  also  been  engaged  in  a  national 
experiment  to  achieve  the  common 
good.  But  the  route  our  Framers 
chose  was  nonutopian.  They  took 
account  of  two  things  our  clergy- 
men know  quite  well:  That  the  God 
who  made  us,  made  us  free;  and  that 
with  our  freedom,  human  beings 
sometimes  sin — so  checks  and  bal- 
ances are  necessary.  Against  every 
ambition  is  set  a  counterambition. 

This  route  always  seems  to  the 
romantic  counterintuitive.  The  ad- 
vantage is  it  works — indirectly  but 
efficaciously. 

Watch  the  U.S.S.R.  Watch  China. 
Watch  Hungary  and  Poland.  By  trial 
and  error,  under  pain  of  horrifying 
failures,  these  lessons  of  human  re- 
ality will  bum  their  way  into  the 
consciousness  of  the  entire  human 
family.  Perhaps  even  into  the  minds 
of  preachers.  ■ 


Philosopher,  journalist  and  ex-US.  ambas- 
sador Michael  Novak  directs  social  and  po- 
litical studies  at  the  Anierican  Enterprise 
Institute  in  Washington,  DC  Among  his 
recent  books  are  Taking  Glasnost  Seriou.sly 
and  Free  Persons  and  the  Common  Good. 


All  the  realities  of  business  travel  can  leave  you 
dreading  your  next  trip. 

Unless  you  reward  yourself  with  a  stay  in  a 
civilized,  professional  place. 
Guest  Quarters  Suite  Hotels.  Spread 
out  in  a  spacious  two-room  suite. 
And  enjoy  a  host  of  comforts  and 
conveniences  for  about  the  price  of 
a  room  at  most  first-class  hotels. 
Your  suite  is  fully  appointed, 
including  a  refrigerator  and  wet  bar.  And  you  can  use 
the  living  area  to  work,  relax  or  entertain. 

Throughout  the  hotel,  we've  taken  care  of  every- 
thing else.  Complimentary  continental  breakfast 
and  a  Private  Manager's  Reception  daily.  Facilities 
for  your  workout.*  And  the  ambience  that  makes 
Guest  Quarters  a  special  oasis. 

It's  an  experience  you'll  only  have  here.  The  begin- 
ning of  business  travel  as  you'll  come  to  know  it. 

Guest 
Quarters' 

SUITE  HOTELS 
A  rewarding  business  experience. 

1-800-424-2900 

In  the  Washington,  D.C.  area,  call  861  -6610 

Atlanta,  GA    Austin.  TX    Baltimore  AVashingtonlnt'l  Ainvin,  MD    Boston.  MA  Area: 

Boston  Cambridge    Bostoa'Waltham    Charlotte.  NC    Fort  "Lauderdale,  FL     Houston,  TX 

Philadelphia,  PA  Area:     Philadelphia  Int'l  Airpon    PK-mouth  Meeting     Valley  Forge 

Tampa  Int'l  Airpon.  FL    Trov,  MI  (Detroitl    Washington,  D.C.  Area: 

2500  Penn:>vlvania  Ave.,  NW    801  New  Hampshire  Ave.,  N  W     Alexandria,  VA    Bethesda,  MD 

Future  locations  in:  Chicago.  IL    Dulles  Int'l  Airport,  VA     Los  Angeles,  CA 

Pro\idence,  Rl    San  Dicgo,  CA 

' Manager's  reception  not  available  at  downtown  Wa^binpon.  D.C-  locations. 

Some  recreational  facilities  not  available  at  certain  IfxaUons. 

Now  Open  in  Waltham,  MA 
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Now  yi'u  can  turn  a  hiitllii  icloa  dvlt  Iiincli 
mli>  a  k'dst  lor  llic  eve?  in  no  lime  at  dll.  W'itli 
I  Lirxard  Ln-apnic^     from  Software  I^iilili<nintJ 
^  orporahon. 

just  picK  the  tlrapliics  formal  you  want  from 
llu-  mtMui.  I  Ikmi  (.-ntcr  yom- data,  nil  a  L'o\'  and  vour 
chart  or  tjraph  appears  on  screen  in  an  instant. 

L  ustomixmsi  your  s^rajihics  can  lie  just  as  easv. 
^^  on \ert  a  Hal  pie  chart  li>  -5-1)  in  one  stroke.  Ci>m- 
nnie  charts  or  display  Jala  lanle-.  ^pell-cliech  ,iny 


leuilth  presentation  in  )ust  one  step.  Then  produce 
your  polished  husmess  t!raphics  on  paper,  slides  or  ovei 
heads,  bor  meetint!s  in  hoardrooms  or  lunchrooms. 

:^o  call  today  for  our  live 
trial  dislc.Vni  II  see  the  qualities 
ihal  malce  I  larvard  LuMphics  the 
top-selliiii:,  most  award-winning 
proijram  of  its  hind.^^ith  it, 
you  II  he  serviiit;  u]i  presenta- 
tions iu>  audience  can  resist. 


FOR  .A  FREE  TRIAL  DISK  CALF  1-800-^45-2888  OPERATOR 
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Pic  ?V'  Save  can  sell  cheap  and  still  reap 
extraordinary  returns.  The  secret  is  that  it 
gets  its  merchandise  for  next  to  nothing. 


"We  satisfy  egos" 


By  Ralph  King  Jr. 


IN  ALL  OF  U.S.  RETAILING,  PiC  'N' 
Save  has  by  far  the  highest  net 
profit  margin,  at  12%,  and  return 
on  assets,  nearly  20% .  Pic  'N'  Save  is 
a  smallish  ($500  million  projected 
1989  revenues)  Los  Angeles-based  re- 
tailer of  closeout  merchandise. 

It  has  achieved  its  superhigh  re- 
turns without  benefit  of  much  debt 
leverage.  Yet  the  stock  of  this 
standout  performer  has  gone  al- 
most nov^^here  for  two  years  now. 
Its  shares  (recently  at  16)  trade  for 
11  times  projected  earnings,  be- 
low the  market  multiple  and 
about  half  of  Wal-Mart's.  How 
come?  Because  current  manage- 
ment, in  sharp  contrast  to  its  pre- 
decessors, has  decided  to  pour 
some  of  its  extraordinary  profits 
into  the  company's  future,  by 
taking  its  local  business  national. 

Expansion  costs  money.  Pic  'N' 
Save's  net  return  on  sales  dropped 
from  15%  in  1985  to  11.7%  last 
year,  and  return  on  equity  from  — 
almost  45%  to  26%  currently.  While 
the  absolute  numbers  still  look  great, 
investors  clearly  don't  like  the  down- 
Ward  trend.  They  seldom  do. 

"Investment  comes  before  return," 
says  Lewis  Merrifield  III,  49,  Pic  'N' 
Save's  chief  executive.  Last  year, 
when  the  stock  had  dropped  into  the 
141/2  range,  Merrifield  borrowed  $7 
million  from,  the  company  to  more 
than  double  his  stake  to  2.3%. 

How  does  Pic  'N'  Save  get  these 
extraordinary  returns?  It  buys  manu- 
facturers' unwanted,  name-brand  ap- 
parel, housewares,  toys  and  the  like 
for  as  little  as  10  cents  on  the  dollar 
and  sells  them  cheaply  but  at  prices 
that  leave  a  good  profit  for  the  retailer. 
Because  it  gets  its  goods  for  next  to 
nothing,  it  has  room  to  take  a  fat 
markup  and  still  sell  cheaply.  The 


merchandise  is  not  defective  or  irreg- 
ular. Just  cheap.  You  can  get  Botany 
500  men's  shirts  for  $8.95  each.  Field- 
crest  bath  towels  for  $2.98  and  Rub- 
bermaid laundry  baskets  for  $1.98. 

Right  now  the  largest  concentra- 
tion of  Pic  'N'  Save's  166  stores  is  in 
southern  California.  Merrifield  hopes 
to  transplant  this  formula  from  trend- 
setting  Los  Angeles  to  most  major 
cities  within  a  decade  or  so. 


Fredrich  Canior 


Pic  'N'  Save's  Lewis  Mem  field  [II 
"Investment  comes  before  return." 


Merrifield  has  served  as  a  director 
since  1971  while  practicing  corporate 
law  and  took  over  as  chairman  in 
1985  when  founder  William  Zimmer- 
man retired.  On  taking  over,  Merri- 
field knew  exactly  what  he  wanted  to 
do.  Zimmerman  was  a  brilliant  mer- 
chant but  cautious  to  a  fault.  He  ex- 
panded the  chain,  but  slowly.  And  he 
didn't  try  to  make  the  stores  attrac- 
tive, figuring  the  bargains  alone 
would  pull  the  customers  in.  This 
kept  costs  down  and  profits  high. 
Buoyed  ever  higher  by  30%  average 
annual  earnings  growth,  between 
1980  and  1985  the  stock  increased 
tenfold  in  value. 

But  Merrifield  felt  Zimmerman  was 
neglecting  growth.  A  cerebral  strate- 
gist who  reads  at  least  a  book  a  night 
on  subjects  ranging  from  organiza- 


tional behavior  to  the  theories  of  Chi- 
nese martial  arts,  Merrifield  felt  that 
if  he  did  not  grasp  the  growth  opportu- 
nity someone  else  would  take  the  po- 
tential and  run  with  it. 

He  brought  in  new  executives  (the 
final  Zimmerman  cadre  retired  last 
December)  and  invested  in  up-to-date 
information  systems.  Most  impor- 
tant, he  established  beachheads  for 
regional  growth,  locating  first  stores 
in  Houston,  Dallas,  Shreveport  and 
other  Southeastern  cities.  In  four 
years  he  has  nearly  doubled  the  num- 
ber of  stores  he  inherited.  Once  the 
South  is  won,  Merrifield  plans  to 
march  straight  up  the  East  Coast. 

Ample  storage  is  an  essential  ingre- 
dient in  the  closeout  trade  because 
inventory  turns  slowly.  Merrifield 
broke  ground  on  a  $50  million  ware- 
house in  New  Orleans  and  enlarged 
the  company's  existing  warehouse 
outside  Los  Angeles.  At  1.4  million 
square  feet,  it  is  one  of  the  largest 
storage  facilities  in  the  country.  High- 
speed conveyor  sorting  lines,  four  lev- 
els high  and  25  rows  deep,  fill  the 
firm's  fleet  of  trailers  with  fresh  mer- 
chandise fast  enough  to  make  weekly 
deliveries  at  every  store.  In  one  comer 
stands  enough  Christmas  wrap  to 
fill  25  railcars.  Pic  'N'  Save  can 
afford  to  store  it  for  months  be- 
cause of  its  low  cost. 

"We'll  do  anything  we  can  to 
take  a  problem  away  from  a  sup- 
plier." says  Chief  Financial  Offi- 
cer William  Jacobs,  who  keeps 
plenty  of  cash  on  hand  for  buying 
opportunities.  So  Procter  &  Gam- 
ble could  quickly  get  rid  of  56,000 
cases  of  discontinued  Fab  1  Shot 
laundry  packets  while  bankrupt 
Coleco  liquidated  its  Couch  Pota- 
to dolls  through  Pic  'N'  Save. 
New    items    every    week,    all 
—     40%  to  70%  below  retail,  bring  in 
shoppers  by  the  hordes.  On  a  recent 
afternoon  at  one  Los  Angeles  Pic  'N' 
Save  outlet,   more   than  60  people, 
mostly  middle-aged  women,  scoured 
the  shelves  for  bargains.  Says  shopper 
Audrey  Ricard,   "You  will  98  cents 
yourself  to  death  in  here,  and  you 
never  know  what  you're   going   to 
find." 

That's  the  secret:  cheap  prices  and 
the  element  of  treasure-hunting.  The 
combination  is  just  right  for  a  nation 
that  counts  shopping  as  recreation 
rather  than  chore. 

Says  Merrifield:  "We  meet  the 
needs  of  the  middle-class  pocketbook 
in  an  ego-satisfying  way.  A  shopper 
thinks,  'Hey,  I  found  something,  I  did 
something  good.  I  can  gloat  about  it  to 
my  family  and  friends.'  That  is  a  pow- 
erful retail  positioning."  ■ 
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Geoi^Padficis  maldrigb]gwa\^sinth^  maitet. 

Very  big  waves  if  you  consider  that  this  year, 
Georgia-Pacific  will  export  nearly  three-quarters  of  a 
million  tons  of  market  pulp  to  foreign  customers. 
Enough  to  make  us  the  largest  exporter  in  America. 
And  the  future  is  looking  even  brighter,  as  we  continue 
to  increase  productivity  at  every  opportunity. 

But  pulp  is  only  a  part  of  Georgia-Pacific  s  flourishing  ps 
business.  A  business  that  is  generating  well  over  50%  of  our  ( 
flow.  And  this  year  we  should  reap  the  benefits  of  over  $2  billioj] 
invested  in  pulp  and  paper  projects  in  the  last  five  years. 

So  while  we're  making  a  lot  of  waves  right  now,  just  wait] 
until  our  ship  really  comes  in. 

Georgial^ific 

M'SSrJKSl*"^-^'"  Savvy  From  the  ground  up. 
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Peter  Cburm  complains  that  few  people 
understand  his  company,  Fluorocarbon. 
Some  even  think  ifs  in  the  business  of 
damaging  the  environment. 

A  case  of 
mistaken  identity 


By  Marc  Beauchamp 


F\  eter  Churm  is  chairman  of  La- 
^  guna  Niguel,  Calif.-based  Fluo- 
rocarbon Co.,  a  $250  million 
(1988  sales)  outfit  that  turns  Teflon 
and  other  exotic  chemical  polymers 
into  expensive  precision  bearings, 
seals  and  gaskets. 

It's  a  good  business  but  has  unfortu- 
nate connotations.  Do-gooders,  who 
befuddle  easily  and  frequently,  have 
been  confusing  fluorocarbon  with 
chlorofluorocarbons,  the  gas  com- 
poimd  used  in  air  conditioners  and 
aerosol  sprays  that  some  people  think 
IS  chewing  holes  in  the  Earth's  protec- 
tive ozone  layer.  Not  so.  Fluorocarbon 
is  the  generic  term  for  Du  Font's  Tef- 
lon and  similar  materials  like  3M 
Corp.'s  Kel-F,  which  don't  chew 
holes  in  anything.  Despite  the 
facts,  the  environmentalist  ex- 
tremists have  given  Churm  a 
hard  time.  Back  in  the  early  Sev- 
enties, one  of  them,  Lynette 
(Squeaky)  Fromme,  a  homicidal 
follower  of  madman  Charles 
Manson,  penciled  Churm 's  name 
on  her  lengthy  hit  list  of  Ameri- 
can politicians  and  businessmen. 
'•  As  if  that  weren't  bad  enough, 
now  Wall  Street  is  giving  Churm 
a  hard  time.  Says  he:  "During  our 
recent  Wall  Street  road  shows,  a 
lot  of  institutional  investors  have 
urged  us  to  change  the  name.  And 
in  the  past  three  months  local 
brokers  have  called  up  about  a 
new  name." 

Fortunately  the  name  does  not 
seem  to  offend  the  company's 
10,000  or  so  customers,  who  are  a 
Who's  Who  of  American  indus- 
try, from  Boeing  to  Navistar  to 
Whirlpool.  Its  products  turn  up  in 
everything  from  steam  irons  and 
washing  machines  to  bug  zap- 
pers.  Caterpillar  earthmovers  and 


Sidewinder  missiles.  Every  time  the 
space  shuttle  goes  up,  it  takes  about 
$100,000  worth  of  Fluorocarbon  fuel 
seals  with  it.  In  the  past  decade, 
thanks  to  growth  and  acquisitions, 
Fluorocarbon's  sales  have  risen  seven- 
fold, profits  more  than  fivefold,  to 
nearly  $10  million  last  year. 

Fluorocarbon  was  founded  in  the 
mid-Fifties  by  George  Angle,  now 
vice  chairman,  an  engineer  who  saw 
the  advantages  of  Teflon  bearings  and 
seals  in  the  nascent  aerospace  indus- 
try. The  strategy  has  been  simple  and 
successful:  Engineer  and  make  high- 
precision  seals,  gaskets,  hoses  and  the 
like  to  meet  specific  customer  needs 
for  high  stress  or  extreme  tempera- 
tures. The  custom  work  means  low- 


Fhtorocarbon  's  Peter  Chunn 
Will  a  name  change  help? 


volume  runs,  which  mean  high  unit 
prices.  The  custom  work  also  means 
Fluorocarbon  is  more  immune  to  for- 
eign competition. 

Churm,  a  white-haired,  63-year-old 
Wisconsin  native,  with  32  years  at  the 
company,  runs  a  tight  if  somewhat 
eccentric  ship.  For  17  years  Fluorocar- 
bon has  worked  a  four-day  week, 
Monday  through  Thursday  from  7 
a.m.  to  5  p.m.  Besides  being  a  recruit- 
ing tool  the  short  workweek  enhances 
productivity,  Churm  insists,  through 
higher  morale  and  lower  absenteeism. 
(Most  Fridays  Churm  can  be  found  on 
the  tennis  court  at  his  second  home  in 
Palm  Desert.) 

There  is  only  one  part-time  secre- 
tary for  40  people  at  headquarters; 
Churm  answers  most  of  his  mail  by 
jotting  a  short  response  in  the  margin. 
He  forbids  any  executive  to  close  his 
door  ("It  creates  suspicion"). 

Tied  as  it  is  to  the  industrial  econo- 
my, Fluorocarbon  keeps  humming 
along.  In  the  first  quarter  sales  rose 
42%,  mostly  because  of  recent  acqui- 
sitions, pretax  earnings  26%  and  new 
orders  49%.  Churm  is  slowing  pro- 
duction of  automotive  seals  and  valve 
parts  in  anticipation  of  a  slow  sum- 
mer for  automakers.  But  the  appli- 
ance and  chemical  industries  remain 
strong.  And  record  orders  from 
Boeing,  Fluorocarbon's  largest  cus- 
tomer, have  forced  Churm  to  expand 
his  Seattle  plant,  which  turns  out 
plastic  panels  for  interiors  and  air- 
ducting  material. 

Despite  all  this,  Fluorocarbon's 
stock  lags.  At  a  recent  13,  it  com- 
mands a  multiple  of  around  9,  a 
bit  below  similar  outfits  like 
Parker-Hannifin.  One  reason: 
debt  from  recent  acquisitions. 
Another  reason,  of  course,  is  that 
unjust  association  with  chloro- 
fluorocarbons. Beyond  that, 
Churm  thinks  that  Fluorocar- 
bon's business  is  a  hard  one  for 
many  investors  to  understand  or 
get  excited  about.  "Seals  and 
bearings,"  he  shrugs,  "that's  not 
very  pizzazzy." 

Reluctantly,  Churm  is  taking 
one  big  step  that  he  hopes  will 
lift  Fluorocarbon's  stock  price. 
(He  owns  10%  of  its  6.5  million 
shares.)  He's  agreed  to  change 
the  company's  name.  The  per- 
son who  submits  the  winning 
name  by  mid- August  wins  100 
shares  of  stock.  So  far  he's  re- 
ceived 40-odd  names,  including 
Halocarbon  and  Fluorotech.  But 
one  cynic  -wxott  in:  "If  you're  so 
concerned  about  health  and  the 
environment  why  don't  you 
name  it  the  Oat  Bran  Co."  ■ 
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KOREAN 


INDUSTRY  LOOKS 

TO 

THE 

FUTURE 

by  William  Reinfeld  and  William  A.  W.  Krebs 
Arthur  D.  Little,  Inc. 


Forbes  Magazine  asked  Arthur 
D.  Little,  Inc.,  the  international 
management  and  technology 
consulting  firm,  to  provide  a 
review  of  the  Korean  economy 
and  business  environment  for 
this  special  supplement  on  Ko- 
rea. After  meeting  with  leaders 
cuf  Korean  industry  and  public 
affairs  in  Seoul  in  May  1989, 
William  Reinfeld  and  William 
Krebs  of  Arthur  D.  Little,  Inc. 
prepared  the  following  article. 

It  identifies  a  wide  range  of 
market  and  investment  oppor- 
tunities for  American  business 
and  provides  a  current  summa- 
ry of  key  economic  factors  bear- 
ing on  these  opportunities.  Em- 
phasis is  given  to  the  longer- 
range  driving  forces  and 
underlying  trends  that  will  de- 
fine Korean  industry's  increas- 
ingly significant  role  in  the  mul- 
tipolar world  of  the  '90s  and  the 
early  years  of  the  21st  century. 


The  lights  are  burning  late 
these  nights  in  the  execu- 
tive offices  of  South  Kor- 
ea's giant  industrial  con- 
glomerates as  well  as  in 
those  of  its  many  rapidly 
expanding  independent  business- 
es. While  some  of  this  executive 
overtime  is  necessarily  concentrat- 
ed on  steering  Korea's  enterprises 
through  a  turbulent  period  of  ad- 
justment to  political  and  economic 
change — worldwide  as  well  as 
within  Korea — even  more  of  it  is 
devoted  to  looking  far  ahead  into 
the  21st  century.  By  then,  many 
believe  Korea's  industry  will  be 
among  the  major  driving  forces  in 
a  global  economy  and  a  multipolar 
world. 

FROM  RAGS  TO  (ALMOST) 
RICHES  IN  25  YEARS 

By  any  measure,  the  perfor- 
mance of  Korea's  economy  over 
the  last  quarter  century  has  been 
astonishing.  In  1964,  Gross  Na- 
tional Product  per  capita  was  in 


the  range  of  $400,  with  a  heavy 
concentration  of  the  population  in 
the  impoverished  agricultural  sec- 
tor of  the  country  still  struggling 
with  the  aftermath  of  a  destructive 
internecine  war.  GNP  per  capita  in 
1988  is  estimated  to  have  reached 
$4,040  (1988  population  is  about  42 
million).  More  important,  the  basic 
structure  of  the  economy  has  been 
permanently  altered.  The  manu- 
facturing sector  today  produces 
some  30%  of  South  Korea's  GNP; 
service  industries  provide  almost 
60% ,  while  the  former  primary  in- 
dustries— agriculture,  forestry  and 
fisheries — account  for  the  remain- 
ing 10% . 

In  sum,  Korea  is  fast  approach- 
ing the  status  of  an  advanced  in- 
dustrial economy. 

CHANGES  IN  QUALITY  OF 
LIFE  AND  VALUES 

The  social  consequences  of  the 
changes  in  the  economy  can  be 
seen  in  quality-of-life  indicators: 
Average    caloric    intake    has    in- 
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At  a  cost  of  $166  million,  the  (k^S)  SAMSUNG  GROUP  has  built  the  large? 
color  picture  tube  plant  in  existence,  expanding  its  annual  capacity  to  11.5  million  tube? 

making  it  the  number  one  producer  in  the  worl 
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'S  ONLY  THE  BEGINNING. 


creased  50%  since  1965;  meat  con- 
sumption has  risen  three-fold;  the 
number  of  doctors  has  doubled; 
the  number  of  dentists  has  tripled; 
the  height  of  14-year-old  boys  has 
jumped  4^2  inches;  virtually  every 
household  has  a  television  set; 
70%  have  refrigerators,  and  50% 
have  telephones.  With  a  decline  in 
the  typical  workweek  from  60 
hours  or  more  to  a  more  reason- 
able level,  the  availability  of  leisure 
time  is  creating  new  interests  and 
new  domestic  markets.  A  related 
development  has  been  the  emer- 
gence of  a  flourishing  urban  mid- 
dle class;  in  Seoul,  average  wages 
are  reported  to  be  on  the  order  of 
$1,000  per  month,  and  rising.  A 
poll  conducted  last  year  by  the  lo- 
cal associates  of  Gallup  estimated 
that  nearly  2  million  South  Kore- 
ans participate  in  the  stock  market 
there.  The  index  rose  ten-fold  be- 
tween 1980  and  1988. 

Values  are  also  changing  in  the 
society.  There  is  a  growing  percep- 
tion of  the  military  having  a  more 
subordinate  political  role;  a  rise  in 
the  attractiveness  of  nonmilitary 
careers  such  as  in  the  government 
bureaucracy  or  the  industrial  sec- 
tor; a  new  tendency  to  challenge 
authority,  in  the  work  force  and 
even  in  the  family;  a  wave  of  some- 
what more  conspicuous  consump- 
tion among  the  growing  number  of 
the  well-heeled;  rising  discontent 
among  the  less  fortunate,  especial- 
ly in  the  countryside;  and  a  new, 
virtually  unshakable  confidence  in 
the  nation's  prowess — heightened 
by  the  success  of  the  1988  Olympic 
Games  in  Seoul  and  the  continued 
strengthening  of  the  economy. 

A  BANNER  YEAR 

Last  year  was  the  third  in  a  row 
that  growth  was  at  the  double-dig- 
it level  in  South  Korea,  and  most  of 
the  other  economic  news  was  good 
as  well.  Real  GNP,  reflecting  the 
strength  of  growing  domestic  de- 
mand and  a  solid  showing  by  the 
export  sector,  increased  12.27f 
compared  with  gains  of  12.8%  in 
1987  and  12.9%  in  1986.  The  cur- 
•pnf  account  surplus  grew  again  in 


1988,  reaching  $14.3  billion.  By 
year's  end,  Korea's  net  foreign 
debt  (gross  external  debt  minus 
Korean  foreign  assets)  had  fallen 
to  $7.3  billion,  a  $15.1  billion  de- 
crease for  the  year. 

Fueled  by  the  Olympic  Games, 
tourism  in  Korea  came  of  age  in 
1988  when  2.3  million  foreign  visi- 
tors poured  into  Seoul.  During  the 
month  surrounding  the  Games, 
television  around  the  world  car- 
ried images  of  gleaming  modern 


sports  facilities  and  well-organized 
events. 

Part  of  Korea's  success  in  pro- 
moting tourism  is  attributable  to 
the  high  quality  standards  of  its 
hotel  industry  and  the  growing  at 
tractiveness  of  its  national  air  carri 
er,  Korean  Air.  Not  only  the  inter- 
national chains  such  as  Hilton  but 
also  domestic  firms  such  as  Lotte — 
a  conglomerate  based  in  the  con 
fectionery,  beverages  and  retailing 
sector  with  sales  on  the  order  of  $3 
billion  annually — have  built  hotel 
facilities  that  rival  the  best  in  the 
world  in  amenities  and  service 
Korean  Air,  now  ninth  in  size 
among  the  world's  air  carriers,  has 
established  an  enviable  reputation 
for  customer  service  and  on-time 
performance. 


KOREA  KEY  ECONOMIC  INDICATORS 

(Unless  otherwise  indicated,  all  values  are  in  current  U.S.  $  Million) 


INCOME.  PRODUCTION. 
EMPLOYMENT 


%  Change 
1986      1987     1988     1986     1987     1988 


GNP 

102,726 

128,439 

169,154 

16.0* 

16.7' 

17.0* 

GNP  at  constant  11985)  prices 

101,314 

114,238 

128,159 

12.9' 

12.8* 

12.2* 

PercapitaGNP($| 

2,503 

3,098 

4,040 

15.5* 

15.5* 

15.9* 

Indices:  198,S  100 
Industrial  production 

120.6 

142.5 

161.9 

20.6 

18.2 

13.6 

AvR.  labor  productivity 

115  9 

130.6 

151.0 

15.9 

12.7 

15.6 

Avg.  industrial  wage 

109  2 

121.6 

148.4 

9.2 

11.3 

22.0 

Labor  force  (thousand) 

16,116 

16,873 

17,305 

3.4 

4.7 

2.6 

Avg  unemployment  rate  (%) 

3.8 

3.1 

2.5 

- 

- 

- 

Total  population  (thousand  mid-year) 

41,184 

41,575 

41,975 

0.93 

0.95 

0.96 

BALANCE  OF  PAYMENTS  AND  TRADE 

(.iold  and  FX  reserve;.  lOlticial!                     3,351 

3,615 

12,378 

15.6 

7.9 

242.4 

External  debt 

44,500 

35,600 

31,200 

-4.9 

-20.0 

-12.4 

Balance  on  current  account 

4,617 

9,854 

14,266 

- 

- 

- 

Balance  o(  trade  (FOB) 

4,206 

7,659 

11,561 

- 

- 

- 

Exports  (FOB) 

34,715 

47,281 

60,696 

14.6 

36.2 

28.4 

To  US.' 

13,880 

18,311 

21,404 

29.1 

31.9 

16.9 

Imports  |CIF) 

31,584 

41,020 

51,811 

1.4 

29.9 

26.3 

From  U.S.= 

6,545 

8,758 

12,757 

0.9 

33.8 

45.7 

Average  exchange  rate  |won/U.S.S| 

881.4 

822.4 

730.6' 

1.3 

-6.7 

-11.2 

Footnnics 

'Maior  exports  to  the  US   in.l9HH  Itn  US  S  mil ,  FOBI:  Electronics  <S  electrical  products  (4,6321, 

Textiles  (3,0851,  Automobiles  (3, 1361,  Footwear  (2,3361  Non-Electncal  Machinery  (1,991  j,  Iron  &  steel 

(1,0591,  Toys  (6691,  Luggage  &.  handbags  (4621,  and  Tires  &.  tubes  (I8SI. 

■Maiar  imports  from  the  U.S.  in  19HH  (m  U.S.  S  mil ,  ClFl  Nonelectrical  machinery  11,9611,  Electronics 

Si  electncal  products  (1, 7261,  Chemicals  (S,  chemical-related  products  (1,31 7',  Grains  (7881,  Rawhides  Si 

skins  (75 1 1.  Pulp  &  paper  (6251,  Iron  Sk  steel  (476),  Raw  cotton  (488),  Aircraft  (978),  Wood  (390),  and  Coal 

12041. 

'Exchange  rate  as  of  April  8,  1989:  US  $1  00-667  4  won. 

'  Percentage  changes  calculated  in  won  terms. 

Source:  Bank  of  Korea,  Econotnic  Planning  Board  and  Ministry  of  Finance,  U.S.  Embassy. 


How  Do  You  See  Hyundai? 

You  probably  picture  Hyundai  as  a  maker  of  affordable,  high- 
quality  cars. 

That  picture's  not  wrong.  Just  incomplete. 

Those  who  work  with  advanced  computers,  ships  and  nuclear 
power  plants  have  a  better  idea  of  our  scope. 

In  fact,  you'll  find  the  Hyundai  name  behind  sophisticated 
engineering  projects,  petrochemicals,  robotics  and  satellite 
communication  systems,  among  other  exciting  and  diverse 
industries. 

which  is  why  in  Korea,  Hyundai  has  become  a  symbol  of  our 
nation's  economic  progress. 

So  by  all  means,  remember  our  cars.  But  don't  forget  the  big 

'     AHYUNDAI 

K.P  O.  Box  92  Seoul,  Korea 

TLX:  K23111/5    FAX:  (02)  743-8963 
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TRADE  PAHERNS  RESPOND 
TO  POLICY  CHANGES 

Korea's  1988  trade  surplus  with 
the  U.S.  showed  a  much  desired 
decline  to  $8.6  billion,  down  11% 
from  the  $9.6  billion  surplus  re- 
corded in  1987.  Korean  exports  to 
the  U.S.  totaled  $21.4  billion,  a 
17%  increase  over  1987,  but  Kore- 
an imports  from  the  U.S.  were 
$12.8  billion,  a  46%  increase.  Key 
factors  in  reducing  the  politically 
sensitive  trade  surplus  with  the 
U.S.  were  the  managed  apprecia- 
tion of  the  Korean  won  and  Kore- 
an government  programs  aimed  at 
shifting  import  sources  away  from 
Japan. 

The  Korean  government,  partly 
in  response  to  pressure  from  the 
U.S.,  also  continued  to  implement 
tariff  cuts  aimed  at  reducing  aver- 
age tariff  rates  from  18.1%  in  1988 
to  8%  by  1993. 

In  response  to  fiscal  policy  initia- 
tives targeted  at  further  adjust- 
ment of  trade  patterns,  during 
1988  the  Korean  won  appreciated 
15.8%  against  the  U.S.  dollar.  Cu- 
mulative appreciation  against  the 
dollar  thus  came  to  30.4%  since 
September  1985. 

CHANGES  IN  THE  ECONOMIC 
AND  POLITICAL  WEATHER 

Korean  government  economists 
predict  a  slackening  in  economic 
activity  and  a  return  to  single-digit 
real  GNP  growth  in  1989  (probablv 
in  the  range  of  7%  to  8%).  They 
attribute  this  anticipated  "down- 
turn" to  a  loss  in  export  competi- 
tiveness (particularly  in  labor-in- 
tensive exports)  resulting  from 
won  appreciation,  wage  increases 
and  work  stoppages  due  to  labor 
unrest.  Government  economic 
planners  predict,  however,  that 
rising  domestic  demand,  particu- 
larly in  facility  investment  and 
public  construction  projects,  will 
contribute  significantlv  to  econom- 
ic growth  in  1989  and  that  the  cur- 
rent account  surplus  will  total  $9.5 
billion. 

On  the  political  front,  Korea  is 
working  its  way  through  a  some- 


times painful  transition  from  au- 
thoritarian rule  to  nascent  democ- 
racy. Under  the  firm  hands  of 
two  of  its  presidents  between 
1962  and  1988  many  of  the  stress- 
es engendered  by  economic 
growth  were  suppressed.  By  con- 
trast, Ihe  election  of  Roh  Tae 
Woo,  who  took  office  in  February 


There  Is  little  doubt  In  the 
minds  of  Korea 's  Industrial 
leaders,  however,  that 
democracy  Is  In  Korea  to 


stay. . . 


1988  through  a  democratic  pro- 
cess, is  ushering  in  an  era  of 
Korean-style  glasnost  and  peres- 
troika.  The  outcome  in  political 
terms  is  still  not  fully  predictable. 
There  is  little  doubt  in  the 
minds  of  Korea's  industrial  lead- 
ers, however,  that  democracy  is 
in  Korea  to  stay  and  that  the 
growing  pains — labor  and  student 
unrest,  strikes,  occasional  violent 
confrontations  in  the  streets  and 
sometimes  strident  political  skir- 
mishes— are  just  that  and  not  pre- 
cursors to  instability  or  counter- 
revolution. 

A  CONFIDENT  LOOK  AHEAD 

Certain  that  this  evaluation  of 
the  current  transition  is  a  correct 
one,  Korean  leaders  in  industry,  as 
well  as  their  counterparts  in  gov- 
ernment, and  scholars  in  Korea's 
independent  institutions  of  plan- 
ning and  analysis,  have  their  eyes 
on  the  horizon  of  the  last  decade  of 
this  centurv  and  the  early  years  of 
the  21st. 

On  the  part  of  government,  the 
best  evidence  of  this  long  perspec- 
tive is  in  the  recently  completed 


work  of  the  Presidential  Commis- 
sion on  Economic  Restructuring. 
Composed  of  25  highly  respected 
civil  leaders  from  various  seg- 
ments of  society  and  chaired  by  a 
former  prime  minister,  the  Com- 
mission was  charged  with  the  re- 
sponsibility of  identifying  econom- 
ic and  social  areas  demanding  im 
mediate  attention  and 

recommending  policies  to  accom- 
modate the  restructuring.  After 
itemizing  the  emerging  challenges 
facing  the  Korean  export-oriented 
economy,  the  Commission  called 
for  Korea  to  internationalize  its 
economy,  restructure  its  industry, 
and  move  toward  improving  social 
equity  as  well  as  the  quality  of  life. 

THE  PRIVATE  SECTOR  ALSO 
TAKES  THE  LONG  VIEW 

Within  the  private  sector  as  well, 
attention  is  focused  on  charting 
Korea's  path  into  the  21st  century. 
Acutely  aware  that  rising  tides  of 
protectionist  sentiment,  especially 
in  the  U.S.,  dictate  moderation  of 
the  nation's  reliance  on  exports  as 
the  engine  of  growth,  Korean  en- 
terprises have  already  begun  the 
transition.  Korean  manufacturers 
are  installing  plants  abroad  in  the 
advanced  industrial  economies,  ei- 
ther through  joint  ventures  or  out- 
right purchase,  both  to  secure  sta- 
ble market  access  and  to  acquire 
technology. 

This  is  evident  in  the  U.S. 
where,  several  years  ago,  one  of 
Korea's  leading  industrial  con- 
glomerates, Lucky-Goldstar,  in- 
stalled its  first  offshore  manufac- 
turing facility  in  Huntsville,  Ala. 
Other  Korean  manufacturers  soon 
followed,  not  all  of  them  industrial 
giants.  Just  recently,  BIF  (Borneo 
International  Furniture,  one  of 
Korea's  most  aggressive  medium- 
size  export-oriented  businesses) 
announced  plans  to  build  a  $20 
million  factory  in  Riverside  Coun- 
ty, Calif.  BIF's  energetic  founder 
and  president.  Sang  Sik  Wee,  says 
he  wants  his  company  "to  become 
the  Toyota  of  furniture." 

In  Europe,  also,  where  substan- 
tial changes  by  1993  are  foreseen, 
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Total  reliability: 

Ssangyong's  greatest  asset  for  50  years. 
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We  deliver  what  you  deserve:  the  best. 

Just  a  few  of  our  visible  accomplishments:  annual  trade  volume  of  $2  billion; 

a  Guiness  Book  record  with  construction  of  the  world's  tallest  hotel 

in  Singapore's  Raffles  Qty  ODmplex;  the  world's  largest  single  cement 

production  facility;  total  sales  volume  in  1988  of  well  over  $6  billion. 

Already  a  Korean  leader  in  oil,  automobiles,  machinery,  securities,  insurance, 

paper,  computer,  shipping  and  a  growing  number  of  other  areas  as  well, 

Ssangyong  is  now  becoming  recognized  internationally  in  projects  large  and  small. 

Why?  Not  just  because  of  our  visible  accomplishments,  but  because  of  the  invisible  reliability 

and  responsibility  to  provide  you  with  very  best  that  our  professionals  can  deliver. 

On  March  15,  1989,  help  us  celebrate  a  50  year  tradition  of  excellence  with 

our  new  symbol.  And  with  our  continuing  reliability  in 

an  expanding  number  of  business  activities. 


SsangYong 


•  Cmtfal  PO  Boir  4106  Stoul  Korea  •  Telex  DR.\CEM  K2M37  •  Phone  270-8U4  •  Fji    273-0981 
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Korean  enterprises  are  investing  in 
production  facilities.  In  1982,  Sam- 
sung Electronics  Co.  Ltd.  built 
Korea's  first  overseas  manufactur- 
ing plant  in  Lisbon  to  produce  col- 
or televisions  for  the  European, 
Middle  Eastern  and  African  mar- 
kets. In  1987,  Samsung  followed 
up  with  the  establishment  of  a 
plant  in  Billingham,  in  northern 
England,  to  produce  microwave 
ovens,  VCRs  and  televisions.  In  an 
early  move  to  enter  the  specialty 
car  manufacturing  sector  of  the 
emerging  European  Common 
Market,  in  1987  the  Ssangyong 
Group  took  over  the  Panther  Car 
Co.  Ltd.,  the  British  sports  car 
maker.  A  Samsung  plant  in  Spain 
will  begin  operations  this  year. 

Korean  industry  is  also  moving 
toward  manufacturing  in  the  lesser 
developed  economies  of  the  Pacific 
Rim  and  Asia  (such  as  Thailand, 


the  Philippines  and  Malaysia), 
driven  by  the  need  for  lower-cost 
labor  to  offset  fast-rising  domestic 
wages  and  won  appreciation.  The 

KotBd  has  an  established 
tradition  of  applying 
technology  to  all  kinds 
ofproblems. 

necessity  to  secure  access  to  critical 
industrial  materials  is  another  mo- 
tivation for  joint  ventures  and  in- 
vestment abroad. 


Hotel  Lotte  Reaches 
New  Heights  in  Luxury 


Hotel  Lolte 


Hotel  Lotte  Worli) 


■  2  017  Superb  Rooms 

Mdin  Bldg     1019  Roorr.i 
New  Wing       46^  Rooms 

Chdmshil         S  f )  RcK'mv 

■  22  Meeting  G  Convention  Rooms 

r  1am  BIdg    1 6  (4  000  Persons) 
Chamshil       6  (2  450  Persons) 

■  16  Restaurants  &  Bars 

Mdin  tiici^  '20 
New  Wing  S 
Chamshil      I  I 


I  Parlilng  for  6  860  Cars 

Mam  BIdg  (, 

New  Wing    I  860  Cars 

Chart  ■-hn      5  000  Cars 

I  Malor  Facilities 

Sauna  Pool  Duly  Free  Shop 
Executive  Flo<.^r  VIP  Lounge 
VIP  Elevator  iNew  Wing) 


(11  HOTEL  LOTTE      (li^  HOTEL  LOTTE  WORLD 

>^^  SfOUl    kORL*  ^■^^  CMV.(SHIl    SItKl    kOSLA 


Ovtrsiis  0"<crs  Nn  Votk  (201)  944-1117  Toll  FrH  ai>0'22  LOT^r  LA 

Oi  .■  Hotel  Lone 

"j'  :'■■-'--  Hold  LoiM World  ;      r 


''ft  900-24  LOTTE 


Complementing  the  expansivl 
international  policies  of  Korea! 
manufacturing  enterprises  is 
new  initiative  also  taken  by  thi 
Korean  private  sector  (265  compc 
nies  and  five  major  business  orgc 
nizations)  with  the  creation  in  lat 
1988  of  the  International  Privat 
Economic  Council  of  Kore 
(IPECK).  Directed  toward  enham 
ing  cooperation  in  trade  and  ir 
vestment  between  Korea  and  nor 
market  economies  with  whic 
Korea  does  not  have  formal  diplc 
matic  relations  (such 
China,  the  U.S.S.R.,  and  Easter 
Europe),  IPECK  is  developin 
comprehensive  overall  strategie 
for  furthering  economic  inter 
change. 

1 


A  UNIQUE  ASSET 

In  the  drive  for  internationaliza 
tion  of  its  manufacturing  sector 
Korea  has  a  unique  asset  among  it: 
Pacific  Rim  competitors — the  scal( 
of  its  largest  enterprises.  These  in 
elude:  Samsung  and  Hyundai, 
with  annual  consolidated  reve 
nues  approaching  $30  billion  each, 
Daewoo  and  Lucky-Goldstar,  with 
annual  consolidated  sales  of  $li 
billion  each,  and  the  remaining 
half  dozen  or  so  of  the  large  enter- 
prises, Sunkyong,  Ssangyong, 
Hyosung,  Korea  Explosives,  Han- 
jin,  Kia,  and  Lotte,  with  annu 
sales  ranging  from  $10  billior 
down  to  about  $3  billion. 


A  DRIVE  TOWARD  HIGH 
TECHNOLOGY 

Part  of  the  private  sector's  long 
range  strategy  for  achieving  ad 
vanced-country  status  early  in  the 
21st  century  is  developing  and 
maintaining  paritv  and,  in  some 
areas,  leadership  in  high  technol 
ogy.  Having  pioneered  among  de 
veloping  countries  more  than  two 
decades  ago  (with  U.S.  assistance) 
in  establishing  an  independent, 
broad-spectrum  national  research 
institute  (the  Korean  Institute  of 
Science  and  Technology — KIST), 
Korea  has  an  established  tradition 
of  applying  technology  to  all  kinds 
of  problems.  Just  recently,  for  ex 
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nple,  researchers  in  the  Korean 
dvanced  Institute  of  Science  and 
echnology,  an  offspring  of  KIST, 
■ported  the  development  of  a 
cvv  metal  that  resists  heat  up  to 
000"  C  and  corrosion  by  various 
:ids,  called  by  some  "the  stron- 
^st  alloy  in  the  world." 
What  is  relahvely  new,  and  sig- 
iticant  for  the  future  of  the  Kore- 
1  research  environment,  is  grow- 
ig  private-sector  investment  in 
igh  technology,  especially  in  ad- 
inced  electronics,  information 
vstems,  automation,  materials 
:ience  and  genetic  engineering. 
)ne  estimate  is  that  R&D  invest- 
lent  in  private  technology-based 
idustry  in  Korea  is  already  in  the 
inge  of  2%  of  gross  revenues  and 
,  targeted  to  rise  to  57o  or  more  in 
le  next  few  years.  (In  the  U.S.  the 
omparable  figure  is  in  the  range 
f  4%  to  8%.)  Because  of  the  great 

"We  are  a  valuable  ally 
and  a  potential  long-term 
partner  in  the  search  for 
multipolar  stability  anil 
democracy  in  Asia." 

i/.e  and  technological  sophistica- 
lon  of  Korea's  dozen  or  so  indus- 
rial  conglomerates— some  of 
vhich  can  easily  finance  R&D  at 
,  he  level  of  $500  million  a  year — 
his  trend  is  likely  to  have  global 
significance  for  technological 
:hange. 

One  example  is  the  R&D  pro- 
gram of  Samsung,  Korea's  largest 
ndustrial  conglomerate.  In  a  re- 
rent  year,  Samsung  invested  $300 
million  in  technological  research, 
roughly  4%  ofthe  total  sales  of  its 
manufacturing  subsidiaries. 

Hyundai,  also  one  of  Korea's  gi- 
ant conglomerates,  focuses  its 
R&D  on  in-house  technical  re- 
search institutes,  which  cover  in- 
dustrial plant  engineering,  auto- 
motive development,  locomotive 
and  rail  design,  electrical  engineer- 
ing, biotechnology,  electronics, 
snip  and  ship  systems  and  auto- 
mation. These  technical  efforts  are 
backed  up  by  a  company-funded 
economic  research  institute  that  is 
responsible  for  Hyundai's  long- 
term  strategic' planning  and  devel- 
opment. 


Low-rises.  2060  A.D. 


Hi-Tech.  2060  A.D. 


Will  today's  hi-rises  be  the  low-rises  of  tomorrow^  That  remains  to  be 
seen.  But  Samsung  audio  products  wilt  surely  be  high  on  everyone's  list. 


eg  SAMSUNG 

The  future  of  electronics. 
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REMOVING  A  STUMBLING 
BLOCK:  PROTECTING 
INTELLECTUAL  PROPERTY 

One  stumbling  block  to  high 
technology  seems  on  the  way  to 
being  removed:  Korea's  lack  of  ef- 
fective protection  for  intellectual 
property  rights.  New  laws,  which 
went  into  effect  in  1987,  have  al- 
ready helped  alleviate  unautho- 
rized use  of  copyrights,  patents 
and  trademarks,  although  to  date, 
according  to  informed  observers, 
enforcement  has  not  been  fully  ef- 
fective. Recently,  though,  the  Ko- 
rean government  has  established 
an  interministerial  task  force  to 
strengthen  enforcement  and  edu- 
cate the  Korean  public  on  the  im- 
portance of  protection  of  intellec- 
tual property  rights. 

OPPORTUNITIES  FOR 
AMERICAN  BUSINESS 

To  American  busmess,  Korea's 
drive  to  rise  into  the  ranks  of  the 
advanced  economies — to  become 
"the  Switzerland  of  Asia" — offers  a 
wide  range  of  opportunities.  In  the 
near  term  there  is  excellent  poten- 
tial for  U.S.  exporters,  particularly 
as  the  government  continues  to 
encourage  Korean  firms  to  seek 
new  supplier  relationships  with 
U.S.  firms  and  to  buy  American 
whenever  possible.  There  is  a 
strong  demand  for  U.S.  industrial 
raw  materials.  Also,  Korean  manu- 
facturers recognize  that,  in  order 
to  upgrade  product  quality  and  ar- 
rest rising  production  costs,  they 
must  acquire  more  advanced  pro- 
duction equipment. 

U.S.  firms  can  compete  very  ef- 
fectively in  Korea  for  sales  of  prod- 
ucts such  as  medical  equipment 
and  supplies,  communications 
equipment,  analytical  and  scientif- 
ic instruments,  electronic  industry 
production  and  testing  equip- 
ment, electronic  components,  food 
processing  and  packaging  equip- 
ment, industrial  controls,  special 
machine  tools  and  special-purpose 
computers  and  peripherals.  Korea 
will,  of  course,  continue  to  be  a 
major  market  for  U.S.  agricultural 
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commodities  as  well  as  industrial 
materials  such  as  coal,  chemicals, 
scrap  metals,  logs  and  lumber. 

The  Korean  government  will 
soon  embark  on  a  series  of  major 
infrastructure  projects  costing  an 


To  American  business, 
Korea's  drive  to  rise  into 
nie  ranl(s  of  the  ailyanced 
economies— to  become 
"the  Switzerlaml  of  Asia" 
—offers  a  wide  range 
of  opportunities. 


estimated  $10  billion  that  may  offer 
U.S.  firms  the  opportunity  to  pro- 
vide engineering  services  and 
equipment.  These  projects  include 
a  new  international  airport  near 
Seoul  (1989-1991),  a  high-speed 
railway  line  between  Seoul  and 
Pusan  (1991-1998)  and  an  East- 
West  high-speed  electric  railway 
line  between  Seoul  and  Kang- 
noong  (1991-1996).  In  addition, 
large-scale  expansion  of  the  con- 
tainer handling  facilities  of  the 
ports  of  Pusan  and  Kwangyang  is 
scheduled  to  begin  in  the  early-to 
mid-1990s.  At  least  two  major  Ko- 
rean corporations,  Samsung  and 
Hyundai,  have  plans  to  build  large 
petrochemical  complexes  in  the 
near  future  at  costs  of  over  $1  bil- 
lion each.  U.S.  knowhow  will  al- 
most certainly  be  a  valued  input. 

Licensing  and  technical  assis- 
tance agreements  provide  an  alter- 
native for  entry  into  the  Korean 
market.  At  the  end  of  1988,  royal- 
ties paid  by  Korean  firms  on  tech- 
nical licensing  agreements  with 
foreign  companies  totaled  $676.4 
million,  a  29.2%  increase  over  the 
$523.7  million   recorded   in    1987. 


The  largest  share  of  the  paymeni 
($330  million)  went  to  U.S.  compcf 
nies,  while  Japanese  firms  receivej 
$215  million. 

THE  CHALLENGE  TO  AMERICANi 
BUSINESS  LEADERS 

Over  the  longer  term,  the  cha.j 
lenge  to  American  business  leac 
ers  is  to  find  ways  of  linking  uj 
with  the  Korean  private  sector'! 
ambitious  plans  through  arrange! 
ments  that  will  yield  mutual  bene! 
fits: 

•  Facilitate  joint  manufacturin; 
ventures,  not  only  in  Korea,  bu 
in  the  U.S.  as  well; 

•  join  U.S.  firms  with  Korear| 
firms  in  pursuit  of  third-countr) 
markets; 

•  Step  up  the  exchange  of  technol-l 
ogy;  and 

•  Capitalize  on  both  sides'  marke 
strengths. 
In  doing  so,  Americans  shoul 

recognize  the  presence  in  Korea  o: 
a  large  cadre  of  English-speaking 
U.S. -educated  professionals,  tech-l 
nologists  and  opinion  leaders, 
who  are  eager  to  strengthen  their 
cultural,  political  and  economic 
ties  to  the  U.S.  as  a  counterweight 
to  Japanese  hegemony. 

Meanwhile,  during  the  next  few 
years  as  Korea  adjusts  to  a  more 
mature  democracy,  more  sophisti 
cated  labor-management  conflict 
resolution  and  a  restructured  agri 
culture  sector,  the  message  to 
America  from  Korea's  leaders  is 
virtually  unanimous: 

"Help  us  through  our  transition 
by  being  moderate  in  your  de- 
mands for  rapid  change  in  sensi- 
tive domestic  Korean  policies;  we 
are  a  valuable  ally  and  a  potential 
long-term  partner  in  the  search  for 
multipolar  stability  and  democracy 
in  Asia.  Give  us  time  and  under- 
standing. Our  fundamental  inter- 
ests— geopolitical  as  well  as  eco- 
nomic— are  truly  mutual." ■ 

Dr    IVillium  Rcinfcid  is  an  economic  develop- 
ment fipecialist  and  managing  director  of  the  Tai- 
wan oliice  ol  Arthur  D.  Little  Asia  Pacilic,  /ncP 
William  AW.  Krcbs  is  an  international  develop-l 
meni  consultant  for  the  Cambridge,  Mass.-based\ 
company 


"WE'RE  Changing  The  W  America 
Buys  OfflCE  Furniture."  .,.^,.-.. 

American  furniture  has  become  too  expensive.  That's  because  dealer  mark-ups  are  too  high.  BIF  is  different. 

We  control  products  from  the  raw  material  stage  to  customer  delivery.  We  start  with  our  logs, 

manufacture  in  our  own  plants,  and  sell  only  through  our  own  showrooms.  There's  no 

middleman.  No  dealer  mark-ups.  This  means  lower  prices  than  competitors.  And,  of 

course,  faster  delivery.  My  marketing  philosophy  is  now  proving  successful  across  the 

U.S.A.  and  in  31  other  countries.  By  using  the  finest  imported  woods  and  the  best  of 

Italian  design,  BIF  has  become  the  largest  manufacturer  of  furniture  in  Asia. 

We  are  now  in  the  process  of  opening  a  new  large-scale  plant  in 

California,  to  better  serve  the  American  demand  for  our  products. 


KOREA 


BIF  INC.  (L.A.) 

2230  TUBEWAY  AVE 

CITY  OF  COMMERCE  CA  90040 

Tel     (»13)  725-0711 

Fax  (213)  725  1050  (213)  724  2131 
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Kort'd/i  Air  A/i/i()Hfii't\*  A  Biuncr  Sclpi'chilc  Than  Yoiim. 


Korean  Air  ha,i  more  fliijhl.i  to  Seoul  than  nnxf  other  airluic.  10  a  week  from  Nei^>  York.  Aik)  N a 
H'eeK  Jro/n  Lo,i  Aiiijele.i,  uie/ti<h/it/  one  no/i,<top  every  (h\/.  IVi-  o/.w  /.uwe  7  iion.itop<i  H'eek/y  from  Hon- 
olulu. All  in  oil,  yl  fliijhl,'  a  week.  Plu.*  the  mo,<t  flujht.i  from  Seoul  to  other  eitiej  in  the  Orient.  Our 
(h'Oteation  to  eomr/iie/i/  .'ehethilintj  ho,<  helpecf  u.<  heeonie  o  lemUnij  worh^  oirline.  W{'\'e  been  hiuty. 

KSRE^  AIR 

The  Spirit  of  Koreo  /.'  ///  the  AirT 
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F  YOU  LAID  ALL  the  world's 
billionaires    end    to    end, 


By  Haitdd  Seneker 


you  wouldn't  have  a  long  line,  but  you 
would  have  an  extraordinarily  influential 
clan:  a  wealth  of  billionaires,  if  we  might 
put  a  collective  noun  to  this  group. 

Voyeurism  aside,  why  should  intelligent 
business  people  care  about  these  mega- 
wealthy?  Because  from  the  stories  and  his- 
tories of  these  89  men  and  3  women  and  52 
family  groups  there  is  much  to  be  learned 
about  global  business  trends. 

Take  the  hypermarket  concept  in  retail- 
ing, now  being  tried  in  the  U.S.  Why  did  it 
succeed  for  the  Weston  family's  George 
Weston  Ltd.  in  western  Canada  but  flop  in 
eastern  Canada?  The  Reichmanns,  to  take 


that 


another  example,  have  a  rea- 

son  for  building  in  London 

matters    to    Wall    Street — London's 


ever-growing  financial  power.  And  in  Tai- 
wan, Y.C.  Wang  has  concluded  that  it 
makes  sense  to  supply  his  island  with  pet- 
rochemicals from  Texas.  The  early  experi- 
ences testing  the  investment  waters  in  the 
communist  world  on  the  part  of  Sweden's 
Kamprad,  Italy's  Berlusconi,  Korea's 
Chung,  Hong  Kong's  Li  Ka-shing  and  Brit- 
ain's Robert  Maxwell  will  be  watched 
closely  by  anyone  tempted  to  follow  them. 
What  is  sometimes  overlooked  is  just 
how  widely  diffused  the  influence  of  the 
billionaires  has  become.  Imagine  a  corpo- 
rate executive  in  downtown  New  York, 
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What  is  sometimes 

overlooked  is  just 

how  widely  diffused 

the  influence  of  the 

foreign  billionaires 

has  become. 


Los  Angeles,  Seattle  or  Chicago.  His  firm  quite  pos- 
sibly rents  office  space  from  Canada's  Reichmann 
brothers,  Japan's  Shigeru  Kobayashi  or  Britain's 
Duke  of  Westmmster. 

Do  you  read  the  American  Banker^  Did  you  know  it 
is  owned  by  Canada's  Kenneth  Thomson? 

Or  how  about  the  recent  stock  market  rumor  that 
ran  Hilton  Hotels  up  ten  points.  The  rumor  was  that 
Japan's  Tsutsumi  brothers  were  bidding  against  each 
other  for  the  company.  Brother  bidding  against 
brother?  See  page  172. 

Are  you  a  tennis  player?  The  balls  might  be  Spal- 
ding— Venezuela's  Cisneros  family  bought  that  com- 
pany in  1984.  Do  you  drive  a  bmw?  Did  you  know  that 
West  Germany's  Quandt  family  owns  the  company? 
A  Hyundai?  That's  part  of  the  empire  controlled  by 
South  Korea's  Chungs.  Your  Chevy  may  well  contain 
parts  distributed  by  ai  International,  owned  by  the 
Al-Ghanims  of  Kuwait. 

When  you  travel,  do  you  or  does  your  travel  agent 
consult  the  Officuil  Airline 
Guiclci'  Since  last  year  it 
has  been  owned  by  the 
Czech-born  British  bil- 
lionaire, Robert  Max- 
well. Gambled  at  Las  Ve- 
gas' Dunes  Hotel?  It  is 
owned  by  Japan's  Masao 
Nangaku. 

We  don't  merely  chron- 
icle how  these  people  got 
their  wealth;  we  follow 
up  on  what  they  are  doing 
with  it  now.  And  wc  keep 
turning  up  new  billion- 
aires; the  new  entries  are 
indicated  with  a  star. 

How  have  we  found 
and  measured  our  wealth 
of  billionaires?  We  use  a 
straightforward  yard- 
stick: Any  individual  or 
family  with  a  net  (i.e.,  af- 


Billionaires  per  country* 


United  Suu-» 

Upan 

West  Gcnnanv 

Canadj  ^^^1 
Uniltd  Kingdom  ■■§ 
llaly  H^B 
France  ^^^1 
Honi!  Konx  I^H 
Taiwan  HB 
Saudi  Arabia  ^^H 
Switzerland  ^H  4 
Korea  H  4 
Colombia  ^B  3 
Brazil   E3  } 
Holland  CZl  3 
Spain   r    '  3 
Swiden   □  3 
Kuwait   L^  3 
Lebanon   [3  2 
Turkey   □  2 
Singapore  O  2 
Venezuela  Q  I 
Mexico  a  1 
Austria  D  1 
Bahrain  D  1 
Indonesia  Q  I 
India  D  1 
Autralia  Q  1 
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ter  debt)  worth  of  $1  billion  or  more  makes  the  list. 
To  assess  the  value  of  properties  we  use  recent  stock 
prices,  comparable  real  estate  valuations,  price/earn- 
ings multiples  and  currency  exchange  rates. 

Since  wealth  abroad  is  sometimes  held  in  compli- 
cated ways  designed  to  retain  control  or  bypass  vari- 
ous taxing  authorities,  we  count  property  as  owned 
if  it  is  involved  in  obvious  devices  for  ownership, 
like  family  holding  companies  or  cross-ownership, 
and  sometimes  less  obvious  ones,  like  certain  foun- 
dations designed  merely  for  tax  avoidance. 

One  big  difference  between  our  billionaire  group 
and  what  you  sometimes  see  in  other  magazines  is 
our  exclusion  of  royal  families  and  heads  of  state.  No 
Queen  Elizabeth;  no  Sultan  of  Brunei  (but  see  page 
264);  no  Kim  II  Sung.  For  all  the  charming  gossip 
they  generate  about  harems  and  fancy  palaces,  these 
are  feudal  fortunes,  not  capitalistic  ones,  and  so  are 
outside  our  view. 

Note,  too,  that  some  foreign  business  notables 

who  get  a  lot  of  press  be- 
cause they  are  widely  as- 
sumed to  be  "billion- 
aires" aren't.  (See  "A  few 
who  failed  to  make  the 
cut,"  page  211.) 

Finally,  a  word  on  the 
U.S.  billionaires:  The 
net  worth  estimates  giv- 
en have  been  updated 
from  our  latest  listings 
of  the  400  richest  Amer- 
icans to  take  account  of 
recent  stock  market 
prices,  but  the  figures — 
and  the  list  itself — are 
preliminary.  For  our 
deeper  analysis  of  Amer- 
ican billionaires  and  bil- 
lionaire families,  see  the 
eighth  annual  Forbes 
Four  Hundred,  which 
will  appear  in  October. 


55 


41 


'Plus  llie  Aga  Kahn,  citizen  of  the  world. 
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Meanwhile,  back  in  the  U.S.A. 

The  U.S.  continues  to  hold  the  world  lead  in  billion- 
aires, with  55  identifiable  individuals  having  a  net 
worth  estimated  at  over  $1  billion  as  we  go  to  press. 
That  compares  with  41   from  second-place   Japan — 
where  stratospheric  real  estate  prices  account  for  18  of 
the  billionaires — and  20  from  third-place  Germany.  But 

even  the  55  are  not  the  whole  story.  Below  are  27 
additional  American  families,  comparable  to  the  for- 
eign families  included  on  these  pages,  who  also  have 
combined  net  worths  exceeding  $1  billion.  They  and 
others  will  be  covered  in  detail  in  the  eighth  annual 
Forbes  Four  Hundred,  appearing  in  October. 

Sam  Walton  and  family 

$8.7  billion 

Kirk  Kerkorian 

$1.1  billion 

Warren  Edward  Buffett 

S3. 5  billion 

Edward  Lewis  Gaylord 

$1.1  billion 

John  Werner  Kluge 

$3.2  billion 

William  Henry  Gates  III 

Sl.l  billion 

Henry  Ross  Perot 

$3.0  billion 

Charles  de  Ganahl  Koch 

$1.1  billion 

Samuel  Irving  Newhouse  Jr. 

$2.6  billion 

David  Hamilton  Koch 

Sl.l  billion 

Donald  Edward  Newhouse 

$2.6  billion 

Harold  Clark  Simmons 

$1.1  billion 

Henry  Lea  Hillman 

$2.5  billion 

Philip  Frederick  Anschutz 

$1.1  billion 

Sumner  Murray  Redstone 

$2..5  billion 

David  Rockefeller 

$1.1  billion 

Ted  Arison 

$2.5  billion 

Michael  Robert  Milken 

$1  billion + 

Lester  Crown 

S2.4  billion 

Sid  Richardson  Bass 

$1.0  billion 

Barbara  Cox  Anthony 

S2.3  billion 

Lee  Marshall  Bass 

S 1. 0  billion 

Anne  Cox  Chambers 

$2.3  billion 

William  Bernard  Ziff 

$1.0  billion 

1      Jay  Arthur  Pritzker 

S2.2  billion 

Donald  Worthington  Reynolds 

$1.0  billion 

'      Robert  Alan  Pritzker 

$2.2  billion 

Additional  U.S.  family  fortunes 
estimated  over  $1  billion 

David  Packard 

$2.0  billion 

Donald  Leroy  Bren 

$1.9  billion 

du  Pont  family 

S 10  billion 

Adolph  Alfred  Taubman 

$1.9  billion 

Hearst  family 

$3.8  billion 

Harry  Brakmann  Helmsley 

$1.7  billion 

Mellon  family 

$3.4  billion 

Marvin  Harold  Davis 

$1.6  billion 

Getty  family 

$3.4  billion 

Robert  Muse  Bass 

81. 6  billion 

Dorrance  family 

$3.1  billion 

Leslie  Herbert  Wexner 

$1.6  billion 

Cargill/MacMillan  family 

S2.8  billion 

August  Anheuser  Busch  Jr. 

$1.6  billion 

McCaw  family 

$2.2  billion 

Samuel  Jayson  LeFrak 

$1.5  billion 

Chandler  family 

$2.1  billion 

Ronald  Owen  Perelman 

$1.5  billion 

Bancroft  family 

$1.9  billion 

Keith  Rupert  Murdoch 

$1.5  billion 

Phipps  family 

SI. 9  billion 

Donald  John  Trump 

$1.5  billion 

Ford  family 

$1.7  billion 

Edward  John  DeBartolo 

81.4  billion 

Lilly  family 

SI. 7  billion 

Forrest  Edward  Mars  Sr. 

$1.3  billion 

Upjohn  family 

S1.5  billion 

Forrest  Edward  Mars  Jr. 

$1.3  billion 

Lauder  family 

SI. 4  billion 

John  Franklyn  Mars 

$1.3  billion 

Rudin  brothers 

$1.4  billion 

Jacqueline  Mars  Vogel 

$1.3  billion 

Milliken  family 

SI. 4  billion 

Edgar  Miles  Bronfman 

$1.3  billion 

CuUen  family 

$1.3  billion 

Leonard  Norman  Stern 

SI. 3  billion 

Nordstrom  family 

$1.2  billion 

Ray  Lee  Hunt 

$1.3  billion 

Hall  family 

$1.1  billion 

Charles  F.  Feeney 

$1.3  billion 

Weyerhaeuser  family 

$1,0  billion 

Carl  Celian.Icahn 

$1.2  billion 

Blaustein  family 

$1.0  billion 

Laurence  Allan  Tisch 

$1.2  billion 

Weis  family 

$1.0  billion 

Preston  Robert  Tisch 

$1.2  billion 

Durst  brothers 

$1.0  billion 

Margaret  Hunt  Hill 

$1.2  billion 

Allen  family 

$1.0  billion 

Walter  Hubert  Annenberg 

$1.2  billion 

Hoiles  family 

$1.0  billion 

Stephen  Davison  Bechtel 

SI. 2  billion 

Bacardi  family 

$1.0  billion 

William  Redington  Hewlett 

$1.1  billion 

Wattis  family 

$1.0  billion 

■ 
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Anyone  can  have  a  great  idea.  Make  sure  everyone  else  thinks  ifs  a  great 


i 


The  difference  belween  an 
idea  and  an  idea  that  sells  can  be 
a  Macintosh'  Ilex  computer,  an 
Apple  Scanner  and  a 
LaserWiter'  printer 


You  can , 

'« tnore  brilliant  A  Madnt\ 

helps  ymi  creak  eivr\'thingfron\ 

heads  to  slides  to  brochures  in  liiinX 


€•  19S9  Applf  Com/<uler.  Ik 


^  ss  it  with  Apple  Desktop  Media!" 


,«•• 


4  uu  [diinn                                                  m 

'  [■^—ii— —^^ 

1^ 

^ 

4 

Product  demos  and  learning  tours  are  as  easy  as  clicking  the  mouse. 
With  a  Macintosh  Ilex.  AppleCD  SCDriie.  Hy{)erCard  and  animaiion 
software,  you  can  literally  make  a  great  idea  fly 

The  power  to  be  your  best"'*. 


For  AeAf^le  Desktop  Mediadeolernearest you.  call  800- 538  96%.  ext.  200.  orcaHyour^^ler^msen/atiiv 


Finally,  some  tiad  news  for  drug  lords 


Eventually  it  happens  to  any  growth  business:  Profit 
margins  get  squeezed.  Judging  from  key  U.S.  gov- 
ernment data  on  the  cocaine  trade,  it's  happening  nov^ 
to  the  billionaire  drug  merchants  on  these  pages. 
Forbes  calculates  profits  have  plunged  by  almost  70% 
since  1985.  Today's  profits  are  still  enormous;  The 
cocaine  cartels'  net  margins  are  probably  40%.  But 
margins  used  to  be  on  the  order  of  70% . 

What's  causing  the  squeeze?  Since  1985  the  average 
price  per  kilo  in  the  U.S.  has  been  cut  nearly  in  half,  to 
$22,500  (wholesale)  last  year.  While  rising  sales  volume 
has  made  up  for  some  of  the  squeeze,  worldwide  pro- 
duction of  coca  in  the  key  supplier  countries — Peru, 
Colombia,  Bolivia,  and  Ecuador — has  increased  by  only 
one-third,  meaning  there  simply  isn't  enough  cocaine 
alkaloid  available  to  expand  supplies  that  much.  Mean- 
while, delivery  costs  are  rising,  delivery  costs  including 
such  items  as  hiring  gunmen  and  paying  off  crooked 
officials. 

Cocaine  prices  in  Europe,  once  $55,000  a  kilo,  are 
still  ahead  of  U.S.  prices,  but  arc  now  dropping  even 
faster  than  they  have  in  the  U.S.,  where  they  have 
stayed  firm  so  far  this  year.  Meanwhile,  seizures  in  the 
U.S.  and  Europe  have  more  than  doubled  since  1985,  to 
almost  60  metric  tons  last  year,  costing  traffickers 
some  $600  million — which  also  increases  overhead. 
And  this  year  seizures  are  up  again. 

The  best  drug  news  of  all  is  this:  There  are  signs  that 
demand  for  cocaine  in  much  of  the  U.S.  is  actually 
shrinking,  mainly  because  more  people  are  realizing 
that  drugs  are  a  dangerous  plaything.  Coke  has  gone  out 
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*  In  U.S.  and  Europe,  as  of  tlic  end  of  eacli  year. 
Source:  Drug  Enforcement  Administration^ 
State  Department;  FORBFS  estimates 
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of  fashion  on  Wall  Street,  in  Hollywood  and  around 
Biscayne  Bay.  According  to  an  annual  University  of 
Michigan  survey,  this  year  8%  of  high  school  seniors 
nationwide  said  they  use  cocaine.  That  is  a  sickeningly 
high  figure.  But  it's  down  from  an  even  worse  13%  just 
two  years  ago.  Crack  use  also  fell,  to  3.1%  from  4%. 

Maybe  that's  why  Colombia's  vicious  lords  are  in- 
vesting in  farmland.  It's  not  that  they  are  going  straight, 
just  diversifying  against  market  risk. — Claire  Poole 


COLOMBIA 


GONZALO  RODRIGUEZ  GACHA 

Gacha  For  Warlord 

On  May  1  Rodriguez  C.acha's  19-year- 
old  son,  Freddy  Gonzalo  Rodriguez 
Salades,  was  arrested  at  the  Mcdcllin 
airport.  No  cocaine  was  found  on  the 
small  aircraft  he  was  piloting.  But  an 
arsenal  of  firearms  was.  He  was  re- 
leased last  month  on  a  technicality — 
is  anyone  surprised? 

The  Gachas  kill  people  for  a  liv- 
ing— mostly  with  cocaine,  but  also 
with  guns.  Their  huge  drug  profits 
have  started  flowing  into  legitmiate 


businesses:  Over  the  past  decade  Ga- 
cha and  other  "narco  ranchers"  have 
invested  billions  in  Colombian  real 
estate — by  one  estimate,  about  one- 
twelfth  of  Its  productive  farmland. 

Gacha's  henchmen  are  also  taking 
over  local  politics.  In  mayoral  elec- 
tions last  year  in  the  Magdalena  re- 
gion, Gacha  associates  gained  control 
of  five  city  governments.  Heavily 
armed,  Gacha  now  has  a  base  for  what 
could  become  a  new  drug  quasi-state. 

Their  influence  reaches  even  into 
New  York  City.  Undercover  Drug  En- 
forcement Administration  agents  last 
July  arrested  three  members  of  Ga- 
cha's New  York  distribution  network, 
seizing  1,350  pounds  of  pure  cocaine. 
This  upset  "the  Mexican,"  as  Gacha 
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is  called.  Three  months  later  New 
York  Mayor  Ed  Koch  and  Robert  Stut- 
man,  who  heads  the  dea's  New  York 
office,  became  the  objects  of  three  Ga- 
cha-hired  hitmen,  who  were  arrested 
in  midtown  Manhattan.— Claire  Poole 


OCHOA  FAMILY 
Still  At  Large 

The  Colombian  authorities  let  co- 
caine capo  Jorge  Luis  Ochoa  Vasquez 
get  away  twice — in  1986,  when  he 
was  extradited  from  Spain  and  later 
set  free,  and  in  1987,  when  he  bought 
his  way  out  of  jail  with  the  help  of  a 
bumbling  Bogota  prison  official. 


Jorge  Luis  Ochoa  Vasquez 


Last  year  Ochoa  apparently  had 
good  luck  with  U.S.  authorities,  too. 
Richard  Gregorie,  former  chief  assis- 
tant U.S.  Attorney  in  Miami,  says  the 
State  Department  scrapped  a  plan  to 
lure  Jorge  and  his  brother,  Fabito,  into 
a  neighboring  country,  which  was  to 
arrest  them  and  then  hand  them  over 
to  the  U.S.  But,  says  Gregorie,  the 
U.S.  ambassador  to  the  participating 
country,  claiming  concern  for  the 
safety  of  Americans  doing  business 
there,  "had  a  fit"  when  he  learned  of 
the  plan,  and  quashed  it.  "It  was  the 
last  straw,"  says  Gregorie,  who  quit  to 
go  into  private  law  practice. 

Forbes  has  learned  the  country  was 
Venezuela;  the  ambassador.  Otto  J. 
Reich.  Reich  won't  confirm  or  deny 
that  he  was  involved,  but  asks  rhetori- 
cally: "If  we  had  an  opportunity  to 
capture  a  major  drug  trafficker  in  a 
well  thought  out  operation  with  full 
cooperation  of  the  host  country,  do 
you  think  we  would  give  it  up?" 

Jorge  Ochoa,  like  his  cartel  cohort 
Gacha,  is  expanding  m  the  New  York 
area  to  further  increase  his  family's 
estimated  $2  billion  in  accumulated 
drug  profits.  On  Long  Island  last  sum- 
mer the  DEA  seized  6,000  pounds  of 
cocaine,  worth  around  $500  million 
on  the  street,  hidden  in  cartons  la- 
beled "unsweetened  Ecuadorean  coca 
chocolate."  Ochoa's  markings  appar- 
ently were^on  them. — Claire  Poole 


PABLO  ESCOBAR  GAVIRIA 

Presidente  Don  Pablo? 

Escobar  Gaviria's  former  partner,  Car- 
los Lehder,  is  in  a  U.S.  jail,  but  Esco- 
bar, the  notorious  head  of  the  Mede- 
llin  cocaine  cartel,  proves  elusive  as 
ever.  Last  February  Colombian  au- 
thorities, in  Operation  Primavera, 
busted  26  cocaine  manufacturing 
sites  and  confiscated  1.3  tons  of  co- 
caine in  both  base  and  finished  form 
as  well  as  enough  chemicals  to  make 
104  tons  more.  But  at  Escobar's  Haci- 
enda Napoles,  near  Medellin,  the  cops 
found  little  more  than  the  drugster's 
three  caged  elephants.  Escobar,  as  he 
had  done  a  dozen  times  before,  es- 
caped again. 

Not  so  lucky  was  Felix  Gallardo.  He 
was  Mexico's  biggest  drug  lord,  and 
trafficked  for  Escobar.  Gallardo, 
caught  at  his  Guadalajara  home  in 
April  by  Mexican  authorities,  shipped 
more  than  4  tons  of  cocaine  across  the 
U.S. -Mexico  border  each  month. 

The  best  way  to  stop  Escobar  from 
further  adding  to  his  wealth — now  es- 
timated at  more  than  S3  billion — is  to 
find  and  arrest  him,  and  extradite  him 
to  a  U.S.  court  he  can  neither  buy  nor 
intimidate.  But  even  the  State  Depart- 
ment admits  that  extradition  isn't 
likely.  Colombia  hasn't  even  properly 
ratified  its  extradition  treaty,  which 
was  suspended  in  1987. 

When  will  the  extradition  treaty  be 
ratified?  Probably  not  soon.  As  Esco- 
bar late  last  year  told  a  young  woman 
reporter  who  managed  to  find  him 
when  government  forces  couldn't: 
"The  people  accused  of  drug  traffick- 
ing are  the  only  ones  investing  in  our 
country.  It'll  be  shown  that  the  people 
are  for  legalization  (of  drugs]  and  am- 
nesty [for  traffickers]."  It  sounded  as  if 
Don  Pablo  were  running  for  presi- 
dente.— Claire  Poole 


VENEZUELA 


THE  CISBTEROS  FAMILY 
Venezuelan  Cosmopolites 

"A"  One  of  Venezuela's  richest  fam- 
ilies, the  Cisneros  brothers  have  been 
expanding  their  interests  overseas  for 
most  of  this  decade.  Last  year  they 
acquired  7%  of  the  U.K.'s  Mountleigh 
Group  and  4.3  acres  of  London  real 
estate,  including  Paternoster  Square, 
an  office  and  retail  complex  next  to 
St.  Paul's  Cathedral.  Now  the  Cisne- 
ros boys  are  looking  for  local  partners 
to  help  with  the  development.  Gusta- 
vo Cisneros,  44,  the  current  family 
patriarch,  explains:  "With  the  Com- 
mon Market  opening  up,  we  believe 
London  will  be  the  most  exciting  real 


Pablo  Escobar  Gai  iria 


Gustavo  and  Ricardo  Cisneros 

estate  market  in  the  world.  So  we  are 
trying  to  locate  partners  from  whom 
we  can  learn." 

In  the  U.S.  the  Cisneros  brothers 
have  bought  Questor  Corp.,  which  in- 
cludes Spalding,  the  sporting  goods 
company,  and  Evenflo  baby  products. 
They  are  licensing  the  Spalding  name 
worldwide,  especially  in  Japan  and 
the  Far  East. 

But  the  brothers  have  not  turned 
their  back  on  their  own  country,  and 
recently  invested  S280  million  for 
40%  of  a  local  aluminum  processor. 
Says  Cisneros,  "Venezuela  is  really 
like  Korea  was  10  or  15  years  ago." 

Like  most  capitalists  in  the  devel- 
oping world,  the  Cisneros  family 
came  from  humble  beginnings.  In 
1929  Diego  Cisneros  was  a  teenager 
working  for  a  car  dealer  in  Caracas. 
He  borrowed  money  to  buy  a  chassis 
for  an  old  dump  truck,  which  he  con- 
verted into  a  bus  that  was  the  begin- 
ning of  Organizacion  Diego  Cisneros. 
The  big  break  came  in  1940  when 
Diego  and  his  brother  Antonio  won 
the  Pepsi  franchise  for  Venezuela, 
sweetened  it  to  local  tastes  and  under- 
cut Coca-Cola  on  price.  Pretty  soon 
Pepsi  was  number  one  in  Venezuela, 
and  the  Cisneros'  company  was  the 
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largest  independent  Pepsi  franchise  in 
the  world.  With  the  cash  flow,  Diego 
branched  out  in  all  directions.  The 
founder  died  in  1980,  but  Organiza- 
cion  Diego  Cisneros  now  touches  al- 
most every  part  of  Venezuela — media, 
supermarkets,  beverages,  baby  food, 
health  and  beauty  aids,  records,  pack- 
aging, and  the  former  Sears'  stores 
(now  called  Maxy's).  Later  came  ex- 
clusive rights  to  Apple  Computer  and 
Digital  Equipment,  and  Burger  King 
and  Pizza  Hut  franchises. 

Gustavo  runs  the  business  with  his 
brother  Ricardo,  40.  A  cosmopolite 
who  travels  the  world  with  a  personal 
fitness  tramer  and  owns  Richard  Nix- 
on's old  Fifth  Avenue  apartment, 
Gustavo  and  his  family  are  new  to  our 
list  this  year.  Estimated  family  for- 
tune: $1.2  billion. — Claire  Poole 


BRAZIL 


ANTONIO  ERWRIO  DE  MORAES 
ABTD  FAMILY 

Businessman  Of  The  Decade 

Brazil  should  prepare  "for  the  worst," 
Antonio  Ermirio  dc  Moraes  warned  in 
a  press  conference  in  Brasilia  late  last 
year.  "As  in  1964,  the  specter  of  a 
military  coup  prowls  around  the  pres- 
idential palace  because  of  the  civilian 
government's  inability  to  overcome 
the  economic  crisis." 

Belying  his  pessimistic  outburst, 
Ermirio  continues  to  show  great  con- 
fidence in  Brazil's  future.  Ermirio's 
family's  Votorantim  is  the  largest  in- 
dustrial group  in  Brazil.  The  $2  billion 
(revenues)  company  last  year  acquired 
a  paper  company,  announced  con- 
struction of  a  brand-new  hydroelec- 
tric plant  (the  group  already  has  at 
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least  18  in  operation),  and  entered  the 
orange  juice  business,  where  it  ex- 
pects to  produce  100,000  tons  a  year. 

Last  year  Gazeta  Mercantil,  Brazil's 
leading  business  publication,  elected 
Ermirio  "Businessman  of  the  Year."  It 
was  the  tenth  year  in  a  row  he  won 
the  award. 

Votorantim  was  founded  in  1918  by 
Antonio  Pereira  Ignacio,  a  Portuguese 
shoemaker.  Today  the  group  is  equal- 
ly owned  by  four  members  of  the  third 
generation.  They  are  Antonio,  61,  and 
his  three  siblings:  Jose  Ermirio  Jr.,  Er- 
mirio Pereira  and  Marie  Helena  (rep- 
resented by  her  husband,  Clovis  Scri- 
pilliti).  Behind  them  are  23  cousins 
eligible  for  running  the  $1.5  billion 
family  fortune. — Patrice  Duggan 


ROBERTO  BIARINHO 

Press  Lord 

Nothing  better  illustrates  the  growing 
sophistication  of  Third  World  econo- 
mies than  this:  Roberto  Marinho,  one 
of  Brazil's  biggest  capitalists,  is  invad- 
ing Europe.  His  company,  Globo,  has 
been  exporting  its  novelas  (soap  op- 
eras) to  some  90  countries  (they're 
dubbed    or    subtitled).    Now    Globo 
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Ruherio  Marniho 


wants  partners  in  Europe.  The  aim  is 
to  grab  more  of  the  eec's  tv  program- 
ming market  by  1992.  Globo  is  trying 
to  sell  the  norckui  to  Japanese  tv  net- 
works (nearly  a  million  people  of  Japa- 
nese descent  live  in  Brazil). 

in  the  1920s  Marinho  was  writing 
editorials  in  Brazil's  most  important 
newspaper,  O  cJ/oIx),  founded  by  his 
father.  Today  he  has  a  more  powerful 
outlet:  his  Rede  Globo  tv  network,  a 
near-monopoly  in  Brazil  and  the 
fourth-largest  network  in  the  world 
(after  abc,  cbs  and  nbc  in  the  U.S.). 
Beyond  media,  Marinho's  Globo  Or- 
ganization, based  in  Rio  de  Janeiro, 
owns  cattle  ranches,  shopping  cen- 
ters, a  major  art  collection  and  much 
more.  Early  this  year  Marinho  joined 
Bahrain-based  Arab  Banking  Corp. 
(one  of  Brazil's  creditors)  to  form  an 
investment  bank  in  Brazil. 

Privately  owned  Globo  Organiza- 


tion's revenues  are  estimated  at  close 
to  $1  billion.  After  Roberto?  Of  his 
three  sons,  Roberto  Irineu  Marinho  is 
believed  the  most  likely  to  succeed 
his  father. — Patrice  Duggan 


SEBASTlAO  CAMARGO 

Confident  In  Brazil 

Camargo's  $1.3  billion  (1987  net  as- 
sets) construction  and  engineering 
conglomerate,  Camargo  Correa,  has 
taken  part  in  Brazil's  hugest  projects: 
Brasilia  in  the  1950s;  Itaipu,  one  of  the 
world's  largest  hydroelectric  plants, 
in  the  1970s;  and  the  Amazon  hydro- 
electric plant,  Tucurui,  in  the  1980s. 
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Sebastido  Camargo 


In  1987  Camargo  Correa,  long  close  to 
Brazil's  political  powers,  had  reve- 
nues of  $2.4  billion. 

Now  80,  Camargo,  who  lives  in  a 
heavily  guarded  house  in  Sao  Paulo,  is 
planning  for  the  1990s.  This  year  the 
state  of  Sao  Paulo  announced  he  had 
offered  to  purchase  Via^ao  Aerea  de 
Sao  Paulo,  a  state-owned  airline.  He  is 
also  building  a  $30  million  shopping 
mall  in  a  wealthy  Sao  Paulo  neighbor- 
hood, where  civil  disorder  and  eco- 
nomic disarray  seem  distant. 

Camargo,  one  of  ten  children  bom 
to  a  farmer,  built  the  company  from 
scratch  out  of  a  small  subcontractor 
he  and  partner  Sylvio  Correa  (who 
died  in  1965)  founded  in  1938.  Today 
Camargo  Correa  has  33  companies 
and  some  40,000  employees.  Camargo 
hasn't  announced  retirement  plans, 
but  the  line  of  succession  is  set:  Mar- 
ried 43  years,  Camargo  has  three 
daughters.  All  of  their  husbands  are  in 
the  company. — Patrice  Duggan 


MEXICO 


GARZA  SADA  FAMILY 
The  Way  In  Monterrey 

The  Garza  Sada/Garza  Lagiiera  clan  is 
recuperating  from  Mexico's  economic 
crisis  of  the  early  1980s.  They  have 
renegotiated  their  foreign  debts  and 
are  again  investing  in  their  coimtry. 
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With  the  complex  restructuring, 
the  family  has  had  to  give  up  some 
equity.  But  the  value  of  their  holdings 
in  the  Monterrey  Group,  as  the  over- 
all empire  is  know^n,  still  comes  to 
about  $1.9  billion.  Alfa  is  the  family's 
steel    and    petrochemical    combine 


SIPA 


Bernardo  Garza  Sada 


(sales,  $1.6  billion).  Visa  is  its  beer 
(Dos  Equis,  Tecate)  and  packaging 
business  ($1.1  billion). 

With  their  balance  sheets  tidied 
through  these  equity-for-debt  swaps, 
the  Garza  Sada  enterprises  are  on  the 
move  again.  Cydsa,  their  fibers  and 
plastics  concern,  bought  the  remain- 
ing 40%  in  Mexican  resins  maker  Po- 
licyd  from  bf  Goodrich,  and  Alfa  ac- 
quired Temex,  a  petrochemical  com- 
pany, from  the  Mexican  government 
for  $200  million.  Like  Mexico  itself, 
the  Garza  Sadas  seem  to  have  come 
through  the  economic  crisis  bloody 
but  not  beaten. — Claire  Poole 


CANADA 


KEIVNETH  COLIN  mvING 

Lord  Of  The  Maritimes 

"Irving  owns  practically  all  of  New 
Brunswick,"  says  Montreal  money 
manager  Stephen  Janslowsky.  "It's 
one  of  the  last  feudal  states  in  the 
world."  Maybe  not  feudal,  but  cer- 
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tainly  powerful  and  integrated. 

Based  in  St.  John,  N.B.,  Irving — 
vigorous  at  90— his  three  sons  and 
now  grandsons  preside  over  a  verti- 
cally integrated  timber  and  oil  em- 
pire estimated  to  be  worth  $6  billion, 
and  certainly  over  $4.5  billion.  The 
Irvings  get  wood  from  their  3-mil- 
lion-plus  acres  of  timberland;  cut  it 
at  their  sawmills  or  run  it  through 
their  pulp  mills;  ship  it  in  their 
trucks  or  ships  fueled  with  gasoline 
or  diesel  fuel  from  their  refinery;  and 
reveal  what  they  want  to  (very  little) 
in  their  newspapers.  As  one  source 
close  to  the  family  puts  it:  "They  are 
always  their  best  customers."  Their 
St.  John  Shipbuilding  continues  work 
on  a  $5  billion  frigate  contract  award- 
ed for  the  Canadian  navy  in  1983.  All 
this  from  K.C.'s  original  gas  station  in 
the  1920s. 

The  Irvings  also  make  wood  prod- 
ucts, from  tissue  to  deck  furniture. 
The  new  U.S. -Canada  Free  Trade 
Agreement  will  soon  let  them  export 
finished  goods  tariff -free  to  the  U.S. 

Last  December  Irving  Oil  bought 
out  Chevron's  49%  stake  in  the  New 
Brunswick  refinery.  There  is  no  short- 
age of  customers  for  the  refinery's 
output:  Irving  Oil  owns  some  3,000 
gas  stations  in  Canada  and  over  100  in 
Maine.  Last  fall  the  Irvings  bought  a 
station  in  New  Hampshire;  industry 
observers  speculate  that  the  Irvings 
will  build  a  gas  station  chain  that  will 
one  day  stretch  down  1-95,  all  the  way 
to  Key  West,  Fla. — Katherine  Weisman 
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GALEN  AND  GARHT  WESTON 

Rich  Brother,  Richer  Brother 

Brothers  Galen  and  Garry  Weston  are 
the  third  generation  of  their  family  to 
preside  over  an  empire  now  worth 
some  $2.5  billion. 

Galen  Weston,  48,  runs  Toronto- 
based  George  Weston  Ltd.,  a  consum- 
er products,  natural  resources,  food- 
processing  and  distribution  firm.  In 
Canada's  western  and  prairie  prov- 
inces, he's  had  luck  opening  Europe- 
an-style hypermarkets — sprawling 
emporia  that  sell  everything  from 
food  to  furniture  to  lawn  mowers.  But 
when  his  Loblaw  Cos.  opened  13  hy- 
permarkets in  Ontario  and  other  east- 
ern locations,  they  bombed. 

In  the  sparsely  populated  western 
areas  families  drive  long  distances  to 
stock  up  every  two  weeks;  they're 
grateful  to  shop  at  one  store.  Eastern- 
ers enjoy  more  choices  and  are  unlike- 
ly to  buy  everything  in  one  place.  The 
eastern  fiasco  caused  Loblaw's  operat- 
ing income  to  fall  last  year  and  Wes- 
ton has  broken  up  some  stores,  retain- 
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Galen  and  Garry  Weston 


ing  some  space  for  supermarkets  and 
leasing  out  the  rest  to  Zellers,  a  de- 
partment store  chain  owned  by  Hud- 
son's Bay,  which  is  also  struggling  (see 
Thomson,  below)  Quite  possibly,  Wes- 
ton has  hit  a  limit  on  hyperstores  in 
North  America. 

Garry  Weston,  61,  lives  in  London, 
where  Galen  often  visits  to  play  polo 
with  Prince  Charles.  Garry's  assets 
include  $2  billion  in  cash  he  received 
from  selling  some  pieces  of  the  fami- 
ly's Associated  British  Foods,  like  the 
recent  sale  of  his  15%  stake  in  Gate- 
way Pic.  for  $485  million.  Weston 
will  probably  be  a  serious  but  prudent 
bidder  at  sales  of  rir  Nabisco — and 
other — properties. — Katherine  Weisman 


KEIVNETH  ROT  THOMSON 

Back  To  Basics? 

A  billionaire  six  times  over,  Lord 
Thomson  of  Fleet  Street  has  yet  to 
wring  profits  from  his  family's  invest- 
ment in  Hudson's  Bay  Co.,  the  Cana- 
dian department  store  chain.  The 
Thomsons  paid  about  .$500  million 
for  a  73%  stake  a  decade  ago — about 
what  the  investment  is  worth  today. 
Elsewhere,  all  is  well  in  the  family's 
enormous  media  and  leisure-time 
conglomerate.  The  Toronto-based 
company,    founded    by    the    present 
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Kenneth  Thomson 


Lord  Thomson's  father,  owns  nearly 
200  U.S.  and  Canadian  papers,  includ- 
ing Toronto's  Globe  and  Mail  and  the 
American  Banker  Its  travel  agencies  in 
Britain  have  a  30%  share  of  the  U.K. 
package  tour  market. 

The  first  Lord  Thomson  died  in 
1976  and  was  succeeded  both  as  chief 
executive  and  to  the  title  by  his  son 
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Would  you  like  to  be  able  to  manage  documents 
the  way  you  manage  data?  You  can,  if  you 
capture  the  document  and  convert  it  to  an  image, 
so  it  can  be  managed  electronically. 

Kodak  has  tools  that  make  it  easy.  You  simply 
replace  the  paper  document  with  a  picture  taken 
on  microfilm  or  electronically  scanned  onto  an 
optical  disk  or  a  magnetic  medium.  A  few 
keystrokes,  and  you  have  the  image  on-screen, 
complete  with  marginal  notes,  endorsements, 
diagrams  and  signatures.  You've  built  an 
image  base. 

We  are  more  than  photographs.  We  are 
imaging.  For  more  details  on  images  that  mean 
business,  call  1 800  445-6325,  Ext.  960A. 


new  vision  of  Kodak 
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Kenneth,  now  65.  The  old  man  built 
up  North  Sea  oil  assets  in  the  early 
1970s,  which  were  sold  this  year. 
Profits  from  these  operations  helped 
Kermeth  expand  the  profitable  media 
and  travel  businesses.  The  present 
Lord  Thomson  has  just  merged  his 
public  Canadian  and  British  compa- 
nies, making  the  Thomson  Corp.,  a 
single  entity  easily  big  enough  to  bid 
against  the  likes  of  Robert  Maxwell  or 
Rupert  Murdoch.  Thomson  and  fam- 
ily own  68%  of  the  new  media  com- 
bine.— Katherine  Weisman 


ALBERT,  PAUL  AND 
RALPH  REICHMANN 
Aggression  Rewarded 

"Aggressive"  best  describes  how  the 
Reichmann  brothers,  still  in  their  50s, 
play  real  estate.  Their  Olympia  &. 
York  owns  over  30  million  square  feet 
of  office  space  in  North  America,  a 
stock  portfolio  nearing  $5  billion,  and 
a  project  under  way  in  London  that 


Paul  Reichmann 


will  cost  some  $6  billion.  In  just  three 
decades  the  Reichmanns  have  built 
from  scratch  a  fortune  now  worth  an 
estimated  $8  billion. 

The  London  project  is  Canary 
Wharf — 12  million  square  feet  of  new 
prime  office  space  under  construc- 
tion. It  will  include  London's  tallest 
building,  plus  areas  of  shops  and  res- 
taurants. It's  risky.  The  Wharf  is  out- 
side the  City,  London's  financial  dis- 
trict, and  existing  and  planned  transit 
lines  may  not  be  able  to  handle  the 
projected  crush  of  office  workers. 
Olympia  &  York  is  waiting  for  the 
Thatcher  government  to  approve  new 
road  and  underground  plans  to  Canary 
Wharf.  As  Paul  Reichmann  puts  it: 
"We  believe  that  London  will  be  the 
best  office  market  in  the  world  over 
the  next  10  to  20  years." 

Meanwhile,  back  in  North  Ameri- 
ca, more  risks,  d&iy  now  has  a  25% 
stake  in  troubled  Campeau  Corp.  If 
the  stock  stays  low,  or  if  Campeau 
gets  into  trouble,  the  Reichmanns 
may  buy  more  and  end  up  controlling 
all  of  the  Federated  and  .\llied  depart- 
ment stores.  —Katherine  Weisman 
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CHARLES  BRONFMAN 

Eclectic  Investor 

In  April  1987  the  Bronfman  family's 
CEMP  trust  was  dissolved,  effectively 
breaking  the  Bronfman  whiskey  for- 
tune in  two  parts.  Chairman  Edgar 
Bronfman  is  based  in  New  York  and 
still  calls  most  of  the  shots  at  Sea- 
gram, the  family  company.  His  youn- 
ger brother,  Charles,  Seagram  cochair- 
man,  is  based  in  Montreal  and  has 
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Clxirles  Bronfmati 


been  busy  investing  the  more  than 
$250  million  in  cash  he  received  from 
the  trust. 

Headquartered  in  Montreal,  his 
Claridge  Inc.  owns  30%  of  Cineplex 
Odeon  and  a  big  stake  in  Crowntek 
Business  Centres,  Canada's  second- 
largest  distributor  of  microcomput- 
ers. National  Claridge,  a  C$100  mil- 
lion joint  venture  with  Montreal's 
National  Bank  of  Canada,  invests  in 
new  or  young  companies. 

"Our  interest  is  in  businesses  with 
existing  good  management  that  need 
money  for  expansion  or  growth,"  says 
Claridge  President  James  Raymond. 
"We  are  not  venture  capitalists,  we 
are  merchant  bankers.  It  has  to  be  an 
existing  business  with  a  proven  rec- 
ord and  good  management." 

Claridge  is  only  the  tip  of  Bronf- 
man's wealth.  He  is  altogether  worth 
$1.5  billion,  rrtost  of  it  Seagram  stock. 
He  also  takes  an  active  interest  in 
baseball's  Montreal  Expos,  which  he 
owns  —Katherine  Weisman 


EATON  FAMILY 

A'o  Haggling 

■A'  Timothy  Eaton  was  an  Irish  farm- 
boy  who  immigrated  to  Canada  in 
1854,  and  set  up  shop  trading  with  his 
brother  James  in  the  frontier  towns  of 
Kirkton  and,  later,  St.  Marys,  Ont.  In 
1869  Timothy  and  his  wife,  Margaret, 
moved  to  Toronto  and  opened  a  dry 
goods  store.  Unlike  other  merchants 
of  the  time,  Eaton  refused  to  haggle 
and  insisted  on  selling  his  goods  for 
cash  at  one  price.  He  offered  an  un- 


heard-of guarantee:  "Goods  satisfac- 
tory or  money  refunded."  But  he  in- 
dulged eccentricities.  He  refused  to  I 
stock  liquor  and  cigarettes.  He  chal- 
lenged traditional  shop  hours  with  a  6 1 
p.m.    Saturday    closing   whcii    most  I 
stores  stayed  open  until  10  p.m.  His| 
wife  helped  choose  the  fashions  of- 
fered   to    women    customers — who| 
flocked  to  the  store. 

Eaton's     competitors     swore     he  I 
would  fail  quickly.  He  didn't  fail,  but 
Eaton's  nationwide  success  has  been  a 
case     of     slow,     steady,     long-term 
growth,  with  the  first  expansion  not 
coming  until  1905.  Today  there  are  | 
104  Eaton's  stores  across  Canada,  do- 
ing an  estimated  annual  volume  of  $2 1 
billion.  And  the  company,  worth  at 
least  $1  billion,  is  still  family-owned. 

The  T.  Eaton  Co.  is  now  run  by  four 
great-grandsons:  Board  Chairman  Fre- 
derik  Eaton,  51;  John  Craig  Eaton,  52; 
Thor  Eaton,  47;  and  George  Eaton,  44, 
president. 

The  heirs  are  astute  businessmen. 
For  a  decade  they  have  been  closing 
older  freestanding  stores  and  opening 
new  stores  in  regional  shopping  cen- 
ters or  multi-use  city  malls.  Wisely, 
they  often  build  the  malls,  mostly  in 
joint  ventures  in  which  they  retain 
equity  of  20%  to  33% ;  they  keep  debt 
low.  The  city  centers,  typically  in  the 
middle  of  downtown,  have  been  ex- 
tremely    successful.     The     million- 


Jobn  Craig  and  t'rederik  Eaton 

square-foot  flagship  store  is  the  To- 
ronto Eaton  Centre,  a  joint  venture 
with  Cadillac  Fairview  and  Toronto 
Dominion  Bank.  With  two  office 
towers  in  it,  a  third  under  way  and 
some  40  shops,  the  center  generates 
sales  of  C$650  per  square  foot,  twice 
the  mall  average  in  Canada. 

The  Eatons  also  own  just  over  51% 
of  publicly  traded  Baton  Broadcasting, 
a  national  tv  and  radio  broadcaster; 
that  stake  is  worth  $155  million. 

Four  generations  of  family  owner- 
ship— quite  a  record.  And  it  shows  no 
signs  of  ending:  A  great-great-grand- 
son has  worked  for  Dillard  Depart- 
ment Stores  in  the  U.S.  to  get  outside 
training. — Katherine  Weisman 
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what's  the  best  medium  to  file  an  image  or 
data  in  secure,  retrievable  form?  Kodak  is 
expert  in  all  of  them. 

Kodak  offers  a  complete  array  of  storage  media 
from  high  end  to  low  end.  As  you  would  expect, 
we  are  a  leader  in  microfilm  products.  We  are 
also  a  leader  in  optical  and  magnetic  storage 
products.  The  14-inch  Kodak  optical  disk,  able  to 
hold  6.8  gigabytes  of  data,  is  the  highest- 
capacity,  highest-performance  optical  disk  in  the 
world.  Verbatim  Corp.,  a  Kodak  company,  offers 
a  family  of  diskettes,  including  one  with  a  Teflon'^ 
coating  for  unprecedented  protection  against 
data  loss  due  to  accidents.  You  will  also  find  us  at 
the  forefront  of  erasable  optical  disk  technology. 
Choose  the  medium  according  to  your  applica- 
tion. Choose  us  because  we  offer  them  all,  with 
the  best  support  and  service  in  the  business. 

We  are  more  than  photographs.  We  are 
imaging.  For  more  details  on  images  that  mean 
business,  call  1 800  445-6325,  Ext.  960C. 


Teflon  IS  a  trademark  of  DuPont. 
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ROBERT  MAXWELL 

Now,  Make  $3  Billion  $5  Billion 

Robert  Maxwell  insists  that  Maxwell 
Communication  Corp.  will  become 
one  of  the  world's  top  ten  media  em- 
pires and  have  sales  of  at  least  $5 
billion  by  the  end  of  1990.  He  is  in  the 
top  ten  by  some  counts.  But  even  after 
his  recent  acquisitions  of  Macmillan 


Robert  Maxwell 


Publishing  Co.  Inc.  (for  $2.6  billion) 
and  of  Dun  &  Bradstreet's  Official 
Airline  Guides  (S7.S0  million),  Max- 
well Communication  figures  that  net 
of  disposals,  revenues  will  come  to 
just  over  $3  billion — Maxwell  is  sell- 
ing some  assets  to  reduce  debt. 

Although  he  was  constantly  in  the 
public  prints,  1989  does  not  shape  up 
as  a  perfect  year  for  the  Czechoslova- 
kia-born British  billionaire.  He  has  so 
far  failed  to  launch  his  much-publi- 
cized pan-European,  English-language 
newspaper.  "English,"  he  says,  "is  not 
yet  the  lingua  franca  of  Europe."  He 
adds  that  Berlitz,  the  language  teach- 
ing and  translation  business  that 
came  with  Macmillan,  was  "one  of 
the  reasons  we  bought  Macmillan." 

Seems  Maxwell's  attention  is  shift- 
ing to  the  non-English-speaking 
world,  as  he  strives  to  build  his 
planned  global  media  giant.  He  says 
he  is  currently  negotiating  partner- 
ships in  Japan,  Italy  and  Germany; 
this  spring  he  tried,  unsuccessfully,  to 
buy  xht  Jerusalem  Post.  Maxwell  says 


he  intends  to  invest  up  to  $150  mil- 
lion in  Eastern  Europe.  "My  succes- 
sors in  the  next  century  will  be  grate- 
ful that  we  have  taken  certain  posi- 
tions in  those  countries,"  he  says. 

Successors?  Is  Maxwell,  now  66, 
thinking  of  selling  out?  "Maxwell  is 
52%  owned  by  the  Maxwell  Founda- 
tion and  myself,"  he  snaps.  "We  will 
necessarily  be  the  surviving  part- 
ner."— Katarzyna  Wandycz 


OCTAV  BOTNAR 
Life  Begins  at  51 

■^  lapanese  cars  have  elevated  this 
Briton  of  Eastern  European  extraction 
to  billionaire  status  for  the  first  time 
this  year.  Botnar  was  a  late  starter  but 
a  quick  riser.  He  arrived  in  England  in 
1966,  age  51.  He  was  an  employee  of 
Nsu,  a  German  car  and  motorcycle 
group  since  merged  with  Audi  that 
had  the  exclusive  right  to  distribute 
Nissan  cars  in  the  U.K.  When  nsu 
pulled  out  of  Britain,  it  gladly  sold  the 
rights  to  Botnar. 

Twenty  years  and  1.5  million  cars 
later,  Botnar's  Nissan  U.K.  Ltd.  sup- 
plies 7%  of  England's  cars  and  netted 
£86  million,  over  $130  million,  last 
year.  His  distributorship  is  easily 
worth  $1  billion.  In  addition,  Botnar 
owns  land  at  the  ports  of  Bristol  and 
Teessidc,  where  the  cars  are  unload- 


ed; the  trucks  to  haul  the  cars;  200  of 
the  U.K.'s  400  Nissan  outlets;  and  the 
finance  subsidiary,  which  is  bigger 
than  England's  Ford  Motor  Credit.  So 
airtight  are  Botnar's  distribution 
rights  that  even  Japanese  Nissan  exec- 
utives at  the  plant  must  lease  their 
company  cars  from  him. 

By  all  accounts,  Botnar  is  a  fierce 
autocrat  who  pays  his  employees 
highly.  Still  very  active  inside  his 
company,  he  maintains  a  low  profile 
outside  it.  He  lives  mostly  in  his 
house  near  company  headquarters  in 
Worthing,  about  55  miles  south  of 
London,  and  keeps  homes  in  London, 
Lausanne,  and  on  the  Costa  Brava  in 
Spain.  His  interests  include  military 
history,  classical  music  and  garden- 
ing. A  charity  named  for  Camelia  Bot- 
nar, the  14-year-old  daughter  he  lost 
in  a  car  accident,  teaches  inner-city 
children  about  agriculture. 

With  no  apparent  heir,  what  will 
happen  to  the  company  after  Botnar, 
who  is  now  74?  Replied  one  employ- 
ee: "He  works  a  full  day  now,  and 
we're  a  long  way  from  worrying  about 
that."— Philip  Glouchevitch 
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DAVID  SAINS  BURT 
Taking  Charge 

Most  British  retailers  have  fared  poor- 
ly when  they  ventured  overseas.  But  J. 
Sainsbury  Pic,  Britain's  leading  (1989 
sales,  $9.2  billion)  grocery  store  chain, 
has  decided  to  have  a  go  anyway.  By 
July  1987,  Sainsbury  completed  its  ac- 
quisition of  Shaw's  Supermarkets  Inc. 
1 1 988  sales,  $  1 .4  billion).  Based  in  East 
Bridgewater,  Mass.,  Shaw's  has  61 
stores  throughout  New  England. 

At  home  in  Britain,  there  are  400 
Sainsbury's  stores  selling  groceries, 
do-it-yourself  and  household  goods. 
Now  in  England  and  Wales,  Sains- 
bury's next  move  will  likely  be  Scot- 
land. As  1992  draws  near,  European 
companies  will  be  vying  for  position 
in  markets  across  Europe.  French  and 
German  supermarket  and  hypermar- 
ket chains  are  even  bigger  than  Sains- 
bury's, and  get  by  on  margins  of  1%  or 
less — about  one-third  the  level  of 
Sainsbury's  net  margins.  Should  the 
continental  food  chains  move  into  the 
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r/»ere  are  Kodak  systems  to  let  you  create 
documents,  view,  merge,  change,  copy,  print 
and  transmit  them.  Control  them.  Safely 
stored,  they  can  be  found  and  retrieved  in 
seconds. 

Kodak  systems  can  find  a  cost-effective,  archival 
innage  on  microfilm  in  seconds.  Or  a  time- 
sensitive  document  on  an  optical  disk  even  fasten 
Then  you  can  view  it,  act  on  it.  Or,  with  systems 
like  our  electronic  publishing  system,  you  can 
even  add  to  or  improve  on  a  document.  Equally 
important,  Kodak  software  systems  people  are 
dedicated  to  linking  any  of  these  devices  into  any 
of  yours,  from  mainframe  to  mini  to  PC. 

We  are  more  than  photographs.  We  are 
imaging.  For  more  details  on  images  that  mean 
business,  call  1 800  445-6325,  Ext.  960B. 
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David  Sainsbwy 


British  market,  Sainsbury's  would 
probably  be  forced  to  cut  prices — a 
form  of  competition  to  which  Sains- 
bury's (and  other  British  grocers)  are 
unaccustomed.  Much  depends  on 
how  David  Sainsbury,  49,  the  current 
deputy  chairman,  handles  the  transi- 
tion. But  with  his  father  and  uncle  as 
company  presidents,  and  his  cousin, 
Lord  Sainsbury  of  Preston  Candover, 
as  chairman,  the  S3  billion  family 
stake  IS  safe. — Katarzyna  Wandycz 


GERALD  CAVENDISH 
GROSVENOR 
Westward  Ho! 

Descended  from  William  the  Con- 
queror, Gerald  Cavendish  Grosve- 
nor — sixth  Duke  of  Westminster — 
oversees  his  family's  S3-billion-plus 
real  estate  portfolio.  The  holdings 
have  been  concentrated  in  buildings 
in  London's  Maytair  and  Belgravia, 
and  in  English  and  Scottish  agricul- 
tural land.  Lately,  the  duke,  37,  has 
been  increasing  his  overseas  expo- 
sure. These  investments  arc  made 
through  his  Vancouver-based  interna- 
tional affiliate,  Grosvenor  Interna- 
tional Holdings  Ltd.  ciH  owns  over  70 
prime  commercial  properties  outside 
Britain,  primarily  in  English-speaking 
countries.  It  invests  through  some  30 
development  and  investment  partner- 
ships and  co-owncrships,  mainly  with 
U.K.  pension  funds  as  well  as  Teach- 
ers Insurance  &  Annuity  Association 
in  New  York. 

GiH  has  invested  heavily  in  the  U.S. 
and  Australia,  but  its  preferred  city. 


Gerald  Caiendisl.i  CiroAienor 
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reports  Vice  President  David  Fitzger- 
ald, is  Vancouver — "Canada's  biggest 
warm-water  port,"  he  says.  With 
thousands  of  well-heeled  Hong  Kong 
Chinese  pouring  in — including  bil- 
lionaire Li  Ka-shing,  whose  consor- 
tium won  a  bid  to  develop  the  200- 
acre  Expo  site — the  city  is  booming. 
GIH  has  24  buildings  there,  and  plans 
to  build  more. — Katarzyna  Wandycz 


LORD  VESTET  AND  EDMUND 
National  Butcher 

Half  the  butcher  shops  in  England 
have  closed  in  the  last  20  years  and  a 
quarter  of  the  rest  are  expected  to 
close  soon,  victims  of  the  spread  of 
the  supermarket.  Bucking  the  trend  is 
J.H.  Dewhurst  Ltd.,  the  Vestey 
Group's  1,400-outlet  butcher  shop 
chain — one  of  England's  only  remain- 
ing national  retail  butchers.  Dew- 
hurst has  been  installing  ovens  to  pre- 
pare cooked  meats  in  its  stores.  Colin 
Cullimore,  who  runs  Dewhurst  for 
the  close-knit  Vestey  clan,  has  report- 
edly vowed  to  double  Dewhurst's 
turnover  and  market  share  over  the 
next  seven  years.  If  he  can  pull  it  off, 
the  Vesteys,  already  worth  at  least  $2 
billion,  will  be  richer  still. 
And  their  meatpacking  plants  will 
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Lord  Vi'stey  and  F.dniii>id  Verity 

have  an  even  larger  captive  market. 
The  Vesteys  also  own  Union  Interna- 
tional Pic.  (annual  turnover,  SI. 8  bil- 
lion), which  operates  major  meat- 
packing plants  in  Britain;  these  sup- 
ply Dewhurst  shops  as  well  as  the 
newly  popular  supermarket  meat 
counters.  There  are  cattle  ranches  and 
meatpacking  and  processing  opera- 
tions, as  well  as  assets  in  countries  on 
five  continents. 

The  Vestey  meat  empire,  about  100 
years  old,  is  run  tightly  by  Lord  Ves- 
tey (Samuel),  48,  and  his  cousin  Ed- 
mund, 37. — Katarzyna  Wandycz 


SIR  JOHN  MOORES 
Waiting  Out  The  Cycle 

At  9i,  Sir  [ohn  Moorcs  is  surrounded 
by  speculation  that  he  might  take  his 
Littlewoods  Organisation  Pic.  public, 
so  as  to  facilitate  the  handling  of  his 
estate.  A  public  offering  of  the  soccer 


pools  operator  and  retail  chain  was,  in  | 
fact,  rumored  last  year.  But  then  inter- 
est   rates    climbed    and   retail    sales! 
dropped,  and  the  public  offering  never  | 
happened. 

From   a   financial   standpoint.    Sir  I 
John  can  certainly  afford  to  wait  out 
the  cycle.  Selling  mainly  moderately  | 
priced  apparel  and  household  goods, 
the  Littlewoods  retail  chain  grossed  I 
over  S918  million  last  year — though  | 
fierce  competition  this  year  will  prob- 
ably cut  margins  sharply.  So  far,  net  | 
margins  at  Littlewoods'  huge  home 
shopping    business    are    holding    up 
nicely  at  around  6%.  Then  there's 
Moores'        near        monopoly        in 
Littlewoods  Pools  (a  British  football 
betting  concern),  which  he  founded  in 
1923  as  his  first  and  most  recession- 
proof      business.       Understandably, 
Moores  does  not  want  to  sell  off  a 
life's  work  in  an  unsympathetic  stock 
market. — Katarzyna  Wandycz 


AGNELLI  FAMILY 
Arrivederci,  Vittorio 

With  their  wealth  now  estimated  at 
around  S3. 7  billion,  the  Agnellis  are 
strengthening  their  diversified  activi- 
ties. It  is  a  logical  decision:  Their  Fiat 
Auto  has  about  15%  of  the  Common 
Market's  auto  sales  (and  60%  of  the 
Italian  market),  but  Japanese  carmak- 
ers are  building  plants  in  Europe  in 
preparation  for  1992.  In  the  face  of 
this  new  competition,  patriarch  Gio- 
vanni Agnelli  reigns  over  a  company. 
Fiat  SpA,  that  makes  everything  from 
pacemakers  to  airplane  engines. 

Recently,  Fiatimpresit  agreed  to 
buy  Italy's  Cogefar  to  become  one  of 
Europe's  largest  civil  engineering  and 
construction  firms.  Another  subsid- 
iary, Maretti  Marelli,  became  one  of 
Europe's  largest  auto  parts  makers  by 
buying  a  majority  of  France's  Matra — 
if  you  can't  compete  with  the  Japa- 
nese, maybe  you  can  sell  them  parts. 
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1  Eastman  Kodak  Company,  1989 


Information  is  only  as  good  as  your  ability  to 
share  it.  Kodak  has  ways  to  make  images  multiply 
very  quickly  wherever  they're  coming  from 
and  going  to. 

Whether  the  information  is  digitized  in  the  memory 
of  a  mainframe  or  PC,  stored  on  an  optical  disk, 
floppy  disk  or  on  microfilm,  Kodak  has  a  way  to  put 
it  on  paper  We  can  publish  it  electronically, 
or  copy  from  paper  to  paper  And  send  the  image 
across  the  room  or  across  the  country.  With 
the  image  quality  you  expect  from  the  world's 
premier  imaging  company.  In  fact,  our 
advanced  copiers  and  non-impact  printers  will 
put  images  on  both  sides,  then  collate  and 
staple  the  pages.  In  color  when  you  need  it. 
And  all  are  backed-up  with  the  best  support 
and  service  in  the  business. 

We  are  more  than  photographs.  We  are 
imaging.  For  more  details  on  images  that  mean 
business,  call  1 800  445-6325,  Ext.  9600. 


The  new  vision  ofKoda 


^ 


"I  said  How  do  you  insure  a  ^old  mine?  and  he  said  Get  Chubbl' 


^.    .  ,o  risk  is  too  risky  to  consider.  We've  been  finding  creative  insurance  st)lutic) 
or^»ani:atipn  that's  as  interested  in  what  you  do  as  you  are,  perhaps  you'd  like  to  learn  i 
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And,  in  February,  Fiat  listed  its  adrs 
on  the  New  York  Stock  Exchange; 
this  could  prove  especially  useful  in 
financing  U.S.  deals. 

Fiat  SpA  still  gets  over  half  its  sales 
and  operating  profits  from  Fiat  Auto, 
the  automotive  subsidiary.  But  non- 
auto  operations  will  probably  soon 
equal  Fiat  Auto's  operations.  This  is 
the  more  likely  given  the  surprise  de- 
parture last  November  of  Vittorio 
Ghidella,  Fiat  Auto's  brilliant  manag- 
ing director,  who  masterminded  Fiat 
Auto's  recovery  in  the  1980s.  Agnelli- 
watchers  interpreted  this  as  a  sign 
that  the  family  would  shift  future  in- 
vestments from  the  auto  industry  to 
elsewhere — Katherine  Weisman 


The  Benettons 


BENETTON  FAMILY 

United  Markets  Of  Benetton 

With  700  little  Benetton  sweater 
shops  now  licensed  in  the  U.S.,  and 
with  Benetton  Group  SpA  stock  re- 
cently listed  on  the  nyse  (Tokyo  next 
year),  do  they  finally  know  what 
they're  doing  in  America? 
Yes,    says   Frank   Garcia,    a   hard- 


nosed  lifelong  retailer  who's  holding 
on  to  his  23  Benetton  licenses  in  Flori- 
da. Benetton  had  made  mistakes, 
Frank  allows.  Too  many  inexperi- 
enced licensees  along  with  company 
high-handedness  drew  many  com- 
plaints and  lawsuits.  The  ftc  is  inves- 
tigating. Garcia  himself  laughs — 
now — at  getting  his  Christmas  ship- 
ment after  Christmas,  and  finding  too 
many  woolen  goods,  which  don't  sell 
in  sunny  Florida.  But  Garcia  says  Be- 
netton has  been  listening  to  the  expe- 
rienced retailers:  "I'll  be  able  to  buy 
fall  colors  in  cotton." 
The  Benettons'  education  has  been 


expensive.  In  1988  earnings  were  flat, 
while  other  Italian  public  companies 
averaged  20%  gains.  Hoare  Govett  an- 
alyst Francesca  Lolli  says  Benetton's 
market  has  peaked:  Younger  shoppers 
are  decreasing  in  number.  Older  shop- 
pers? "People  between  25  and  35  wear 
casual  clothes  only  on  weekends,  if 
they  are  lucky."  So  Benetton  shoes, 
underwear,  perfume,  even  home  fur- 
nishings, are  now  available  at  Benet- 
ton stores. 

The  four  Benetton  siblings  par- 
layed a  genius  for  color,  design  and 
a  network  of  small  shops  into  a 
global  phenomenon  worth  $1  bil- 
lion. They  expect  their  diversifica- 
tion into  financial  services  (through 
the  family  holding  company,  Edi- 
zione)  to  reach  the  break-even  point 
this  year.  And  there's  the  newly 
acquired  Nordica,  the  ski-boot  mak- 
er, with  26%  market  share  world- 
wide, which  could  let  Benetton  add 
fashion-plate  skiwear  and  accessories 
to  go  along  with  the  boots.  Synergy 
city.  Now  you  can  throw  on  a  sweater, 
go  skiing  and  be  insured  all  by  the 
same  family. — Katherine  Weisman 


"The  good  drawing  room" 


Few  big  deals  happen  at  the  top  of  Italian  business 
without  the  approval — if  not  participation — of  Ita- 
ly's premier  investment  bank,  Mediobanca.  "Medio- 
banca has  some  very  powerful  friends  who  are  part  of  a 
very  powerful  group,"  says  S.G.  Warburg's  Tim  Or- 
chard. "It's  a  roll  call  of  who's  who  in  corporate  Italy." 
With  all  the  ongoing  merger  and  acquisition  activity  in 
anticipation  of  1992,  Mediobanca's  profile  in  the  rest  of 
Europe  and  in  the  U.S.  is  certain  to  rise. 

Mediobanca's  board  of  directors  includes  billionaires 
Giovanni  Agnelli,  Raul  Gardini  and  Salvatorc  Ligresti, 
among  others.  The  traditional  director  from  outside 
Italy,  sent  by  Lazard  Freres  &  Cie.,  is  Lazard  partner 
Antoinc  Bcmheim. 

This  commercial  power  center  was  established  in 
1946  by  the  three  state-controlled  commercial  banks 
because  Italian  banking  law  barred  commercial  banks 
from  lending  medium-  and  long-term,  and  from  under- 
writing securities.  Enrico  Cuccia,  now  81,  who  has 
headed  Mediobanca  since  its  founding,  courted  the 
likes  of  Agnelli,  and  created  what  Italians  call  II  SciUuto 
/i«o/«>— literally,  "the  good  drawing  room."  Under 
Cuccia's  careful  eye,  Italy's  corporate  elite  could  quiet- 
ly meet.  Cuccia's  present  title  is  "honorary  chairman," 
but  few  deals  arc  done  without  his  involvement. 

Headquartered  in  Milan,  Mediobanca  works  strictly 
with  Italy's  biggest  companies.  It  arranged  the  merger 
between  Montecatim  and  Edison — to  become  Monte- 
dison (see  ikudtni! — in  1966.  It  was  responsible  for  in- 
troducing Cesare  Romiti  to  Fiat  (see  A^twlli).  which  led 
to  that  company's  dramatic  turnaround  after  1980.  Like 
any  merchant  bank  worthy  of  the  name,  Mediobanca 
often  takes  principal  positions  itself,  and  may  supply 


management  as  well;  its  backing  of  and  participation  in 
a  deal  is  considered  the  ultimate  stamp  of  approval. 

Today,  Mediobanca's  assets  exceed  $7  billion,  includ- 
ing $2  billion  worth  of  stock  in  Italian  blue-chip  compa- 
nies, including  Fiat,  Montedison,  Pirelli  and  Olivetti. 
And  the  corporations  have  acquired  pieces  of  the  bank: 
The  state-owned  banks  kept  a  controlling  50%  until 
November  1988,  when  they  cut  back  to  25%. 

For  all  its  power  and  glory,  Mediobanca  faces  a  chal- 
lenging future.  Last  month  Cuccia  was  indicted  with 
other  officers  for  falsifying  financial  statements.  He  has 
pled  innocent;  a  trial  has  not  yet  been  scheduled. 

More  worrying,  other  investment  banks  are  now  ac- 
tive in  Italy.  These  banks — they  include  Euromobiliare, 
siGE  and  Akros  Finanziaria — know  they  cannot  play  on 
Mediobanca's  turf.  One  competitor  even  fretted  to 
Forbes,  "It's  difficult  to  talk  about  Mediobanca  with- 
out having  some  (unpleasant)  side  effects."  But  these 
firms  can  and  do  increase  their  market  share  by  concen- 
trating on  Italy's  smaller  firms. 

With  1992  coming,  it  is  likely  that  foreign  invest- 
ment banks  will  try  to  expand  their  Italian  business. 
But  so  far  Mediobanca  doesn't  face  much  foreign  com- 
petition. Explains  a  London-based  Salomon  Brothers 
spokesman:  "It's  much  easier  in  Italy  to  do  business  as 
an  Italian.  Companies  are  usually  family-owned  and 
there  are  regional  customs."  And  Mediobanca  probably 
won't  stray  on  its  own  outside  Italy. 

But  as  Fiat,  Olivetti,  Montedison  and  other  estab- 
lished Mediobanca  clients  continue  to  expand  globally, 
or  if  big  foreign  firms  want  into  Italy,  Mediobanca  will 
have  to  oblige.  A  new  age  is  dawning,  and  Mediobanca's 
Cuccia  will  have  to  step  nimbly. — Katherine  Weisman 
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itationffl  Buyers  Get 
J  Parts,  Free  Labor, 
i  Maintenance 
Four  Full  Years 


CHITA,  KANSAS  -  Cessna 
x;raft  Company  has  announced 
unprecedented  no-cost  mainte- 
ice  program  for  customers  who 
rchase  a  Citation  m  business  jet 

I  fore  December  3 1 ,  1989 . 

''  Called  the  Total  Confidence 
uitract,  the  guarantee  covers  the 
sr  of  all  maintenance  performed 
,  a  Citation  III  during  the  first  four 
trs  or  2,400  flight  hours.  Engme 
vj  auxiliary  power  unit  repairs 


IT  DOESN'T  TAKE  A  LOT  OF  COURAGE  TO  MAKE  AN  OFFER  LIKE  THIS. 

JUST  A  LOT  OF  CONFIDENCE. 


Buy  a  Citation  III  during  1 989,  and 
you'll  pay  nothing  for  upkeep  or  repair 
until  at  least  1993. 

Not  one  red  cent. 

Nothing  for  parts,  nothing  for  labor, 
nothing  for  routine  maintenance. 

This  Total  Confidence  Contract 
covers  every  inch  of  your  Citation  III 
except  the  engines  and  APU  —  which 
the  manufacturer's  own  service  contract 
will  cover  —  for  four  full  years,  and  a 
total  of  2,400  flight  hours.* 


Maintenance  will  be  performed  in 
any  Cessna  Citation  Service  Center  in 
the  U.S.  (You'll  have  no  trouble  finding 
one.  We  operate  more  exclusive  jet 
service  centers  than  the  rest  of  the 
industry  combined) . 

No  other  jet  manufacturer  has 
ever  made  an  offer  like  the  Total 
Confidence  Contract. 

But  perhaps  nobody  else  has  ever 
had  such  a  total  confidence  in  their 
product's  reliability. 


For  more  information,  write 
Roy  Norris,  Vice  President; 
Cessna  Aircraft  Company; 
Box  7706;  Wichita,  KS  67277. 
OrcallI-800-4-CESSNA. 

*If  2,400  hours  are  flown  in  less  than  4  years,  an  hourly 
charge  will  be  assessed  for  the  additional  flight  time 
until  4  years  is  reached.  Or  you  may  withdraw  from 
the  program  at  that  point. 


CITATION  III 


5i 

Cessna 

a  General  Dyoamics 
company 


SALVATORE  LIGRESTI 
Established 

Ligresti  has  come  a  long  way  from  his 
humble  Sicilian  roots.  Through  his 
Milan-based  holdmg  company,  Pre- 
mafin,  the  Ligresti  Group  controls 
construction,  real  estate  develop- 
ment, hotels,  hospitals,  even  fine  chi- 
na. Ligresti's  Grassetto  SpA  is  a  huge 
construction  firm  founded  in  1902 
that  has  built  everything  from  mas- 
sive public  works  and  public  housing 
to  the  luxurious  complexes  at  the  Aga 
Khan's  Costa  Smeralda  resort  in  Sar- 
dinia. Recently,  it  won  the  contract 
for  Bologna's  new  airport.  Privately 
owned  and  publicly  traded.  Autostra- 
da Torino-Milano  is  the  main  high- 
way between  these  northern  industri- 
al cities;  Ligresti  owns  50%  of  the  toll 
road.  Then  there's  sai,  the  big  insur- 
ance company  he  turned  around  from 


F  Scianna'Magnum 


Salvature  Ligresti 


near-bankruptcy.  And  looking  toward 
1992,  SAI  has  formed  a  partnership 
with  France's  big  state-owned  can. 
On  top  of  all  this,  Ligresti,  57,  has 
made  a  fortune  in  real  estate. 

A  few  months  ago  Ligresti  drew  a 
22-month  prison  sentence  for  obtain- 
ing a  building  permit  through  influ- 
ence peddling.  The  sentence  is  cur- 
rently under  appeal.  Meanwhile,  Li- 
gresti sits  on  the  board  of 
ultraestablishment  Mediobanca,  and 
is  preparmg  to  take  his  Prcmafin  hold- 
ing company  public  on  the  Milan 
stock  exchange  this  fall. 

Estimated  net  worth  around  $1.1 
billion. — Katherinc  Weisman 


FERRDZZI  FAMILY 

The  First  Farmer  In  Europe 

When  last  we  wrote  about  Raul  Gar- 
dini,  he  was  restructuring  his  family- 
owned  Gruppo  Ferruzzi,  tearing  apart 
Montedison,  the  giant  conglomerate 
it  controls,  and  sowing  dismay  on  the 
Milan  stock  exchange.  In  effect,  he 
asked  Montedison  stockholders  to 
pony  up  for  a  subsidiary  they  figured 
they  already  owhcd  and  to  buy  shares 
in  an  unknown  entity.  Even  with  Me- 
diobanca at  his  side,  the  vaguely  pre- 


Raul  Gardini 


sented  plan  was  mistrusted. 

Now  the  dust  has  settled.  The 
unknown  entity,  Ferruzzi  Finanziaria 
(Ferfin),  the  family  holding  company, 
is  itself  listed  in  Milan.  The  subsid- 
iary, Iniziativa  me.t.a.,  formerly  a 
publicly  quoted  financial  services  and 
retailing  concern,  went  to  Ferfin.  A 
ME.T.A.  subsidiary,  the  Standa  retail 
chain,  was  sold  for  $650  million  to  tv 
magnate  Silvio  Berlusconi.  The  Ferfin 
stock  offering  went  off  well,  and  its 
shares  are  up  9%  since  September. 

Montedison  is  again  a  pure  chemi- 
cal firm,  its  former  $6  billion  debt 
much  reduced,  and  has  formed  a  joint 
venture  with  state-owned  eni,  in 
which  they  will  combine  most  of 
their  assets  and  rationalize  them,  cre- 
ating Enimont,  the  ninth-largest 
chemical  company  in  the  world,  the 
better  to  deal  with  1992.  The  agree- 
ment gives  Montedison  the  option  to 
gain  control  of  Enimont  by  1992;  Gar- 
dini says  he  intends  to  exercise  it. 

With  all  this,  it's  easy  to  forget  Gar- 
dim  IS  not  nicknamed  II  Contadino — 
the  farmer — for  nothing.  Agro-indus- 
try is  the  family's  roots:  He  is  a  son- 
in-law  of  the  late  Serafino  Ferruzzi, 
who  built  a  big,  secretive  empire  out 
of  the  ruins  and  shortages  of  postwar 
Italy,  and  ran  it  until  his  death  in  a 
plane  crash  in  1979,  whereupon  Gar- 
dim,  now  56,  became  undisputed  fam- 
ily head. 

According  to  Kleinwort  Benson's 
Enrico  Ponzone,  "In  Europe,  they  arc 
number  one  |in  agriculture],  which 
brings  them  huge  bargaining  power  in 
Brussels."  Having  acquired  the  U.S.' 
Central  Soya  in  1987,  and  58%  of 
France's  Behgin-Say  sugar  company, 
Gardini  clearly  means  to  stay  that 
way. — Katherinc  Weisman 


MICHELE  FERRERO  AND  FAMILY 

How  Sweet  It  Is 

Ferrero  SpA,  the  worldwide  confec- 
tioner, has  been  improving  on  its 
product  lines  ever  since  Pictro  Ferre- 
ro, Michele's  father,  founded  the  com- 
pany in  1946.  Michele,  64,  who  took 


over  in  the  1950s,  now  has  a  power- 
house competing  successfully  against 
giants  Cadbury,  Nestle  and  Mars.  It 
all  began  when  Pietro  stretched  choc- 
olate candies  with  hazelnuts  because 
chocolate  was  scarce  in  postwar  Italy 
and  he  was  up  to  his  belt  in  hazelnuts. 
A  current  smash  in  Europe  is  Ferre- 
ro Rocher,  a  round  concoction  of  ha- 
zelnut, wafer  and  creamy  chocolate.  It 
sells  in  the  U.S.,  too,  where  a  IVi-inch 
diameter  piece  is  about  30  cents. 
Rocher  and  Mon  Cheri,  another  one  of 
their  "change  makers" — so-called  be- 
cause they  are  impulse  items  at  the 

OKTTipia 


MtLheie  Fetrero 


cash  register — avoid  the  heavyweight 
competitors'  strong  suit  in  traditional 
candy  bars.  Instead,  they  play  to  im- 
pulsive folks  who  need  some  reassur- 
ance. The  small  size,  it  seems,  re- 
lieves the  guilt  that  comes  with  bigger 
bars  of  quality  chocolate. 

Ferrero's  packaging,  too,  is  highly 
praised  by  the  industry.  Consider  Tic 
Tac  breath  mints,  a  bestseller  in  the 
U.S.,  in  the  clever  box.  And  it  takes  a 
day  to  properly  build  up  the  tiny  Tic 
Tac  drops  at  the  factory — typical  of 
Ferrero's  attention  to  quality. 

These,  other  specialty  chocolates, 
soft  drinks  and  confectionery  prod- 
ucts add  up  to  a  company  with  world- 
wide sales  exceeding  $1.5  billion.  The 
family  owns  all  of  the  outfit,  which 
has  an  estimated  value  of  $2  billion, 
and  that's  probably  low.  As  one  ob- 
server said:  "They  have  some  10%  of 
the  European  confectionery  market. 
Many  companies  would  pay  dearly  to 
win  that  share  in  such  a  lucrative 
business." — Katherine  Weisman 


SILVIO  BERLUSCONI 
Perpetual  Motion 

Television  and  advertising  remain 
Berlusconi's  main  business,  and  that's 
saying  a  lot.  Each  of  his  three  Italian 
networks — Canale  5,  Italia  1  and  Re- 
tequattro — transmits  18  hours  of  pro- 
gramming a  day.  Berlusconi's  adver- 
tising company,  Publitalia  '80,  sells 
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Ted  Standish  has  a  bear  of  a  job . 

As  Director  of  Information  Resources 
for  the  North  Atlantic  Shaving  Group  of 
The  Gillette  Company,  he  has  the  task  of 
simplifying  and  standardizing  the  busi- 
ness systems  of  the  Company's  European 
and  North  American  divisions. 

"This  means  dealing  with  hundreds  of 
issues,  projects,  facts  and  people  through- 
out the  entire  North  Atlantic  region  every 
single  day,"  says  Ifed. 

Which  is  why  he  bought  Lotus*Agenda* 
the  personal  information  manager. 

In  Agenda,  Ted  has  a  tool  that's  help- 
ing him  manage  ideas,  people,  projects, 
feicts,  tasks,  plans  and  information  with 
incredible  ease  and  efficiency 

Because  Agenda  allows  him  to  enter 


"7M  Standish ,  Lnreaor  oj  Injormatixm  Resources,  North  Atlantic  Shaving  Group  of  The  Gillette  Company. 


''Before  Lotus  Agenda,  there  were 

three  things  I  always  forgot 

Tasks  I  assigned,  promises  I  made, 

and  I  cailt  remember  the  third.' 


information  into  his  PC  without  having  to  structure  it 
in  advance.  Agenda  automatically  arranges  the  data 
any  way  fbd  wants  so  he  can  understand  it  better  and 
extract  the  answers  he  needs  better. 

"For  example,  I  can  dump  in  all  my  'to  do's'  and 
have  Agenda  organize,  prioritize  and  categorize  them 
automatically  And  whenever  I  call  up  a  project,  due 
date  or  person, I'm  instantly  given  all  ^he  background 
information  I  need  to  make  smart  decisions. 

"Now  I  can  see  at  a  glance  who's  promised  to  deliver 
what  and  by  when.  But  more  important,  I  know  that 
I  can  keep  my  own  promises." 

•The  $10  demo  kit  charges  refundable  when  you  purchase  Agenda  Agenda  is  i.  so  available  m  an  OS/2*  version  If  for  any  reason  you're  unsatisfied  with  Agenda,  return  it  with  your  sales  slip  within  30  days  of  purchase  and  well  refund 
your  full  purchase  price.  ©  1989  Lotus  Development  Corporation.  Lotus  an    Agenda  are  registered  trademarks  of  Lotus  Development  Corporation  OS/2  is  a  registered  trademark  of  International  Business  Machines  Incorporated 


To  learn  more  about  how  Agenda  can  put  you  in 
control,  order  our  $10  demo  kit.  Call  1-800-345-1043 
and  ask  for  demo  kit  AON-3058  for  3.5"  version 
orAON-3053for5.25:'* 

Then  you'll  see  how 
people  like  Ted  Standish  are 
working,  thinking  and  solv- 
ing problems  better. 

Not  to  mention  remem- 
bering things  better. 


Lotus  Agenda 


\ 
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"Management  must  guide  the  forces  of  change...^ 

—  John  W.  Teets,  Chairman 


For  ac;  r,    •(  -  i.tiyt .  ,j,  ^ji, 
latest  a'li  i,,a  loport,  write  to 
F\jblic   HeiaKXis, 
1618  GreytxxjrxJ  Tcver, 
Pixenix.  Arizona  85077 


The  Greyhound  Corporation  has  Deen  recast  f-rom 
the  crucible  of  change  has  ennerged  a  new  Greyhound, 
tempered  for  strength  and  reshaped  for  the  future 

The  )ob  of  management  always  has  tDeen  to  see  the 
company  not  as  it  is.  but  as  it  can  grow  to  be.  The  new 
Greyhound  is  the  result  of  this  vision,  built  through  a  five- 
year  restructuring  program 

Hard  choices  were  faced;  tough  decisions  vwere 
made.  Subsidiaries  with  annual  sales  of  $3  billion, 


inc.uding  the  company's  nationwide  bus  line,  were 
divt^sted  At  the  same  time,  new  businesses  with  ex- 
cellent growth  and  profit  potential  were  established 
or  acquired. 

Fbr  example,  Purex  household  and  laundry  proc 
ucts  were  added  to  the  personal  care  and  packaged 
foocs  brands  of  Greyhound's  Dial  Corporation  Premi 
Cruise  Lines,  the  official  cruise  line  of  Walt  Disney 
World,  was  launched.  Dobbs  food  service  for  air 


travelers  was  acquired,  complementing  Greyhound's 
existing  airport  and  food  service  businesses.  General 
Motors'  RTS  transit  bus  manufacturing  and  parts  opera- 
tion was  purchased  to  expand  Greyhound's  top-ranked 
intercity  coach-building  business. 

Today  Greyhound's  four  business  segments  — 
consumer  products,  services,  transportation  manufac- 
turing and  financial  —  produce  revenues  at  a  $3  billion 
annual  rate. 


With  the  restructuring  of  Greyhound's  core  busi- 
nesses completed,  management  is  concentrating  on 
further  improvement  of  operating  returns.  Change  is 
inevitable,  and  management  must  guide  the  forces 
of  change  to  create  value  for  shareholders. 

At  Greyhound,  we  believe  in  renewing  the  com- 
pany day  by  day 

The  Greyhound  Corporation 


Oendamo'Grazia  Nen 


Silvio  Berlusconi 


the  ad  time.  Fininvest's  formula:  Pay 
top  dollar  for  top  shows  like  Dallas 
and  Cosb\',  attract  big  audiences,  and 
so  get  top  dollar  for  ads. 

Some  think  Italian  viewers  have  all 
the  programming  they  can  stand.  Ber- 
lusconi thinks  otherwise.  His  buyer 
at  the  June  screenings  in  Los  Angeles 
was  buying  not  only  conventional 
broadcasting  rights  to  film  properties 
and  TV  series  but  pay  tv  rights  as  well. 
(Pay  TV  is  showing  promise  in  Italy.) 

With  1992  near,  Berlusconi,  53,  has 
a  3.9%  stake  in  TF-I,  the  network 
with  40%  of  France's  tv  audience,  and 
2%  in  the  French  company  that  con- 
trols TF-1.  He  has  a  stake  in  La  Cinq, 
France's  third-ranked  network.  In 
West  Germany  he  has  a  stake  in  Tele 
Fiinf,  the  country's  newest  and  small- 
est of  three  private  channels.  And  a 
25%  stake  in  Spain  in  a  consortium's 
bid  for  one  of  three  channels  to  be 
licensed  by  the  government.  "He  has 
the  capital,  and  he's  got  broadcasting 
experience,"  says  James  McNamara, 
executive  vice  president  of  New 
World  International. 

TV  isn't  enough.  In  July  1988  Berlu- 
sconi bought  73%  of  La  Standa,  a  de- 
partment store  chain,  for  $650  mil- 
lion (see  i'etruzzi).  A  source  close  to 
Berlusconi  explains,  "Standa  was  a 
way  to  diversify."  Publitalia  contin- 
ues selling  ad  time  on  Soviet  tv.  Ber- 
lusconi wanted  a  similar  agreement 
with  China,  but  that  was  before  the 
upheavals.  And,  for  fun,  Berlusconi's 
soccer  team,  Milan  a.c,  won  the 
prized  Coppa  di  Campioni  in  May. 

Will  Berlusconi  keep  moving?  Do 
birds  smg  in  the  morning?  Stay 
tuned. — Katherine  Weisman 


GERMANY 


ERIVAN  HAUB 

Problem  Soli>er 

The  sole  owner  of  Europe's  largest 
supermarket  chain  (worth  at  least 
$2.9  billion)  is  a  man  who  makes  fast, 
dramatic  decisions  When  infighting 
broke  out  last  July  between  a  long- 


time, high-level  Tengelmann  Group 
manager  and  a  lower-level  manager, 
Erivan  Haub  fired  both. 

Arbitrary?  More  likely,  a  talent  for 
solving  complicated  problems  with 
simple,  decisive  solutions.  Take  a&.p 
supermarkets,  52%  of  which  Haub 
picked  up  for  $7  a  share  in  1979.  The 
stock  is  now  around  $55,  thanks  in 
good  part  to  James  Wood,  formerly  of 
Grand  Union,  whom  Haub  picked — 
and  then  gave  full  powers — to  tum 
the  ailing  chain  around.  The  turn- 
around is  so  successful  that  a&p  has 
recently  taken  over  ailing  Borman's 
Inc.,  with  80  Farmer  Jack  stores  in  the 
Detroit  area,  and  is  bidding  for  Brit- 
ain's Gateway  supermarket  chain. 


M.  oif  Pmige 


Tschauner-DPA'Phocoreponers 


Erivan  Ilaub 


That  the  impatient  Haub  is  expand- 
ing vigorously  is  understandable  con- 
sidering the  frustrations  he  faces  at 
home.  In  Germany  Haub  had  to  get 
approval  from  the  government  cartel 
office  before  he  could  take  over  the 
relatively  small  Schworer  chain  near 
Stuttgart  this  spring.  Then  there's  the 
Bciuniitzioi^sixrordnun^,  a  zoning  law 
restricting  the  size  of  new  suburban 
supermarkets.  And  the  LciJenschluss- 
gesetz,  which  requires  stores  to  close 
by  6:30  p.m.  weekdays.  And  the  nec- 
essary respects,  to  Germany's  surging 
Greens:  no  fish  from  Iceland,  to  save 
the  whales,  hitte:  no  phosphate  deter- 
gents, chlorofluorocarbon  spray  cans 
or  toxic-laden  batteries,  hitte 

This  very  German  billionaire  made 
sure  his  three  sons  were  born  in  the 
U.S.  That  means  they  are  American 
citizens. — Philip  Glouchevitch 


MOHN  FAMILY 
Doubleday  Wasn't  Enough 

Beware:  The  media  giant  may  soon  be 
hungry  again.  Bertelsmann  (1988 
sales,  $6.4  billion)  established  itself  as 
a  world  player  by  taking  over  rca 
Records  and  Doubleday  in  1986.  A 
subsidiary,   Griiner  &   Jahr,   is   still 


Reinbard  Mobn 


searching  for  publications  in  the  U.S., 
where  it  already  owms  Parents  and  ym 
magazines. 

Ownership  of  Bertelsmann,  found- 
ed by  Carl  Bertelsmann  in  1835  to 
publish  religious  materials,  and  now  a 
global  book  and  magazine  publisher 
and  electronic  media  company,  is 
largely  in  the  hands  of  the  Mohn  fam- 
ily, although  some  stock  is  being 
shared  with  employees. 

Reinhard  Mohn,  69,  is  the  patriarch 
of  this  $3.6  billion  family  fortune.  He 
has  transferred  a  majority  of  the  share 
capital  to  his  son  Joharmes,  the  sixth 
generation,  while  his  five  other  chil- 
dren and  wife  hold  unspecified 
amounts.  Yet  Reinhard  retains  a 
DM500  share  with  all  the  voting  pow- 
er, and  he  plans  to  tum  the  company 
over  to  the  nonprofit  Bertelsmann 
Foundation. — Philip  Glouchevitch 


HENKEL  FAMILY 

Happiness  Is  West  Of  The  Rhine 

Konrad  Henkel,  73,  the  effective  head 
of  the  70-member  family  that  con- 
trols the  giant  chemicals  and  deter- 
gents Henkel  Group,  has  been  hassled 
hard  at  home  lately.  His  donations  to 
the  ruling  cdu  and  fdp  parties 
through    tax-deductible    foundations 


*i)l(  PraiiiK 


Konrad  llenk'et 
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drew  him  a  $1.9  million  fine.  He  is 
fighting  the  penalty  and  damn  the 
publicity. 

There's  more  cheer  elsewhere.  Un- 
der their  carefully  chosen — and  non- 
family — CEO,  Henkel  Group  earnings 
totaled  $195  million  in  1988  on  sales 
of  $5.8  billion,  tripling  over  five  years. 
The  company  will  spend  $150  million 
to  placate  the  Greens:  Its  detergents 
will  soon  be  phosphate-free,  packaged 
in  biodegradable  polyethylene  con- 
tainers, not  polyvinylchloride. 

Founded  as  a  purely  German  house- 
hold detergent  maker  in  1876,  Henkel 
now  sells  far  more  in  Latin  America 
or  the  rest  of  Europe  than  at  home. 
Until  recently,  the  biggest  subsidiary 
was  in  France,  where  growth  was  up 
an  average  20%  a  year  since  1980, 
largely  through  acquisition.  But  now, 
with  the  acquisition  of  an  oleochemi- 
cals  division  of  Quantum  Chemical 
for  $480  million,  the  U.S.  subsidiary 
is  number  one.  (Henkel  owns  26%  of 
Clorox  and  26%  of  Loctite.)  More  may 
follow:  There  is  a  bigger  playing  field 
m  the  U.S.  for  growth-minded  billion- 
aires, and  they  are  raising  cash  to  play 
harder  here. — Philip  Glouchevitch 


MAX  GRUNDIG 

The  Indefatigable  Max 

if  West  Germany's  newest  major 
hotelier  is  81 -year-old  Max  Grundig. 
His  latest  extravaganza  in  the  Black 
Forest,  the  Biihlerhohe,  sports  a  heli- 
copter pad,  pool,  tennis  courts  and 
original  paintings  by  Dali  and  Van 


Max  Grundig 


Dyck.  He  also  has  hotels  in  Monte 
Carlo,  Nuremberg  and  Fuschl.  They 
are  not  his  only  interest.  At  72  he 
became  a  father  again  when  third  wife, 
Chantal,  gave  birth  to  a  daughter,  Ma- 
ria Alexander,  now  9  (he  also  has  a 
daughter  from  his  first  marriage). 

Thus,  Grundig  continues  to  be  a 
living  legend  in  Germany,  famous  as  a 
resourceful  if  domineering  business- 
man and  all-around  opinionated  guy. 


He  started  making  radios  in  the 
1930s,  and  survived  Nazis,  Allied 
bombing,  and  the  collapse  of  Germa- 
ny all  right.  Surviving  the  Occupation 
had  its  own  problems:  The  Allies 
banned  the  sale  of  radios.  Grundig 
read  the  regulations  carefully,  and  de- 
signed the  celebrated  "Heinzelmann" 
do-it-yourself  radio  kits  to  get  around 
the  ban.  Soon  he  needed  a  big  factory. 
To  build  it  he  did  a  deal  with  a  French 
army  major,  swapping  20,000  radios 
for  7  million  cigarettes,  which  Grun- 
dig traded  for  60  railroad  cars  full  of 
cement  needed  for  his  factory.  With 
inexpensive  Grundig  tape  recorders, 
televisions,  and  steno  machines,  the 
indefatigable  Max  built  one  of  Eu- 
rope's big  postwar  successes. 

In  1972  Grundig  sold  a  few  shares  to 
the  public  and  put  the  other  93%  in  a 
foundation.  This  was  not  a  true  non- 
profit foundation,  but  a  device  to 
avoid  inheritance  and  ownership 
complications  should  he  die.  Relin- 
quishing control  was  another  matter: 
Four  successive  chief  executives 
found  that  out  from  1972  to  1982— 
each  had  to  leave  the  company. 

But  by  the  late  1970s  Max  had  his 
hands  full  contending  with  Japanese, 
Korean,  Taiwanese  and  Hong  Kong 
Chinese  producers.  Grundig  A.G.  was 
as  beset  with  Asian  imports  as  its  U.S. 
counterparts.  In  1979,  struggling  to 
compete,  Grundig  A.G.  allied  with 
Dutch  giant  N.V.  Philips:  Philips  got 
24.5%  of  Grundig,  and  the  foundation 
got  5.8%  of  Philips,  today  worth  over 
$1  billion.  In  1982  Grundig  became 
CEO  again  at  age  74,  to  try — but  fail — 
to  forge  more  European  alliances.  In 
1984  he  turned  over  management  for 
good  to  Philips,  which  boosted  owner- 
ship to  31.6%  and  guaranteed  Max  an 
annual  DM56  million  dividend  for  20 
years. — Philip  Glouchevitch 


KARL  HEINZ  KIPP 

Run,  Then  Take  The  Money 

■if  Switzerland,  its  hills  alive  with 
the  sound  of  low-tax  music,  is  where 
Karl-Heinz  Kipp  headed  just  prior  to 
selling  his  Massa  variety  stores  for 
some  $800  million  in  1986.  By  becom- 
ing a  Swiss  resident  and  taking  his 
company  public  before  selling,  Kipp 
cut  his  tax  bite  50%. 

Kipp  shrewdly  retained  the  valu- 
able real  estate  under  the  stores,  for 
which  he  receives  over  DM100  mil- 
lion per  year  for  30  years — indexed  for 
inflation,  naturally.  He  and  his  son, 
Ernst  Ludwig,  who  moved  to  Annapo- 
lis, Md.,  have  other  real  estate  inter- 
ests, including  at  least  one  New  York 
office  building.  Kipp  Sr.  also  bought 


some  luxury  hotels  in  Swiss  resort 
villages,  including  Arosa,  where  he 
now  lives.  His  daughter  moved  to  En- 
gland with  her  family,  making  the 
Kipp  exodus  complete. 

Kipp  purchased  the  Alfred  Massa 
company  in  1948  and  built  it  into  a 
successful  textile  wholesaler.  But  you 
wouldn't  be  reading  about  him  if  he 
hadn't  seen  the  handwriting  on  the 
wall,  written  in  Japanese,  Korean  and 
Chinese.  In  1964,  shrewdly  foreseeing 
that  Asian  competition  would  swamp 
European  producers,  he  switched  to 
retail  stores,  offering  everything  from 
food  to  sundries  to  garden  supplies.  By 
the  time  he  was  ready  to  sell,  he  had 
built  27  mostly  large-area  stores  in 
the  Rhineland,  whose  value  increased 
dramatically  after  the  strengthening 
of  the  quirky  German  zoning  law  lim- 
iting construction  of  new  large  stores. 

Kipp  also  left  behind  some  disgrun- 
tled Massa  employees,  who  thought 
they  would  someday  share  in  all  the 
profits  plowed  back  into  the  stores,  to 
make  up  for  their  otherwise  crummy 
employee  benefits. 

It  turns  out  that  the  profits  are  in 
Switzerland. — Philip  Glouchevitch 


QUANDT  FAMILY 

Would  You  Sell? 

Yes,  the  rumors  persist,  and  have  for 
years,  that  the  Quandts  may  be  selling 
their  66%  share  in  bmw,  now  worth 
some  $2.6  billion.  No,  there  is  no  sign 
they  will  actually  do  anything  so 
dumb.  BMW,  profitable  under  the 
Quandts  for  25  years,  is  coming  off  a 
record  year:  sales  up  26%.  Thank  the 
swank  5  and  7  series  sedans  that  out- 
sold rival  Mercedes'  S-class  cars  in 
Europe. 

The  Quandts,  originally  a  textile 
family  in  Brandenburg,  established  a 
potash,  mining  and  battery  combine 
early  this  century.  In  the  late  1950s 
half-brothers  Herbert  and  Harald 
bought  into  and  rescued  then  nearly 
bankrupt  bmw.  Harald  died  in  a  1967 
plane  crash.  Herbert's  widow,  Jo- 
hanna, and  six  of  his  children  (from 

Moit  Prange 


Herbert  Quandt 
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three  marriages)  own  the  bmw  shares 
plus  holdings  in  other  businesses. 
This  generation's  important  new  ven- 
ture is  manufacturing  credit  cards.  In 
1986  the  Quandt  family  purchased 
Minneapolis-based  Smart  Card,  which 
also  owns  the  largest  credit  card  manu- 
facturer in  Germany,  known  as 
MiDS,  as  well  as  plants  throughout 
Europe. — Philip  Glouchevitch 


PRINCE  JOHANNES  VON  THURN 
UNO  TAXIS 
Working  For  Albert 

The  prince,  63,  breathed  easier  when 
wife  Gloria,  34  years  younger,  pro- 
duced a  son,  Albert,  after  two  girls. 
The  quest  for  a  male  heir  each  genera- 
tion, prompted  by  family  tradition, 
has  kept  the  family  fortune,  S3  bil- 
lion, intact  for  five  centuries.  Next 
step  is  to  give  Albert,  now  5,  a  patri- 
mony suited  to  the  21st  century. 


Hi-lniut  Ni-wiiin^vvmj 


lYince Jo/kinnes  ion  Thuni  ton/  Tdxis 

Enter  last  September  Helge  Peter- 
sen, no  stranger  to  family  fortunes. 
This  onetime  McKinscy  consultant 
has  directed  the  Quandt  family's  Al- 
tana  A.G.,  and  businesses  of  the 
wealthy  Haniel  family  before  that. 

Now  he  oversees  "Prince  TNT's" 
vast  tracts  in  southern  Germany  (part 
of  a  19th-century  swap  with  the  fam- 
ily for  the  postal  monopoly  it  con- 
trolled from  1505),  and  in  Canada, 
Brazil  and  the  U.S.  Also,  a  private 
bank,  a  brewery,  electronics  compa- 
nies, .^7%  ot  Philadelphia-based  in- 
vestment bank  Butcher  &  Co.,  and  art 
and  antiques  that  have  yet  to  be  com- 
pletely invcntKiH'd. 

The  prinLC  plai^-  to  develop  indus- 
trial parks,  shopping;  centers  and  of- 
fice buildings  on  the  real  estate,  and 
expand  the  main  electronics  compa- 
ny, Doduco  GmbH  dk  Co.,  by  acquisi- 
tion in  the  U.S.  and  the  Far  East  (al- 
ready, two-thirds  of  its  business  is 
outside  Germany). 

A  more  ambitious  plan  is  afoot:  to 
harness  his  private  bank  (assets, 
DM860  million),  Butcher  &.  Co.,  an 
international  real  estate  business  in 
Dusseldorf,  and  a  Munich-based  secu- 


rities firm  to  build  a  full-service, 
world-girdling  investment  bank  for 
the  superwealthy.  The  bank  and  fi- 
nancial services  are  being  expanded 
"as  fast  as  we  can  find  talented  mana- 
gers," reported  Petersen  to  Germany's 
Indnstiiemagazin.  Albert's  world  is 
likely  to  be  as  much  his  oyster  as  it  is 
his  father's. — Philip  Glouchevitch 


HEINZ  BAUER 
Little-Known,  Not  Little 

if  Have  you  ever  wondered  who  real- 
ly makes  those  snazzy,  expensive  eye- 
glass frames  sold  under  designer 
names  like  Christian  Dior  and 
Porsche  Carrera?  The  answer  is  an 
obscure  West  German  company,  Op- 
tyl  Holding  GmbH  &  Co.,  that  is  con- 
trolled by  a  German  publisher  Heinz 
Bauer,  a  new  name  this  year  among 
the  world's  billionaires. 

Bauer's  primary  business,  however, 
is  Bauer  Verlag.  With  revenues  of  over 
SI  billion,  it  is  West  Germany's  sec- 
ond-largest magazine  publishing 
house,  behind  Axel  Springer,  and 
worth  over  $1  billion,  says  Gebhard 
Klingenstein  of  Baring  Securities. 

The  source  of  Bauer  Verlag's  riches 
IS  l/oren  nnd  Seben  Germany's  equiv- 
alent of  TV  Guide  But  the  company 
was  founded  long  before  the  advent  of 
broadcasting,  in  1875,  by  Heinz 
Bauer's  grandfather.  Heinz'  father,  Al- 
fred Bauer,  published  radio  guides  be- 
fore the  war  and,  immediately  follow- 
ing the  war,  published  wage  tables 
telling  employers  how  much  to  de- 
duct for  taxes,  social  security,  etc.  Af- 
ter the  occupation  ended,  the  Bauers 
relaunched  radio  and  tv  guides.  They 
reinvested  the  profits  in  other  maga- 
zines, including  S'cuc  Mode,  the  fash- 
ion magazine,  illustrated  magazines 
\ei(e  Rerne  and  Quick',  as  well  as  tab- 
loid newspapers.  Bauer  Verlag  now 
publishes  magazines  in  France,  the 
U.K.  and  Spain.  And  the  U.S.:  In  1981 
Bauer  bought  Roman's  World  and,  in 
1988,  launched  lint  for  Women.  In  a 


departure  from  media,  Bauer  also 
owns  230  Winn's  discount  stores  in 
Texas.  Rounding  out  the  picture  back 
home,  Bauer  owns  the  German  li- 
censes for  Playboy  and  Esquire,  and  has 
a  24%  stake  in  Radio  Hamburg. 

Alfred  Bauer  died  in  1984.  Son 
Heinz  now  controls  96%  of  the  com- 
pany, with  the  remainder  divided 
among  his  two  sisters.  Heinz  and  two 
colleagues  operate  the  Hamburg- 
based  group  without  any  middle  man- 
agement.— Philip  Glouchevitch 


ALBRECHT  FAMILY 

New  Battle  Of  Britain  Ahead? 

Theo  and  Karl  Albrecht,  the  billion- 
aire brothers  who  own  the  Aldi  dis- 
count supermarkets,  may  be  getting 
more  aggressive  outside  Germany 
than  they  used  to  be.  Word  is  they 
plan  to  invade  England,  with  centrally 
located,  old-industrial  Birmingham  as 
their  takeoff  point.  That  closely  paral- 
lels their  postwar  start  in  West  Ger- 
many, where  Aldi  spread  up  and  down 
the  Rhine  from  the  central,  old-indus- 
trial Ruhr. 

The  British  may  be  in  for  some 
tough  competition.  Theo,  66,  and 
Karl,  68,  built  their  chain  of  over 
2,000  German  supermarkets  by  cut- 
ting prices  to  the  bone,  through  con- 
centrating on  quick-selling  items  and 
by  limiting  costly  frivolities  like  fresh 
food  or  advertising.  Very  different 
from  cozy  British  retailing  (see  Sains- 
Inoy)  Estimated  sales  for  1988,  $8.2 
billion.  The  Albrechts  have  struc- 
tured the  business  into  32  smaller 
parts  to  avoid  German  disclosure  laws 
for  large  companies.  The  penchant  for 
secrecy  is  understandable:  Theo  was 
kidnapped  in  1971,  and  a  DM7  mil- 
lion ransom  paid. 

Outside  Germany,  the  Albrechts 
also  own  smaller  chains  in  Austria 
(Hofer),  Belgium  (Lansa)  and  Holland 
(Combi).  In  the  U.S.,  Theo  has  a  nifty 
investment  in  the  Boise-based  Albert- 
son's chain.  His  11%,  bought  in  1979 
for  $37  million,  is  worth  some  $250 
million  today. — Philip  Glouchevitch 


lleiiiz  liaucr 


OTTO  BEISHEIM 
Opening  Time  Is  Money 

Supermarketer  extraordinaire  Otto 
Beisheim  keeps  to  his  low  profile.  Di- 
viding his  time  between  residences  in 
Lugano,  Switzerland,  Bal  Harbor,  Fla. 
and  Rottach-Eggem,  West  Germany, 
he  runs  his  Metro  Group  empire  as 
secretly  as  he  can  through  a  maze  of 
holding  companies  in  Switzerland, 
Liechtenstein,  West  Germany  and  the 
U.S.  With  worldwide  sales  of  over  $  1 7 
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In  today's  business  world,  you  either  move  ahead  or  you  get 
left  behind.  There's  no  alternative. 

And  to  move  ahead  for  many  means  the  need  for  substantial 
additional  capital. 

"That's  true,"  you  may  say,  "but  how  do  I  go  about  getting  it?" 

Well,  it's  called  going  public  and  it  has  many  advantages  over 
borrowing  money  from  a  bank.  You  can  raise  a  greater  amount  of 
capital,  from  $2  to  $6  million,  without  raising  your  blood  pressure 
over  interest  rates  and  monthly  payments.  The  capital  you  get  is 
not  a  loan,  it's  yours,  from  investors  who  have  the  same  faith  in 
your  company  as  you  do.  And  you  all  can  reap  the  future  rewards 
with  shares  of  stock. 

Though  going  public  isn't  the  way  for  every  company,  if  you're 
a  growing,  profitable  business  with  sales  between  $5  and  $20  mil- 
lion, it  can  be  the  springboard  for  significant  and  unprecedented 
growth.  But  you'll  never  know,  unless  you  talk  to  the  right  people, 
right  here,  at  STUART-JAMES.  Our  team  of  business  consultants 
will  help  you  evaluate  the  full  potential  of  your  company.  And  if  we 
find  that  we're  right  for  each  other,  we  can  make  the  underwriting 
process  simple,  swift  and  secure. 

Our  1,300  representatives  in  our  52  offices  across  the  country 
have  all  helped  contribute  to  our  client  companies'  success.  So  if 
you  care  about  your  success,  and  want  it  to  continue,  contact  The 
STUART-JAMES  Company. 

Call  Carl  Janzen,  Sr.  Vice  President  at  1-800-227-1161  (in  New 
York  212-758-4665),  or  Milton  Barbarosh,  Sr.  Vice  President, 
at  1-800-262-8666.  Or  write  for  information.  The  Stuart- James 
Company,  Inc.,  805  Third  Ave.,  New  York,  NY  10022. 


Member  NASD,  SIPC 


THE  STUART-JAMES  COMPANY,  INC. 

INVESTMENT  BANKERS 


billion  and  domestic  sales  of  over  $10 
billion,  Metro  Group  is  the  leading 
retailer  in  West  Germany. 

Founded  in  1964,  Metro  dodges 
West  Germany's  store-closing  law  (see 
Hauh)  by  nominally  operating  as  a 
wholesaler  but  handing  to  everyone 
who  asks  the  required  special  en- 
trance card.  A  three-year-old  lawsuit 
against  Metro  by  the  German  Retail 
Trade  Association  is  still  in  the 
courts.  Beisheim's  merchandising 
strategy  is  simple:  Know  your  con- 
sumers and  stock  for  their  ever  more 
specialized  wants — the  group  is  tar- 
geting office  equipment  (Metro  was 
among  the  first  to  carry  pes  and  is 
among  Europe's  leading  sellers)  and 
hotel  catering  as  future  growth  areas. 
Beisheim  believes  this  strategy  will 
protect  him  from  other  European  re- 
tailers chasing  the  "Euro-consumer" 
onto  German  turf. 

Lately,  Beisheim,  65,  has  been 
branching  out.  He  has  raised  his  stake 
in  Kaufhof  A.G.,  West  Germany's  sec- 
ond-biggest department  store  chain, 
to  over  50%.  Other  Beisheim  inter- 
ests include  Primus  Mcistcr  and 
Huma/Suma  supermarkets,  the  Pcli- 
kan  office  furniture  company  as  well 
as  the  letro  cash-and-carry  stores  in 
the  U.S. — Philip  Glouchevitch 


HERZ  FAMILY 

Filling  In  The  VCR  Blanks 

When  their  father  Max  died  in  1965, 
brothers  Gunter  and  Michael  Herz  in- 
herited Tchibo  Frisch  Rost  Kaffec,  a 
coffee  mail-order  business  and  store 
chain.  Somehow,  the  brothers  figured 
they  could  also  sell  cheap  surfboards, 
tennis  rackets,  bottle  openers  and 
sundry  other  goods  through  their  cof- 
fee stores.  They  were  right.  Tchibo's 
sales  have  grown  steadily  and  now 
total  over  SI  billion. 

The  brothers  keep  looking  for  new 
profit  sources.  Example;  For  a  joint 
venture  in  the  travel  business,  they 
now  sell  videocassettes  in  Tchibo 
stores.  Priced  the  same  as  a  blank 
tape,  these  cassettes  come  with  a  pre- 
recorded one-hour  travelog  featuring 
hotels  in  Ibira,  Grand  Canary  Island, 
Rhodes  and  Crete,  and  a  number  for 
reservations.  If  you  don't  like  the  ad- 
vertising, you  simply  iccord  right 
over  It.  Clever. 

The  Herz  brothers'  diversifications 
include  26%  of  Beicrsdorf  A.G.,  mak- 
er of  the  Nivca  brand  skin  cream  and 
adhesive  tapc;  and  53%  of  Reemtsma 
Cigarettenfabriken  GmbH,  which  has 
cigarettes  (notably  Peter  Stuyvesant 
brand)  and  breweries  (St.  Pauli  Girl, 
among   others).    At    Reemtsma,    the 


brothers  are  selling  off  some  of  the 
weaker  breweries  and  keeping  the 
successful  Bavaria  and  St.  Pauli 
brands.  Beiersdorf,  meanwhile,  is 
growing  nicely;  it  recently  outbid  Ja- 
pan's Dainippon  Chemical  for  Tech- 
nical Tape,  Inc.,  the  second-largest 
manufacturer  of  adhesive  tape  in  the 
U.S. — Philip  Glouchevitch 


OETKER  FAMILY 

Into  Good  Hands 

Here  is  another  big  West  German 
family-owned  company  that  finds  it- 
self compelled  to  look  beyond  West 
Germany.  The  Oetker  family  compa- 
ny was  started  in  1891  by  August 
Oetker,  a  pharmacist  in  Bielefeld  who 
packaged  baking  powder  and  recipes 
for  housewives.  His  grandson  Rudolf 
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Oetker  took  over  after  WW  II  and  di- 
versified into  shipping,  breweries, 
banking  and  insurance.  Now  Rudolf's 
son  August,  45,  is  group  chairman. 

August  Oetker  faces  unusual  chal- 
lenges. Oetker  Group  (sales,  around 
$1.6  billion)  is  so  large  in  some  indus- 
tries— brewing,  for  example — that  it 
can't  make  further  acquisitions  with- 
out running  into  trouble  with  West 
Germany's  competition  laws  and  the 
cartel  commission.  The  foods  divi- 
sion IS  also  very  large,  but  come  1992 
it  must  compete  against  even  larger 
European  giants  like  Nestle  or  Uni- 
lever. August  Oetker's  solution;  seek 
growth  markets  in  lines  like  frozen 
and  prepared  foods,  perhaps  with  sim- 
ilar size  companies  in  France  or  Italy, 
for  economies  of  scale. 

At  73,  patriarch  Rudolf  Oetker  is 
spending  less  time  on  company  af- 
fairs. Several  top  managers  are  at  or 
near  retirement  age.  But  young  Au- 
gust Oetker  showed  his  mettle  when 
he  told  West  Germany's  liuliistricnia 
^cizm  last  year  that  he'll  find  manag- 
ers either  within  the  company  or  out- 
side who  are  independent  enough  to 
challenge  tamily  members  on  matters 
of  importance. — Philip  Glouchevitch 


CRETE  SCHICKEDANZ 
AND  FAMILY 
Staying  Put 

With  the  mail-order  business  in  West 
Germany  nearing  saturation,  where 
will  Grete  Schickedanz  look  for  fu- 
ture growth?  Schickedanz,  77,  is  the 
widow  of  the  founder  of  Quelle,  one  of 
West  Germany's  largest  mail-order  re- 
tailers. The  company  is  run  with  the 
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help  of  other  family  members. 

So  far  the  family's  answer  to  the 
growth  question  has  been  to  diversify, 
but  primarily  within  West  Germany. 
Besides  the  catalog  business.  Quelle 
group  now  includes  retail  stores. 
Thanks  in  part  to  its  1987  acquisition 
of  the  Sinn  A.G.  chain  of  apparel 
shops,  Quelle's  1988  sales  topped  $5.5 
billion,  and  earnings  were  up  10%,  to 
some  $50  million.  Also  spurring  sales 
were  the  financial  services  division 
and  an  "industrial"  division  that  re- 
cently acquired  a  Coca-Cola  conces- 
sion for  northern  Bavaria  and  neigh- 
boring regions.  The  Schickedanzes  in- 
tend to  merge  the  Coke  operation 
with  existing  beverage  operations 
(which  include  brewer  Patrizier  Brau). 

Quelle  earns  about  30%  of  its  cata- 
log revenues  outside  of  West  Germa- 
ny. But  the  Schickedanzes  always 
identified  with  their  country,  and  a 
company  spokesman  confirms  that 
investing  outside  the  Fatherland  is 
"not  a  priority." — Philip  Glouchevitch 


OTTO  FAMILY 
Writer  Makes  Good 

if  The  Schickedanzes  aren't  the  only 
German  billionaires  from  mail  order, 
or  even  the  largest.  Meet  Werner 
Otto,  79,  and  his  son  Michael,  46. 
Their  majority-held  Otto  Versand 
GmbH  &.  Co.  earned  $83  million  in 
Germany  alone  last  year;  worldwide, 
group  sales  exceeded  $7  billion.  The 
Ottos  also  own  Spiegel,  Inc.,  the  U.S. 
catalog  company.  Add  to  that  several 
real  estate  development  companies  in 
North  America. 
The    son    of   a    Brandenburg   food 
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What  can  customers 
expect  from  the  people 

of  BeUSouth? 


Responsiveness.  Objectivity. 

And  a  commitment  to 
putting  the  customer  first. 

These  are  the  quahties  of  the 
men  and  women  of  BellSouth.  Peo- 
ple dedicated  to  making  BellSouth 
one  of  the  leading  communications 
companies  in  the  world. 

BellSouth  people  are  design- 
ing, installing  and  maintaining 
sophisticated  communications  sys- 
tems throughout  the  Southeast  and 
in  more  and  more  places  across  the 
country  and  around  the  world.  In 
each  case,  BellSouth  is  committed 
to  putting  the  customer  first. 

As  part  of  that  commitment, 
BellSouth  was  the  first  Bell  holding 
company  to  recombine  network 
and  equipment  operations  so  that 
customers  could  enjoy  a  single 
source  for  their  telecommunica- 
tions needs.  This  new  marketing 
approach  is  making  it  easier  for 
customers  to  do  business  with 
BellSouth. 

When  it  comes  to  communi- 
cations products  and  services, 
BellSouth  people  can  provide  the 
solutions  customers  have  a  right  to 
expect  from  a  leader. 

For  more  information  on 
BellSouth,  call  1-800-522-2355. 
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Evcnthing  vou  expect  from  a  leader.^" 
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Werner  Otto 


wholesaler,  Werner  Otto  originally 
wanted  to  be  a  writer,  but  became  an 
independent  retailer  in  Stettin  in- 
stead. He  spent  two  years  in  jail  for 
his  opposition  to  the  Nazis,  then 
moved  to  Hamburg  after  the  war.  He 
founded  a  mail-order  house  in  1949;  it 
grew  rapidly  thanks  to  his  knack  for 
getting  what  customers  wanted.  In 
the  early  1960s,  with  impeccable  tim- 
ing, Otto  sold  about  half  the  company 
to  finance  his  foray  into  real  estate 
development. 

Son  Michael,  who  once  served  a 
brief  internship  at  the  Von  Finck's 
bank,  took  over  as  chief  executive  in 
1981.  He  seems  cut  from  his  father's 
cloth.  Michael  bought  the  Spiegel  cat- 
alog in  the  U.S.  in  1982,  and  with  his 
father's  flair  for  timing,  he  raised  $  1 00 
million  through  the  issue  of  nonvot- 
ing shares  in  Spiegel  in  September 
1987,  one  month  before  the  global 
market  crash. 

Under  his  tenure  the  company 
broke  out  of  Quellc's  shadow  in  1982, 
and  then  overtook  Scars  in  1986  to 
become  the  world's  leader  in  catalog 
sales.  Germany's  lihlustitcvuif^azin 
named  Michael  Otto  "manager  of  the 
year"  in  1986;  he  sits  on  the  board  of 
several  companies,  including  Deut- 
sche Bank.— Philip  Glouchevitch 


VON  SIEMENS  FAMILY 
Strategic  Alliances 

-k  Siemens  A.G.  (sales,  $34  billion) 
makes  everything  from  dishwashers 
to  nuclear  plants.  But  now  even  the 
company  seems  to  think  the  broad 
spread  is  a  weakness,  and  plans  to 
focus  on  power,  communications  and 
medical  equipment.  Showing  its  af- 
fection for  grand  strategic  alliances, 
Siemens  agreed  last  December  to  buy 
the  telecommunications  part  of 
Rohm  from  ibm  for  Sl.lS  billion.  In 
partnership  with  Britain's  gec,  Sie- 


mens is  now  making  a  renewed  bid  to 
take  over  Britain's  Plessey,  a  world- 
wide electronics  concern  with  impor- 
tant British  defense  contracts. 

Siemens  isn't  usually  thought  of  as 
a  family  company,  but  over  200  Von 
Siemens  family  members  and  their 
unifying  family  trust  own  at  least 
10%  of  the  share  capital,  including  an 
undisclosed  number  of  preferred 
shares  that  carry  extra  votes. 

For  nearly  its  entire  life,  Siemens 
has  been  run  by  family  members.  It 
was  founded  in  1847  as  the  Siemens  & 
Halske  Telegraph  Co.  by  Werner  von 
Siemens  and  Johann  Georg  Halske.  In 
1866  Werner  developed  the  first  prac- 
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tical  dynamo-electrical  machine, 
through  which  electricity  can  be  pro- 
duced in  great  quantity.  The  company 
quickly  grew  into  one  of  Germany's 
biggest  electric  companies.  Most  of 
the  firm's  plants  and  its  Berlin  head- 
quarters were  destroyed  during  World 
War  II;  after  the  war  the  founder's 
grandson  Hermann  von  Siemens  relo- 
cated the  company  to  Munich. 

The  tradition  of  family  members' 
running  Siemens  ended  in  1 98 1 ,  when 
Peter  von  Siemens  stepped  down  as 
chairman  of  the  supervisory  board. 
His  son,  Peter  Carl  von  Siemens,  52, 
is  on  the  board  of  executives,  and 
younger  family  members  work  in  the 
company,  but  it  is  run  by  professional 
management. — Philip  Glouchevitch 


FRIEDRICH  KARL  FLICK 

Squabble  Settled 

Friedrich  Karl  Flick  may  finally  get  to 
enjoy  in  peace  the  $3  billion  he  re- 
ceived from  selling  his  industrial  em- 
pire to  Deutsche  Bank  in  1985.  Flick 
recently  paid  an  undisclosed  amount 
to  two  disgruntled  nephews,  Friedrich 
Christian  and  Gert-Rudolf,  whose 
share  of  the  family  companies  he  had 
bought  in  1975  for  DM200  million.  In 
a  real-life  version  oi Dynast}-,  the  neph- 
ews sued  last  year  for  a  redistribution 
of  the  assets,  and  embarked  on  a  visi- 
ble campaign  to  regain  control  of  the 
old  family  paper,  dynamite  and  con- 
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struction  companies,  since  taken  pub- 
lic as  Feldmiihle  Nobel  A.G.  They 
failed  to  gain  control  but  profited 
handsomely  from  selling  their  40% 
stake  last  May  to  the  Dusseldorf  ener- 
gy and  chemicals  conglomerate  Veba 
A.G.  The  squabble  seems  settled. 

Flick,  whose  image  was  tarnished 
in  a  1981  political  contributions  scan- 
dal, remains  a  behind-the-scenes  fig- 
ure in  West  Germany.  He  sits  on  the 
supervisory  board  of  Deutsche  Bank, 
and  IS  the  subject  of  many  business 
rumors.  Talk  of  his  building  a  sky- 
scraper in  Frankfurt  proved  to  be  un- 
true. But,  at  62,  Flick  is  still  quite 
active.  There  will  probably  be  fire  be- 
hind one  of  the  rumors  one  of  these 
days. — Philip  Glouchevitch 


WERHAHN  FAMILY 
Iraq  Connection 

The  Werhahn  family's  considerable 
fortune  should  improve  thanks  to  the 
end  of  the  Iran-Iraq  war.  The  reopen- 
ing of  the  $700  million  airport  at  Bas- 
ra and  a  new  1 40km  Iraqi  highway 
will  enable  the  Iraqis  to  complete  pay- 
ments to  Strabag  Bau  A.G.,  the  West 
German  construction  firm  50%- 
owned  by  the  Werhahns.  The  rest  of 
their  fortune  springs  from  some  74 
other  companies  controlled  through 
their  holding  company,  Wilhelm  Wer- 
hahn K.G.,  of  Neuss. 

The  family  shuns  all  publicity — al- 
though a  secretary  was  allowed  to 
confirm  that  Chairman  Heribert  Wer- 
hahn docs  indeed  spell  his  name  with 
the  "i."  He  recently  stepped  down  as 
chairman  of  the  the  Strabag  Bau  su- 
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What  happens  ^\^len  everyone 
10  wants  togettiieir  hands  on  a  dm 


It  turns  out  something  like 
this.  And  something  that  was 
supposed  to  be  %"  long  ends  up 
to  be  PA"  long.  Or  a  careless  cof- 
fee stain  obliterates  weeks  of 
careful  budgeting. 

It's  not  an  uncommon  prob- 
lem in  manufacturing  firms,  or 
businesses  of  any  type.  Papers 
and  drawings  are  mishandled, 
misplaced,  and  misfiled,  all  to 
your  misfortune. 

The  solution  is  a  com- 
puterized filing  and  distribution 
system  for  drawings  and  docu- 
ments from  3M  Information 


Systems  Group. 

3M  provides  systems  that 
use  computer  technology— very 
likely  the  computers  you  already 
have  in  place— to  speed  and  se- 
cure the  storage,  retrieval,  and 
distribution  of  drawings  and  doc- 
uments with  evidentiary  value. 

For  many  firms,  the  storage 
media  may  be  aperture  cards  or 
microfilm.  With  certain  appli- 
cations, a  digital  document 
management  system  integrated 
with  a  mainframe  database  may 
be  most  appropriate. 

Either  way,  the  system  you 


choose  will  work  with  the 
technology  3M  is  developing  for 
the  future.  We've  already  as- 
sembled packages  to  help  those 
in  the  areas  of  Accounts  Payable, 
Engineering,  Manufacturing, 
Financial  Records,  Hospital 
Records  and  more. 

For  more  information  on 
how  to  protect  your  company 
and  your  important  files,  call 
3M  Information  Systems  at 
1-800-328-1684. 

Before  a  tear  in  some  draw- 
ing sends  a  terror  through  your 
business. 
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pervisory  board  to  become  honorary 
chairman,  but  he  leaves  the  company 
in  good  shape:  Earnings  are  rising 
again  after  two  lean  years.  The  family 
sold  its  $1.1  billion  (sales)  food  opera- 
tions in  1987  for  $320  milUon,  but  it 
still  owns  diverse  businesses  with 
combmed  sales  of  around  $1.6  bil- 
lion.— Philip  Glouchevitch 
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WILHELM  VON  HNCK 
AUGUST  VON  nNCK 
Divvying  Up? 

The  von  Finck  brothers  broke  their 
customary  silence  a  few  months  ago 
to  deny  a  Spiegel  magazine  report  that 
their  90%  share  of  Lowenbrau  brew- 
ery (worth  some  $260  million)  is  for 
sale.  It  was,  however,  a  plausible  ru- 
mor. For  one  thing,  West  Germany's 
beer  wars  arc  heating  up,  and  many 
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Wilhetm  and  August  ran  J  nick 

lesser  breweries  have  been  changing 
hands  (see  Ilerz,  eg  J.  For  another,  the 
von  Fincks — August  is  59;  Wilhelm, 
61 — may  be  starting  to  think  about 
transferring  assets  to  their  children. 

August  has  four  children  and  Wil- 
helm has  one,  and  although  none  of 
the  kids  IS  active  in  the  business, 
there  is  a  great  deal  to  be  distributed. 
Besides  Lowenbrau,  the  brothers'  vast 
holdings  include  the  private  Merck, 
Finck  <!k  Co.  bank  (total  assets  over 
DM3  billion),  40%  of  electric  utility 
Isar  Ampcrwcrkc,  70%  of  the  less- 
known  Wurzburger  brewery,  invest- 
ments in  Allianz  (5% )  and  Munich  Re 
(5%)  insurance  companies,  and  some 
10,000  acres  of  valuable  forest  and 
agricultural  land  outside  Munich. 
That  land  is  especially  valuable  be- 
cause in  West  Germany  landholdings 
are  valued,  for  inheritance  tax  pur- 
poses, at  only  10%  of  their  market 
value.— Philip  Glouchevitch 


VON  OPPENHEIM  FAMILY 
Bicentennial  Nonbash 

The  von  Oppcnheim  cousin.s  — 
Manfred,  65,  and  Alfred,  55 — are  cele- 
brating the  bicentennial  of  their  fami- 
ly's famous  bank,  Sal.  Oppenheim  jr. 
&.  Cie.,  this  year  just  the  way  you'd 
expect  from  sixth-generation  private 


Alfred  and  Manfred  von  Oppenheim 

bankers  and  insurers:  discreetly.  The 
Oppenheims'  worth,  believed  to  be  in 
the  $2  billion  area,  is  concentrated  in 
the  bank  and  several  insurance  com- 
panies, especially  Colonia  Versicher- 
ung  A.G.,  on  whose  books  hidden  as- 
sets reportedly  abound. 

German  insurance  companies  are 
known  in  European  financial  circles 
to  be  highly  profitable,  and  Colonia  is 
considered  no  exception.  The  bank  is 
healthy,  too:  it  has  joint  ventures  in 
Zurich,  Luxembourg,  New  York 
and — most  recently— Tokyo.  These 
ventures  are  meant  to  serve  large  for- 
eign institutional  investors  interested 
in  purchasing  German  securities  in  a 
steadily  shrinking  world. 

The  bank  was  founded  in  1789  by 
ancestor  Salomon  Oppenheim  jr., 
the  first  Jew  on  Cologne's  Chamber 
of  Commerce.  His  sons  Simon  and 
Abraham  financed  Germany's  rail- 
roads. Simon's  sons  converted  to 
Christianity;  by  Hitler's  day  the  von 
Oppenheims  were  only  one-quarter 
Jewish  and  largely  escaped  the  Holo- 
caust.—Philip  Glouchevitch 


FRANCE 


MULLIEZ  FAMILY 
Sincere  Flatterer 

if  Gerard  Mulliez  is  trying  his  luck 
at  bringing  the  hypermarket  to  the 
U.S.  In  1984  some  of  Mulliez'  Groupc 
Auchan  executives  moved  to  the 
States  to  run  an  experimental  super- 
warehouse  franchise  in  Joliet,  111.  Au- 
chan opened  its  first  U.S.  hypermar- 
ket near  Houston  last  fall,  and  its  sec- 
ond in  suburban  Chicago  this  spring. 
Highly  successful  in  Europe,  hyper- 
markets— with  everything  from  bread 
to  vcRs,  skirts  to  lawn  mowers  under 
one  huge  roof — have  yet  to  catch  on  in 
the  U.S.  Yet  it's  understandable  why 
Mulliez  should  want  to  have  a  go. 
Consciously  inspired  by  American 
discount  retailing  operations  he  saw 
ui  the  U.S.  in  1960,  Mulliez  opened 
his  first  Auchan  supermarket  in  1961 


in  Roubaix,  near  Lille.  To  preempt 
anyone  from  opening  an  even  bigger 
store,  he  built  the  first  Auchan  hyper- 
market in  1967.  Now  there  are  39  in 
France,  1 1  in  Spain  and  a  joint  venture 
under  way  with  Italy's  Conti.  Every 
store  offers  over  50,000  items  on  floor 
space  up  to  160,000  square  feet.  (The 
typical  Wal-Mart  hypermarket,  by 
contrast,  is  222,250  square  feet.) 

To  cope  with  the  LoiRoyer,  sl  French 
law  aimed  at  protecting  small  shop- 
keepers, Mulliez  developed  U.S. -style 
shopping  centers,  anchored  by  his  hy- 
permarkets. This  allows  the  petit 
bourgeois  shopkeepers  to  rent  space 
and  benefit  from  traffic  generated  by 
the  big  Auchan  stores.  Other  U.S. 
concepts  Mulliez  has  imported  to 
France  include  do-it-yourself,  sport- 
ing goods,  discount  clothing  chains, 
cafeterias,  and  even  pizzerias.  His  em- 
ployees own  17%  of  $7  billion  (sales) 
Auchan;  Mulliez'  83%  share  is  worth 
around  $1.2  billion. 

The  original  century-old  family 
business  is  a  chain  of  knitting  and 
yam  stores  called  Phildar.  Today 
Phildar  (1988  sales,  $473  milhon)  has 
some  2,280  franchisees,  making  it 
one  of  the  largest  franchise  opera- 
tions in  Europe. — Katherine  Weisman 


BOURIEZ  FAMILY 

Case  Closed 

Last  year  Michel  Bouriez,  once  presi- 
dent of  the  Nancy  Chamber  of  Com- 
merce, spent  three  weeks  in  jail  after 
being  indicted  for  allegedly  making  a 
FFIO  million  ($1.5  million)  payoff  to 
build  another  Bouriez  family  hyper- 
market. The  case  was  suspended,  but 
the  incident  shows  how  seriously  the 
French  take  the  Loi  Royer,  protecting 
their  little  shopkeepers,  who  feel 
threatened  by  billionaire  retailers  like 
the  Bouriez  family. 

The  Bouriez'  holding  company  is 
Cora-Rcvillon-Editions  Mondiales; 
according  to  the  family,  its  revenues 
are  around  $5  billion  but  most  observ- 
ers put  them  well  above  that.  The 
company  is  based  in  Paris  and  is  run 
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by  Michel's  brother  Philippe,  55,  a 
Harvard  Business  School  alumnus. 

The  family's  original  company, 
Cora,  is  now  France's  second-largest 
hypermarket  group  with  48  stores  (6 
more  in  Belgium)  and  several  super- 
markets and  convenience  stores.  Re- 
villon,  the  well-known  luxury-goods 
firm  acquired  in  1981,  owns  the  li- 
cense to  manufacture  apparel  and  ac- 
cessories with  the  Karl  Lagerfeld  la- 
bel. Editions  Mondiales  is  France's 
number  one  publisher  of  women's 
pulp  romances  and  produces  films 
and  TV  programs.  It  also  owns  2%  of 
TF-1,  a  cable  tv  broadcaster.  With  one 
of  France's  largest  family  companies, 
the  Bouriez  clan  is  worth  well  over  $1 
billion. — Katherine  Weisman 


PEUGEOT  FAMILY 

Tale  Of  Two  Families 

The  descendants  of  Louis  Renault  can 
thank  France's  Socialists,  who  keep 
bailing  out  the  state-owned  Renault 
car  company,  for  keeping  the  family 
name  alive.  But  the  competing  Peu- 
geot clan  has  kept  its  name — and  for- 
tune— alive  through  its  own  wits  and 
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Roland  Peugeot 


resources.  The  family  is  currently  rep- 
resented by  Pierre,  Roland,  Bertrand 
and  Antoine.  Among  their  better  deci- 
sions was  the  fairly  recent  one  of  hir- 
ing Jacques  Calvet  as  chairman  in 
1982.  After  whipping  labor  into 
shape,  Calvet  came  out  with  the 
^widely  acclaimed  Peugeot  405  in 
;  1988.  Sales,  earnings  and  Peugeot 
stock  have  all  shot  up  dramatically, 
making  the  Peugeot  family's  26% 
(with  double  voting  rights  in  some 
cases,  assuring  control)  of  Peugeot 
S.A.  lately  worth  $1.5  billion. 

Looking  ahead  to  the  tougher  com- 
petition European  automakers  will 
face  after  1992,  Peugeot  and  Fiat  have 
.  formed  a  joint  venture  to  build  pas- 
senger vans  to  compete  with  Volks- 
wagen and  the  Japanese. 

Currently  Peugeot  has  12%  of  the 
European  market;  this  puts  it  in  third 
place,  narrowly  behind  vw  and  Fiat. 
But  one  well-regarded  European  auto- 
motive analyst  foresees  even  brighter 
things.  "Peugeot,"  he  predicts,  "will 


become  Europe's  premier  automaker 
and  will  gain  a  [European]  market 
share  of  15%  in  the  next  four 
years." — Katherine  Weisman 


VUITTON  FAMILY 

French  Lesson 

"^  "If  Racamier  hadn't  been  there, 
they  (the  Vuitton  family]  would  not 
be  billionaires,"  says  a  source  close  to 
the  Vuittons.  He  is  referring  to  Henry 
Racamier,  a  successful  businessman 
who  married  Odile  Vuitton  in  1943. 
In  1977  Racamier's  mother-in-law, 
who  wanted  to  keep  Louis  Vuitton  a 
family  business,  asked  Racamier  to 
take  over.  He  sold  his  specialty  metals 
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company  and,  at  65,  began  a  new  ca- 
reer in  the  prestige  consumer  goods 
business  (a  Vuitton  trunk  can  cost 
S  10,000  and  more).  When  he  started 
there  were  two  Vuitton  boutiques; 
sales  were  $11  million.  Today  Vuit- 
ton has  120  stores  worldwide;  1988 
sales  were  close  to  $500  million. 

Racamier's  problems  began  when 
he  took  Vuitton  public  in  1984.  This 
made  the  family  more  liquid,  but  re- 
duced its  control.  In  1987  he  merged 
Vuitton  with  Moet  Hennessey  to  cre- 
ate Louis  Vuitton  Moet  Hennessey 
(lvmh).  That  further  reduced  the  fa- 
mily's ownership. 

During  the  past  year,  a  nasty  power 
struggle  has  broken  out  involving  Ra 
camier,  Britain's  Guinness  Pic, 
French  businessman  Bernard  Arnault 
and  merchant  bankers  Lazard  Freres 
&.  Cie.  (for  more  on  the  battle,  see 
'Tough  guys  with  a  genteel  manner," 
Forbes, /m/v  10).  hs>  things  now  stand, 
Arnault  is  in  charge,  and  the  Vuitton 
family's  holding  in  lvmh  has  been 
diluted  down  to  around  20%.  The 
stake  is  now  worth  $1.3  billion,  but 
the  Vuittons  have  lost  control. 

The  company  itself,  by  the  way,  has 
a  charming  history.  In  1837  Louis 
Vuitton,  16,  came  to  Paris  and  appren- 
ticed himself  as  a  layetier  The  word 
layetier  has  almost  disappeared,  but 
then  it  was  commonly  used  and 
meant  a  specialist  in  packing  luggage 
for  wealthy  women  leaving  on  ex- 
tended sojourns.   When  Eugenie  de 


Montejo  married  Napoleon  III  in 
1853,  she  chose  Vuitton  as  her  layetier, 
making  him  famous.  In  1854  Vuitton 
opened  a  luggage  store  where  he  re- 
shaped the  trunk,  traditionally  round- 
ed on  top,  into  a  rectangular  box  for 
easier  stacking.  Vuitton  trunks  were 
soon  the  rage. — Katherine  Weisman 


SCHLUMBERGER/SEYDOUX 
FAMILY 

Thick-Blooded 

We're  not  sure  what  this  means,  but 
Jerome  Seydoux,  commonly  regarded 
as  one  of  France's  best  businessmen, 
has  lately  emerged  as  a  major  factor  in 
the  international  wool  business. 
Through  his  air  transport  company, 
Chargeurs  S.A.,  Seydoux  has  bought 
the  wool  combing,  cleaning,  spinning 
and  selling  arms  of  Prouvost  in  France 
and  of  Hart  in  Argentina.  These  give 
Seydoux  22%  of  the  world  market  in 
wool  trading  and  combing. 

Why  wool?  We  don't  know;  Sey- 
doux merely  points  to  historic  compa- 
ny ties  to  the  textile  industry.  What  is 
clear  is  this:  The  Seydoux  family's 
commercial  blood  still  runs  thick.  Jer- 
ome's grandfather  Marcel  Schlum- 
berger  (and  Marcel's  brother,  Conrad) 
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founded  Schlumberger,  the  oil  ser- 
vices giant.  Pierre  Schlumberger, 
Marcel's  son,  later  decreed  that  the 
company  should  be  managed  by  pro- 
fessionals, not  family  members. 

That  rule  forced  Jerome  Seydoux 
out  of  the  company  in  1976.  A  natural 
businessman,  he  soon  bought  control 
of  troubled  textile  company  Pricel, 
which  he  restructured  and  used  to 
acquire  Chargeurs  in  1979.  Chargeurs 
recently  won  passenger  routes  be- 
tween New  York  and  Marseille,  Bor- 
deaux and  Toulouse  from  President 
Mitterrand — Seydoux,  too,  is  close  to 
the  Socialist  government. 

Nor  is  Jerome,  55,  the  only  family 
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member  to  have  inherited  some  of 
Marcel's  commercial  acumen.  Youn- 
ger brother  Nicolas  runs  Gaumont, 
France's  leading  motion-picture  pro- 
ducer. Michel,  the  youngest  sibling, 
has  a  film  production  company.  To- 
gether, the  Seydoux  and  Schlum- 
berger  kin  own  as  much  as  25%  of 
Schlumberger,  worth  over  $2  billion 
at  current  prices. — Katherine  Weisman 


HOLLAND 


LILIANE  BETTENCOURT 

The  Price  Of  Diversifying 

Widely  considered  France's  wealthi- 
est individual,  Liliane  Bettencourt  is 
the  daughter  and  heir  of  Eugene 
Schueller,  the  founder  of  L'Oreal,  the 
world's  largest  cosmetics  company 
(1988  worldwide  sales,  $4.6  billion). 
Now  66,  she  continues  to  live  quietly 
in  a  suburb  of  Paris  with  husband 
Andre,  a  former  government  minister. 
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L'Oreal  has  a  new  president,  Lind- 
say Owen-Jones,  43,  a  Welshman,  ap- 
pointed last  September.  Around  40% 
of  L'Oreal's  sales  are  still  in  France, 
and  Owen-Iones,  long  with  L'Oreal's 
various  international  divisions,  is 
charged  with  expanding  foreign  mar- 
kets. This  includes  the  U.S.,  where 
L'Oreal  operates  through  its  New 
York-based  subsidiary,  Cosmair. 
Within  L'Oreal's  vast  product  line, 
the  company's  most  successful  prod- 
uct is  Anais  Anais,  a  perfume  with 
worldwide  sales  of  about  SI 40  mil- 
lion. Owcn-Iones  hopes  to  create 
more  such  global  successes. 

Through  Ccsparal,  a  holding  com- 
pany, Liliane  Bettencourt  owns  28% 
of  L'Oreal;  at  currcht  Paris  Bourse 
prices,  the  holding  is  v^ilued  at  $1.1 
billion.  She  originally  held  about 
50% .  But,  to  diversify,  she  traded  22% 
in  1974  for  what's  now  3%  ui  bearer 
shares  of  NestlcS  the  Swiss  food  giant. 
That  Nestle  stake  is  worth  around 
$400  million;  a  22%  holding  in  L'Ore- 
al, by  contrast  would  be  worth  over 
$800  million  at  todav's  prices.  There 
is  sometimes  a  cost  to  diversifying 
one's  portfolio.— Katherine  Weisman 


DREESMANN  FAMILY 

Boardroom  Fight 

Last  year  saw  real  trouble  emerge  at 
the  Dreesmann  family's  Vendex  In- 
ternational. Run  since  1974  by  Profes- 
sor of  Economics  Anton  Dreesmann, 
66,  Vendex  has  grown  into  a  retailing 
and  financial  services  colossus  whose 
1988  sales  hit  nearly  $8  biUion.  Its 
U.S.  interests  include  50%  of  B.  Dal- 
ton  Bookseller  and  41%  of  DiUard  De- 
partment Stores  Class  A  shares. 

But  while  Dreesmann  was  orches- 
trating Vendex'  overseas  growth, 
managers  of  the  company's  stores 
back  home  in  Holland  stayed  too  long 
with  mass  marketing  concepts  at  a 
time  when  competitors  were  offering 
upmarket,  specialty,  in-store  bou- 
tiques. At  the  Dreesmann 's  supermar- 
ket chain,  Edah,  managers  lost  their 
image  as  good  discounters  when  other 
supermarkets  began  reducing  prices. 

The  turn,  when  it  came,  was  sud- 
den for  the  privately  owned  company. 
By  some  accounts,  some  of  the  Dutch 
operations,  which  account  for  as 
much  as  63%  of  sales,  are  now  losing 
money.  Vendex'  overall  profits  fell 
24%  last  year,  to  $78  million. 

To  make  matters  worse,  Anton 
Dreesmann  was  knocked  out  of  ac- 
tion by  a  brain  hemorrhage,  from 
which  he  is  recovering.  His  hand- 
picked,  nonfamily  successor,  Arie 
Van  der  Zwan,  attacked  Vendex'  prob- 
lems with  a  plan  to  cut  nearly  18%  of 
the  department  stores'  jobs  and  then 
upgrade  the  stores,  as  Macy's  in  the 
U.S.  had  done.  The  paternalistic 
Dreesmann  wouldn't  hear  of  mass  fir- 
ings. Saying  he  had  "pulled  himself 
out  of  the  grave,"  Dreesmann  re- 
turned to  the  company  early  this  year 
amid  a  "palace  revolt"  by  directors 
and  managers,  who  threatened  mass 


resignation,  according  to  one  source 
(the  company  refuses  comment).  At] 
any  rate,  Van  der  Zwan  is  out,  and  so 
are  the  mass  firings.  A  "more  quiet" 
restructuring  plan  is  in  process,  and 
plans  for  taking  Vendex  public  in 
1990  are  stalled.  Dillard's  has  report- 
edly asked  about  buying  back  Vendex' 
stake,  currently  worth  some  $758 
million.  An  interesting  drama,  far 
from  finished. — Kataxzyna  Wandycz 


FENTENER  VAN  VLISSINGEN 
FAMILY 

The  Next  Billion 

What  is  a  billionaire  family  doing  in  a 
dull  business  like  propane?  Answer: 
working  on  their  next  billion. 

Through  Utrecht-based  shv,  their 
privately  owned  energy  and  consumer 
goods  wholesale  company  (1988  sales, 
$5.4  billion),  the  family  is  buying  into 
European  companies  that  distribute 
liquefied  petroleum  gas — better 
known  as  propane  and  butane  in  the 
U.S.  LPG  is  a  mundane  necessity  for 
rural  and  small-town  customers  that 
are  not  served  by  gas  mains.  In  Europe 
this  little-noted  business  offers  stable 
pretax  margins  averaging  20%.  Some 
analysts  project  that  Calor  Group,  Bri- 
tain's largest  lpg  distributor,  can 
probably  get  20%  of  the  2.8  million 
homes  currently  beyond  the  reach  of 
natural  gas,  on  top  of  its  existing 
80,000  residential  users,   shv  owns 
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Paul  Iculc'Ncr  run  Vlissingen 

42%  of  Calor.  Paul  Fentener  van  Vlis- 
singen, 48,  who  heads  shv,  has  also 
aggressively  added  lpg  interests  on 
the  Continent,  and  company  sources 
expect  further  expansion. 

In  a  sense  the  family  is  returning  to 
their  roots.  The  family  fortune  grew 
out  of  a  coal  cartel  in  turn-of-the-cen- 
tury  Holland.  In  the  1960s  and  1970s 
they  invested  in  oil.  Today,  shv  gets 
most  of  its  revenues  and  half  its  prof- 
its from  a  chain  of  54  wholesale  cash- 
and-carry  Makro  stores,  and  the  Otto 
Reichelt  supermarket  chain  in  West 
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I  It  may  be  the  truest  measure  of 

I  irofessionalism:  setting  your  own 
tandards  higher  than  your  com- 

;  letitions.  And  performing  up  to 
hem  year  after  year 
That's  our  approach  to  cash 
nanagement  and  securities  sen/ices 

■  ft  First  Chicago,  in  fact,  we  pio- 
leered  the  leading  quality  program 
n  the  industry,  which  nowmoni- 
ors  and  measures  more  than  500 
ireas  charting  our  timeliness,  accu- 
acy  and  responsiveness. 
Our  performance  has  earned  us 


the  international  Customer  Sen/ice 
Association  1988  Award  of  Excel- 
lence -  the  first  time  ever  for  a  fi- 
nancial institution. 

Performance  has  also  made  us  the 
number  one  trustee  of  asset-backed 
securities  in  the  nation,  topping 
$27  billion  in  new  issues  in  1988  alone. 
We  got  there  by  providing  tailored 
solutions  on  an  individual  basis - 
market  by  mah<et  and  client  by  client 

And  our  recent  acquisition  of  the 
largest  bank  shareholder  services 
provider  formerly  Morgan  Share- 


holder Services  Trust  Company  makes 
First  Chicago  Trust  Company  of  New 
York  the  market  leader 

in  the  global  custody  arena.  First 
Chicago  is  one  of  the  few  banks 
that  will  automatically  invest  your 
major  currency  surplus  No  minimum 
balances.  No  idle  assets. 

When  you  set  your  own  standards 
to  exceed  market  expectations, 
you're  driven  to  perform,  we  think 
you'll  find  that  in  cash  management 
and  securities  services,  there's  Just 
no  substitute  for  First  Chicago. 


IN  CHICAGO,  WE  HMD  THERE'S 

NO  SUBSTITUTE 
FOR  BLOOD.  SWEAT  AND  YEARS. 


Performance  has  always  been  a  Chicago  tradition. 

FIRST  CHICAGO 
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The  Bermuda  Triangle 
notwithstanding,  a  shipping 
company  is  supposed  to  know 
where  tnings  are.  Every  minute 
of  every  day  Which  is  why 
Skyway  Freight  Systems.  Inc.* 
chose  a  Prime-^  computer  system 
tc  help  run  its  business. 

We  gave  Skyway  the  latitude 


to  develop  a  unique,  real  time  frei; 
tracking  system. 

It's  a  system  that  organizes  ocea 
of  information  fast.  And  it  makes  ev 
thing  from  complex  billing  record 
last- minute  schedule  changes  easil; 
accessible  on  a  centralized  database 

So  no  matter  which  way  the  wi 
blows,  Skyway  can  document  anc 


L-s^:^ 


PIMEWECAITT 
ICKAMCKAGL 


-)  track  of  over  400,000  shipments  daily, 
-ny  where.  Well,  almost.  Today,  they  provide 
1,  on-time  delivery  and  innovative  information 
ices  to  a  u^ide  range  of  clients  nationwide. 
•y  applying  high-tech  solutions  from  Prime, 
■way  is  charting  a  new  course  in  their  industry 
growing  at  an  annual  rate  of  more  than  30%. 
vnd  Prime  is  3  Fortune  500  company  with 
rly  revenues  of  more  than  $1.5  billion.  If 


you'd  like  to  know  more  about  how  Prime  can 
help  you  navigate  more  successful  waters,  call 
1-800-343-2540  (In  Canada,  1-800-268-4700). 
Prime.  We'll  help  put  you  on  the  map. 


Prime. 


Prime  Compute/:  Inc. 

Prime  and  the  Johnson  &  Johnson  family  of  companies  are  proud 
co-sponsors  of  the  PBS  series  NOVA . 


Germany. 

The  family  is  not  short  on  talent: 
Paul's  brother  John,  50,  runs  Noro 
Group,  a  $3.5  billion  Dutch  invest- 
ment hind  in  real  estate  and  venture 
capital.  And  brother  Frederik,  56,  runs 
Flint,  a  private  investment  company 
in  Amsterdam.— Katarzyna  Wandycz 


BRENNINKKETER  FAIULT 

Too  Big  To  Hide 

The  super-secretive  Brenninkmeyers 
are  also  super-diversified  geographi- 
cally. They  have  built  up  their  U.S. 
holdings  to  include  eight  retail  store 
chains:  among  them,  California-based 
Womans  World  Co.,  Uptons  Depart- 
ment Stores,  based  in  Georgia,  and 
Eastern  Mountain  Sports  Inc.,  based 
in  New  Hampshire.  Estimated  com- 
bined annual  sales  are  reportedly  $575 
million. 

In  West  Germany  the  Brennink- 
meyers' c&o\  stores'  sales  were  $4  bil- 
lion in  1987  (the  latest  available). 

In  Britain,  the  Brenninkmeyers  run 
the  c&A  operation  as  an  unlimited 
company;  this  exposes  them  to  poten- 
tially unlimited  financial  claims,  but 
saves  them  from  disclosing  much  fi- 
nancial information.  According  to 
Verdict  Research  Limited,  a  London- 
based  market  research  company,  c6ia 
is  now  Britain's  fourth-largest  cloth- 
ing retail  chain,  with  over  100  stores 
and  estimated  sales  of  almost  $1  bil- 
lion. Profits?  Easily  $60  million  or  so, 
even  in  the  U.K.'s  currently  cool  re- 
tailing environment. 

Add  in  sundry  retail  operations  in 
France,  Switzerland  and  Brazil  plus  a 
complex  real  estate  empire,  and  the 
Brenninkmeyers  arc  worth  at  least  $5 
billion,  and  probably  much  more  than 
that. — Katarzyna  Wandycz 


SWITZERLAND 


WALTER  HAEFNER 

Inspired  By  Forbes,  Sort  Of 

if  More  than  one  billionaire  owns 
racehorses,  but  how  many  ever  ride  to 
victory  in  a  race?  Walter  Haefner,  79, 
whose  wholly  owned  Careal  Holding 
in  Zurich  puts  him  on  our  list,  is  one 
who  has:  He  won  the  1962  European 
cup  for  amateur  riders.  Nowadays, 
he  ;>  into  easy  riding  and  raising  Thor- 
oughbreds on  farms  in  Ireland  and 
Lexington,  Ky. 

He  emerged  from  relative  obscurity 
in  Juor  1987,  when  the  biggest  U.S. 
systems  software  company.  Comput- 
er Assooi:ites,  merged  with  his  58%- 


owned  Uccel,  and  he  wound  up  with 
21%  of  Computer  Associates,  a  slice 
now  worth  over  $650  million. 

Haefner  has  good  business  in- 
stincts— he  sold  his  business  interests 
in  Iran  at  a  profit  just  prior  to  the 
Shah's  overthrow,  for  instance.  Way 
back  in  the  early  1960s  he  founded  a 
computer  service  company  to  calcu- 
late time  payments  for  his  and  other 
companies.  That  was  bought  by  Dal- 
las-based ucc,  also  a  computer  ser- 
vice company,  and  Haefner  received  a 
minority  stake.  But  ucc  went  bank- 
rupt trying  to  compete  with  at&t.  "I 
faced  the  situation  whether  to  write 
off  my  investment  or  take  over  the 
company,"  Haefner  recalls.  He  got 
some  motivation  from  .  .  .  Forbes. 
When  an  article  appeared  in  these 
pages  in  1983  questioning  the  feasibil- 
ity of  restructuring  ucc,  he  and  the  ge 
executive  he  had  brought  in  turned  to 
each  other  and  said,  "We'll  show 
'em."  Under  the  name  Uccel,  they 
eventually  showed  us. 

Haefner  was  one  of  seven  sons  of  a 
poor  missionary  to  Tibet.  Wartime 
gasoline  rationing  gave  Haefner  his 
first  business  opportunity.  Using 
26,000  Swiss  francs  in  savings,  he 
marketed  charcoal  generators  for  cars. 
After  the  war,  his  Amag  car  import 
business  boomed,  first  selling  British 
and  American  jeeps,  and  then  the  "big 
hit" — Volkswagens.  From  that  he 
built  his  fortune.  Today,  Amag  has 
the  exclusive  Swiss  rights  for  Volks- 
wagen, Audi,  Porsche  and  the  Span- 
ish-made Seat,  and  also  owns  the 
valuable  real  estate  under  many  of  the 
car  dealerships. 

With  an  eye  to  liquidity,  Haefner 
wanted  to  take  25%  of  Amag  public 
this  spring,  but  the  weak  Swiss  stock 
market  stopped  that  plan.  None  of  his 
three  children  (he  has  been  married 
four  times)  seems  keen  to  run  the 
business,  and  Haefner  is  paving  the 
way  for  a  smooth  inheritance.  Mean- 
while, he  plays  the  piano,  raises  or- 
chids, and  waits  for  his  next  horse  to 
come  in  —Philip  Glouchevitch 


Daniel  Boschung 


STEPHAN  SCHMIDHEINT 

ABTD  FAMILY 

Divided  They  Prosper 

By  design,  there  is  no  Schmidheiny 
family  empire.  Rather,  the  family  has 
organized  its  affairs  so  that  able  and 
motivated  family  members  are  sole 
owners  of  their  own  businesses.  That 
way  there's  no  confusion  over  who 
gives  the  orders,  and  who  takes  credit 
and  blame.  In  this  way  the  fourth  gen- 
eration of  Schmidheinys  remains 
commercially  potent  in  Switzerland. 


nomas  Schmidheiny 


Stepbun  .Schinidbciiiy 


There  are  three  Schmidheiny  broth- 
ers: Stephan  Schmidheiny,  42;  Thom- 
as, 44;  and  Alexander,  39,  who  has 
minor  business  interests.  There's  also 
a  cousin,  Jacob  Schmidheiny,  who 
runs  his  own  domain,  which  was  split 
off  in  an  earlier  generation. 

Thomas  Schmidheiny  owns  the 
world's  largest  cement  company, 
Switzerland's  Holderbank.  He  used  to 
own  West  Germany's  troubled  optics 
firm  Wild  Leitz  A.G.  (maker  of  the 
Leica  camera  line),  but  sold  it  to 
brother  Stephan  in  the  past  year. 

Stephan  Schmidheiny's  operations 
are  the  largest.  His  Anova  Holding, 
based  in  Hurden  (near  Zurich),  owns 
all  or  part  of:  a  newspaper  distributor- 
ship; a  fast-food  chain;  the  Swiss  Eter- 
nit  group  (construction  materials),  in- 
herited from  his  father;  Asea  Brown 
Boveri;  watchmaker  smh  (which 
makes  Swatch);  and  real  estate  and 
banking  assets.  Stephan  Schmidheiny 
is  as  unbureaucratic  as  they  come. 
Only  six  executives  (plus  some  sup- 
port staff)  run  Anova's  entire  $2  bil- 
lion-plus (net  worth)  empire.  This  is  a 
by-product  of  putting  individual  fam- 
ily members  in  charge  of  their  own 
businesses. — Philip  Glouchevitch 


HANS  HEINRICH 
THTSSEN  BORNEMISZA 

Bullish  On  Gauguin 

Baron  Thyssen-Bornemisza  continues 
to  manage  the  family  art.  It's  one  of 
the  world's  great  collections,  worth 


156 


FORBES,  JULY  24,  1989 


Do  ymjr  tires  pcrfomi  this  well  on  paper? 


All  new  tires  perform  well 
on  the  road.  The  question  is, 
for  how  long? 

You  can  find  out  the  hard 


way. 

Or  you  can  read  the  war- 
ranty and  find  out  what  the 
manufacturer  thinks, 
so  highly  of  our  Riken  STX 
Radials  that  we've  given  them  one  of  the 
strongest  warranties  available  from  any  tire 
manufacturer.  As  much  as  60,000  miles, 
depending  on  the  series. 


That's  because  every  Riken  STX  RadialJaas 
a  computer-formulated,  all-season  tread  de- 
signed for  the  specific  aspect  ratio  of  each  tire 
series-75, 70,65,  and  60. 

This  specificity  combined  with  the  stringent 
material  control  of  our  manufacturing  process, 
provides  unsurpassable  traction,  handling 
and  longevity. 

So,  if  you  want  tires  that  will  still  be  hugging 
the  road  forty,  fifty,  even  sixty 
thousand  miles  from  now,  visit 
a  Riken  Dealer  Call  1-800- 
635-7500  for  the  one  nearest  you. 


^ ly89  Riken- America,  Inc. 


i 
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Baron  Thyssen-Bomeniisza 

over  $1  billion  and  considered  second 
only  to  that  of  the  Queen  of  England. 
He  added  to  it  last  May  by  buying  a 
noted  Gauguin,  "Mata  Mua,"  at  a 
Sotheby  auction  for  $24  million.  Son 
George,  38,  a  lawyer  by  training,  runs 
the  family  business,  most  notably  the 
Thyssen-Bomemisza  Group  (shipping 
containers,  farm  machinery  and 
much  else)  which  says  it  had  net  in- 
come last  year  of  $52  million  on  sales 
of  over  $3  billion. 

Baron  Hans'  grandfather,  August 
Thyssen,  built  the  famous  steel  com- 
pany and  shipping  companies  as  well. 
Hans'  father  married  a  Hungarian  bar- 
oness and  took  the  name  to  get  the 
title,  denounced  Hitler  in  1939  and 
moved  to  Switzerland  with  the  ship- 
ping companies.  He  also  built  up  the 
art  collection,  buying  cheap  in  the 
Depression  1930s,  but  it  was  scat- 
tered at  his  death.  Hans  reassembled 
most  of  It,  piece  by  piece,  and  added  to 
It  as  well.  Nearly  800  of  the  1,300  or 
so  paintings,  all  held  by  a  Bermuda- 
based  trust,  are  on  loan  to  Spain's 
Ministry  of  Culture  for  ten  years  and 
are  now  on  display  near  the  Prado  in 
Madrid.  The  rest  may  be  seen  at  Villa 
Favorita,  the  baron's  residence  in  Lu- 
gano. Curators  in  Britain,  Spain  and 
Switzerland  have  courted  the  baron, 
68,  but  in  vain.  What  he  will  eventu- 
ally do  with  his  fabulous  collection  is 
not  known.—  Philip  Glouchevitch 


PAUL  AND  MAJA  SACHER 

STEHLIN 

They  Won  t  S»  It 

The  last  sucker  xr,  bclicM-  the  perenni- 
al rumor  that  the  heiress  to  the  Hoff- 
man-LaRoche  fortune  would  sell  con- 
trol was  ICN  Pharmaceuticals.  It 
bought  an  8.6%  share  in  Hoffman- 
LaRochc  in  that  hope  for  $180  mil- 
lion, but  it  got  off  lucky.  A  rising 
market  let  icn  sell  the  shares  back  to 
the  company  in  1 988  for  a  $30  million 
gain.  Yet  the  rumors  persist. 
Now,  a  complicated  company  re- 


structuring makes  it  plainer  than  ever 
that  control  will  not  shift.  A  50-for-l 
stock  split,  effective  this  August,  plus 
a  rights  issue  and  related  moves,  have 
broadened  the  market  in  shares  that 
formerly  sold  for  a  forbidding 
$150,000  apiece.  The  split  may  also 
make  the  shares  better  currency  for 
acquiring  other  pharmaceutical  com- 
panies, but  not  a  vehicle  for  selling 
out.  The  majority  of  the  voting  shares, 
worth  at  least  $1.1  billion,  remain  in 
the  caring  hands  of  the  Hoffmann 
family,  in  particular  93-year-old  Maja 


Phaos  b\  RDZ 


Paul  Sadler,  Maja  Sadjer-Sleblin 

Sacher-Stehlin.  The  company  is 
thoughtfully  issuing  dividend-rights 
certificates  that  the  family  can  sell  to 
buy  the  new  bearer  shares  (these  are 
the  ones  that  vote)  that  will  emerge 
from  the  restructuring. 

Ignore  the  mortality  tables,  too. 
Maia  inherited  control  on  the  death 
of  first  husband  Emmanuel  Hoff- 
mann in  1932,  and  soon  married 
conductor  and  patron  of  the  arts  Paul 
Sacher.  She  had  three  children  by 
Emmanuel,  but  none  by  Paul.  Her 
second  son,  Lukas,  sired  four  grand- 
children. These  heirs  evidently  value 
control  of  the  family  patrimony  over 
dividends.— Philip  Glouchevitch 


AUSTRIA 


SWAROVSKI  FAMILY 
The  China  Card 

The  picturesque  village  of  Wattens,  in 
Austria's  Tyrol,  is  a  long  way  from 
China.  But  Wattens'  cosmopolitan 
Swarovski  family  has  established  a 
business  there  nonetheless:  They're 
part  of  a  joint  venture  that  sells  fin- 
ished jewelry  near  Shanghai.  Do  the 
Chinese  have  the  money  to  buy  pre- 
cious stone  jewelry?  The  venture  "ap- 
pears to  function,"  says  a  cautious 
company  spokesman.  He  points  out 
that  jewelry  is  a  traditional  Chinese 
hedge  against  inflation,  which  had 
been  roaring  before  the  recent  student 
demonstrations.      (The     Swarovskis 


Daniel  and  Manfred  Swarovski 


have  set  up  a  similar  jewelry  venture 
in  Thailand.) 

What  the  Swarovskis  are  really 
known  for,  of  course,  is  their  near- 
monopoly  on  the  world's  rhinestone 
business.  The  company,  established 
four  generations  ago  by  Daniel  Swar- 
ovski, had  sales  last  year  of  1  billion 
Swiss  francs  (international  headquar- 
ters are  in  Zurich),  or  about  $600  mil- 
lion, and  is  said  to  be  enormously 
profitable.  To  that  must  be  added 
their  50%  stake  in  Zale's  in  this  coun- 
try, the  world's  largest  jewelry  retail- 
er, with  sales  last  year  of  $940  mil- 
lion. The  Austrian  company  is  diver- 
sified slightly:  Optical  equipment 
(like  binoculars)  accounts  for  around 
15%  of  sales,  and  the  company  also 
has  a  line  of  glass  animal  figurines  and 
crystal  jewelry  bearing  the  Swarovski 
name.  The  Swarovskis  plan  to  put 
more  emphasis  on  retail  sales  in  the 
future. — Philip  Glouchevitch 


MARCH  FAMILY 

Spanish  Bulls 

Spain  is  booming,  and  you  can  play  it 
like  a  billionaire  through  Corporacion 
Financiera  Alba.  The  March  family's 
cement  company.  Alba,  guided  by  bil- 
lionaire   brothers    Juan    and    Carlos 

AG  E-\toodlin  camp 


Carlos  Mard.) 
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First  Anniversarv. 


iTSKTSKaiiKliil 


Second  Anniversan'. 


Third  Anniversan,-. 


Fourth  Anniversan'. 


isn't  it  time  you  stopped  trying  to  give  her  one? 


L«ki".*-- 


This  year,  tell  her  you'd  marry  her  all  over  again. 
The  Diamond  Anniversary  Band. 


A  diamond  is  forever. 


>uKKL-^led  retail  price  for  rings  .S2.000-.$2.360. 
■or  more  information,  call  800  922-9877. 


SINCE  1850 


March,  by  1986  had  become  a  pubhc 
investment  vehicle.  Alba  is  now  a  ma- 
jor investor  in  Spanish  banks,  brew^- 
ers,  food  distributors  and  construc- 
tion companies.  The  March  boys  are 
said  to  invest  privately  in  some  of  the 
Alba  deals. 

Alba  has  also  been  buying  real  es- 
tate. It  bought  20%  of  Formentera  In- 
terplan,  v/hich  owns  eight  hotels  and 
a  ferry  line  in  the  Balearic  islands  of 
Menorca  and  Formentera.  (The  Mar- 
ches' grandfather,  Juan  March,  who 
foimded  the  dynasty  by  helping  to  fi- 
nance Franco  in  the  1930s,  was 
known  as  the  Balearic  Smuggler.) 
Alba  has  also  invested  in  commercial 
and  office  space  in  Barcelona  and  Ma- 
drid, and  in  two  shopping  centers. 

The  brothers'  biggest  acquisition: 
Banco  Urquijo  Union,  Spain's  tenth- 
largest  bank.  Last  December  Alba  and 
Banca  March,  the  family's  100%- 
owned  bank,  together  paid  some  $450 
million  for  this  leading  industrial  in- 
vestment bank. 

More  recently,  Banca  March  has  re- 
duced its  stake  in  a  joint  venture  with 
National  Westminster  Bank  from 
36%  to  10%,  for  $88  million.  Some 
observers  say  the  Marches  want  cash 
for  still  more  acquisitions.  Makes 
sense.  The  Marches  are  obviously 
bullish  on  their  dynamic  country's 
prospects. — Katherine  Weisman 


BOTIN  FAMILY 

What  A  Smart  Bank  Looks  Like 

Would  that  America's  s&ls — or  its 
money-center  banks,  for  that  mat- 
ter— had  been  run  half  so  well  as  the 
number  four  bank  in  Spain. 

Unlike  other  Spanish  banks  now 
bracing  for  1992,  and  therefore  preoc- 
cupied with  mergers  or  restructuring 
at  home  to  compete  with  larger,  more 
competitive-minded  European  banks. 
Banco  Santander  is  already  in  good 
shape.  Rc!^nlts  in  1988  were  terrific — 
net  income  up  47%,  the  dividend  up 
40%.  Its  big  Latin  American  market 
has  little  real  exposure;  its  ldc  debt, 
never  a  big  risk,  has  been  100%  re- 
served since  1986.  Santander  is  build- 
ing up  in  s:itL  Puerto  Rico  and  cutting 
back  in  politically  dangerous  Panama. 
In  March  Standard  ix  Poor's  gave  San- 
tander Its  highest  rating — A-plus — for 
a  planned  commercial  paper  issue  in 
New  York,  where  the  bank  has  also 
quietly  listed  its  stock.  In  Spain,  only 
the  Kingdom  of  Spain  and  Telefonica 
de  Espaha  hold  this  rating. 

The  Botin  family  has  managed  San- 
tander for  more  than  30  years.  They 
expanded  steadily  and  carefully,  ac- 
quiring, sources  say,  at  icast  25%  of 


the  bank  (only  5%  shows)  worth  up- 
wards of  $1.4  billion.  And  they  go  to 
the  office.  Emilio  Botin,  54,  took  over 
as  chairman  in  1986.  "For  us,  compe- 
tition means  the  world's  top  banks," 
he  said  in  his  1989  address  to  share- 
holders, "and  the  marketplace  is  the 
markets  of  the  European  Communi- 
ty." Santander  has  bought  a  small 
bank  in  West  Germany  and  one  in 
Belgium,  and  pieces  of  banks  in  Italy 
and  Portugal.  And  in  a  deal  signed  last 
October  with  Royal  Bank  of  Scotland, 
Great  Britain's  fifth-largest  bank,  San- 
tander bought  9.9%  of  Royal  Bank,  to 
become  its  largest  shareholder,  and 
Royal  Bank  in  turn  bought  50%  of 
Santander's  new  German  and  Belgian 
acquisitions. 

Santander  stock  is  pretty  safe  acqui- 
sition currency.  While  the  Spanish 
government  encourages  large  banks 
to  control  the  market  in  their  shares, 
observers  say  Santander  doesn't  need 
to  do  this.  But  the  real  appeal  is  more 
fundamental.  Analyst  Chris  Davis  of 
Barclay's  de  Zoete  Wedd  sums  it  up: 
"The  more  important  thing  is  that 
there  is  management  in  depth  behind 
that  bank  .  .  .  There  are  no  delusions 
of  grandeur.  That's  the  sort  of  thing  I 
like." — Katherine  Weisman 


RAMON  ARECES 

The  Richest  Man  In  Spain 

Now  84,  Ramon  Areces  is  Spain's  big- 
gest retailer,  with  his  posh  El  Corte 
Ingles  ("The  British  Style")  depart- 
ment stores  and  discount  Hipercor 
hypermarkets.  With  $3  billion  in 
sales,  El  Corte  Ingles  is  five  times  the 
size  of  its  nearest  competitor,  but  it 
has  a  weakness  nonetheless. 

Dating  to  Spain's  autarky  under 
Franco,  El  Corte  owns  some  of  its 
manufacturing  suppliers.  This  is  fine 
for  now,  but  with  1992  Areces'  com- 
petitors may  switch  suppliers  at  will, 
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buying  for  the  best  prices  whatever 
the  increasingly  sophisticated  Span- 
ish consumers  want.  Areces  can  do 
that  only  at  some  cost  to  his  manufac- 
turing operations. 

Areces  is  looking  beyond  Spain's 
borders.  One  possibility  is  resurgent 
Portugal.  And  since  1981  he  has 
owned  southern  California  retailer 
Harris  Co.,  a  seven-store  chain  in 
high-growth  San  Bemadino  with  1988 
sales  of  $89  million.  Whatever  his 
plans,  he  won't  lack  for  financing.  El 
Corte  builds  and  owns  all  its  stores, 
nearly  all  of  which  are  in  prime  down- 
town locations.  "No  bank  is  a  major 
lender  to  that  company,"  says  one 
analyst  close  to  the  company.  "They 
can  finance  most  things  themselves." 
Many  analysts  put  Areces'  worth 
north  of  $5  billion.  Forbes  is  persuad- 
ed $2  billion-plus  for  El  Corte  Ingles 
alone  is  safe. 

What  will  happen  to  this  empire 
when  Areces — a  widower  who,  says  a 
company  spokesman,  has  no  chil- 
dren— is  gone?  Rumors  abound,  but 
according  to  one  source,  the  Don  Ra- 
mon Areces  Foundation,  which  offers 
research  grants,  could  inherit  the 
company. 

Alas,  not  much  reliable  is  said 
about  Areces,  except  that  he  is  Spain's 
richest  man. — Katherine  Weisman 
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HANS  AND  GAD  RAUSING 

And  Sow,  Famous  Amos 

Tetra  Pak  Group,  built  on  a  unique 
system  of  packaging  that  keeps  milk 
(and  other  perishable  liquids)  unrefri- 
gerated  on  store  shelves  for  weeks  or 
months,  has  a  simple  motto  coined  by 
company  founder  Ruben  Rausing, 
Hans  and  Gad's  father:  "A  package 
should  save  more  than  it  costs."  Tetra 
Paks  save  enough  to  generate  world- 
wide sales  of  $3  billion  and  a  history 
of  profit  levels  (lately  unreported)  that 
suggests  the  Rausings  own  a  company 
worth  maybe  $7  billion. 

Their  chief  executive,  Bertil  Hag- 
man  (Hans  is  chairman  of  the  board; 
Gad  teaches  archeology  at  the  Univer- 
sity of  Lund),  insists  Tetra  Pak  is  a 
Swedish  company.  Given  that  the 
Rausings  reside  in  the  U.K.,  the  com- 
pany is  registered  in  the  Netherlands 
and  headquartered  in  Lausanne,  Swit- 
zerland, who  would  argue  otherwise? 

Tetra  Pak  remains  strongest  in  Eu- 
rope, where  Hans  has  spearheaded 
early  discussions  with  Soviet  officials 
on  joint  ventures,  including  a  fruit 
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DODGE  DYNASTY,  $12,295.  with  its  elegant  look  and  gi 
room  for  six,  Dynasty  is  a  contemporary  classic.  With  front-wheel  drive. 
Power  steering  and  brakes.  And  our  exclusive  7  year  or  70,000  mile 
Protection  Plan*  You'll  also  find  available  features  like  a  V-6  and  a 
new  4-speed  electronic  Ultradrive  automatic,  the  most  advanced  __ 
transmission  you  can  buy  And  with  prices  starting  at  only  S12.295^, 
Dynasty  is  the  best  value  in     ^^     TUF  HIPUU  QPIRiT 
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its  class**  Dodge  Dynasty 
for  1989.  A  classic  value.  A 
timeless  classic.  7/70 
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juice  packaging  plant  in  Lipetsk  and  a 
packaging  materials  plant  in  Kiev. 
The  U.S.  division,  established  in 
1977,  is  making  slow  but  steady  in- 
roads, as  the  list  of  products  using 
Tetra  Pak  aseptic  cartons  grows  (ex- 
cept for  milk;  Americans  don't  seem 
to  like  the  taste  of  the  sterilized  milk 
required).  Look  for  Gatorade,  South- 
em  Comfort  egg  nog  (liquorless). 
White  Rock  fruit  drinks  and  Famous 
Amos  Chocolate  Flavoured  Drink  to 
join  several  brands  of  fruit  luice  for 
kids.  Minute  Maid  products  and  Lip- 
ton  Iced  Tea.— Philip  Glouchevitch 


INGVAR  KAMPRAD 

California  Bound 

The  Ikea  company  is  like  its  founder- 
owner  and  the  Scandinavian  furniture 
he  sells:  simple,  with  an  emphasis  on 
fundamentals. 

From  the  firs*^  store  opened  by  Ing- 
var  Kamprad  in  the  small  Swedish 
town  of  Almhult  in  19.S3,  Ikea  has 
grown  to  some  80  outlets  in  20  coun- 
tries; 1988  sales  grew  over  13%,  to 
$2.3  billion,  and  expansion  continues 
apace  as  far  afield  as  the  U.S.  and  the 
U.S.S.R.  In  the  U.S.,  besides  stores 
outside  Washington.  DC.  Baltimore 
and  Philadelphia,   two  are   planned. 


near  Pittsburgh  and  Elizabeth,  N.J. 

A  copycat  outfit  named  Stor  has 
popped  up  in  California.  Imitation 
may  be  the  sincerest  form  of  flattery, 
but  not  to  Ikea,  whose  federal  lawsuit 
claims  copyright  and  trademark  in- 
fringement and,  for  good  measure,  un- 
fair competition.  Trial  is  scheduled 
for  September.  It  is  not  clear  when  the 
first  California  Ikea  will  open,  but 
there's  no  question  Kamprad  has 
coast-to-coast  ambitions. 

The  Russian  connection  is  a  lot 
smaller,  as  befits  a  struggling  less  de- 
veloped country  with  a  backward 
economy  and  nonconvertible  curren- 
cy. No  stores,  but  a  new  factory  with 
Swedish  machines  and  low-wage  So- 
viet workers  in  the  town  of  Priozersk 
to  produce  karel  pine  furniture  for 
export  to  a  developed  country — Swe- 
den. Plans  are  under  way  to  open  a 
store  in  Budapest  in  1990  or  1991,  the 
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first  in  Eastern  Europe. 

Meanwhile,  Kamprad,  63,  has 
turned  daily  operations  over  to  Presi- 
dent Anders  Moburg,  but  retains  con- 
trol through  a  Dutch  foundation  from 
his  comfortable  tax  exile  in  Switzer- 
land, where  he  also  runs  Ikano,  the 
family  holding  company  that  handles 
Ikea's  credit  card  business,  owns  land 
under  Ikea  stores  and  makes  other 
investments. 

His  net  worth  is  easily  over  $2  bil- 
lion— Philip  Glouchevitch 


FREDRIK  LUNDBERG 
AND  FAMILY 

How  Buying  Swedish  Works 

if  For  the  Lundberg  family  the  road 
to  riches  led  first  to  real  estate  and 
then  to  the  Swedish  stock  market. 
Lundbergforetagen,  founded  in  1944 


by  Fredrik's  father,  Lars  Erik,  began  as 
a  building  contractor.  It  got  rich 
enough  to  start  holding  on  to  what  it 
built  in  the  late  1950s.  Today,  father, 
at  69,  is  chairman  of  the  board,  and 
the  chief  executive  since  1981  is  Fred- 
rik,  now  38  years  old. 

Fredrik,  with  a  degree  in  civil  engi- 
neering and  one  in  business  adminis- 
tration from  the  Stockholm  School  of 
Economics,  has  changed  things.  He 
sold  some  stock  to  the  public  in  1983 
to  enable  him  to  buy  out  the  half- 
interest  of  his  sister,  Eva  Holmren 
Larsson.  She  took  930  million  kronor 
in  1984  ($143  million  at  today's  rates) 
and  moved  to  the  U.K. 

Fredrik,  whose  preferred  shares  give 
him  90%  voting  control,  looked 
around.  He  knew  real  estate,  didn't 
much  like  what  he  saw  in  Sweden, 
but  at  the  time  a  Swedish  law  (since 
repealed)  forbade  Swedish  real  estate 
companies  from  owning  property  out- 
side the  country.  Not  to  worry:  "It 
was  obvious  that  the  Swedish  stock 
market  was  very  undervalued,"  says 
Fredrik. 

The  Lundbergforetagen  company 
soon  had  large  stakes  in  Alfa  Laval 
(agro-industrial).  Incentive  (conglom- 
erate of  medium-size  industrial  com- 
panies). Slab  (building),  Modo  (newly 
formed  pulp  and  paper  company)  and 
Ostgota  Enskilda  Bank  (150-year-old 
regional  bank  that  has  begun  to  "out- 
grow its  region").  A  Swedish  bull  mar- 
ket ensued:  The  portfolio  is  now 
worth  over  6  billion  kronor,  just  un- 
der $1  billion,  and  the  company's  own 
stock  has  nearly  tripled  in  the  last 
five  years. 

Fredrik  also  still  presides  over  al- 
most 4  million  square  feet  of  residen- 
tial and  commercial  real  estate  in 
Stockholm  and  other  Swedish  cities 
worth  roughly  $1.2  billion.  His  Lund- 
bergforetagen shares  fall  slightly  short 
of  $1  billion,  but  the  premium  for  his 
control  would  easily  put  Fredrik  alone 
over  the  mark,  according  to  Sven-Ivan 
Sundqvist,  an  authority  on  Swedish 
business,  even  without  sister  Eva's 
nest  egg  in  the  family. 

Despite  the  tremendous  runup, 
Lundberg  doesn't  think  the  Swedish 
stock  market  is  too  high.  He  says  he 
plans  to  continue  investing.  But  he 
hasn't  forgotten  his  real  estate  roots. 
Like  many  other  rich  Swedes,  Fredrik 
finally  moved  into  tax  exile  near  Zu- 
rich three  years  ago  with  his  wife  and 
two  young  children.  He  recently  es- 
tablished a  Dutch  holding  company, 
out  of  Sweden's  reach,  which  already 
has  several  real  estate  investments  on 
the  continent  and  is  poised  to  make 
more. — Philip  Glouchevitch 
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SAUDI  ARABIA 


SULIMAN  SALEH  OLAYAN 

The  Pleasure  Of  Diversification 

Perhaps  the  best  known  of  the  Arab 
bilhonaires,  70-year-old  Suliman  S. 
Olayan  has  been  busy  during  the  past 
vear.  In  October  his  Olayan  Group 
supplied  $600  million  in  bridge  fi- 
nancing for  the  Sl.l  billion  merger  of 
First  Boston  with  its  European  affili- 
ate, Credit  Suisse  First  Boston.  (The 
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fmancing  shell  for  the  deal,  sso  Ltd., 
took  Olayan's  initials.) 

Indirectly,  through  holding  compa- 
nies, and  directly,  Olayan  maintains  a 
broad  portfolio  of  stock  investments 
in  American  companies  worth  hun- 
dreds of  millions  of  dollars.  Among 
them,  according  to  13-D  filings  and 
various  sources,  are  Transamerica, 
First  Chicago,  Thermo  Electron,  Mo- 
bil, Occidental  Petroleum,  Chase 
Manhattan  and  J. P.  Morgan  &  Co. 

While  his  international  investing 
draws  most  of  the  attention,  Olayan  is 
still  quite  active  in  his  native  Saudi 
Arabia,  where, he  started  his  career  by 
working  in  oilfields  and  then  forming 
a  construction  company.  His  Olayan 
Financing  Co.,  for  example,  has  more 
than  30  joint  ventures  with  foreign 
firms.  Not  surprisingly,  the  news 
back  home  is  not  as  good.  Olayan  is 
chairman  and  estimated  11%  owner 
of  the  Saudi  British  Bank  (assets,  $2.9 
billion),  which  lost  $67  million  last 
year,  entirely  as  a  result  of  a  one-shot 
provision  for  bad  loans  that  bank  offi- 


cials say  will  allow  an  immediate  re- 
turn to  profitability. 

Olayan  himself  remains  exceeding- 
ly liquid.  Despite  significant  debt  to 
Saudi  lenders,  he  is  still  worth  more 
than  $1  billion.— William  P.  Barrett 


JUFFALI  FAMILY 
Power  Brothers 

Saudi  Arabia  is  undergoing  severe 
economic  retrenchment,  but  it  isn't 
down  to  its  last  dime.  Projects, 
though  smaller  and  fewer,  are  still 
being  built,  and  E.A.  Juffali  &.  Broth- 
ers is  getting  its  share  of  new  con- 
struction business.  As  a  result,  the 
family  firm  probably  remains  the 
kingdom's  largest  private  business 
outside  of  financial  institutions,  a  po- 
sition held  for  many  years.  It  has  done 
so  partly  by  forming  joint  ventures 
with  many  foreign  companies  and  ag- 
gressively bidding  on  local  construc- 
tion projects  and  other  proposals. 

The  prosperity  of  the  Juffali  organi- 
zation dates  back  to  1950,  when  the 
three  Juffali  brothers — Ebrahim,  Ah- 
mad and  Ali — built  and  opened  Saudi 
Arabia's  first  electric  power  supply 
system.  It  just  happened  to  power  air 
conditioners  in  the  mountain  town 
where  the  royal  family  had  its  sum- 
mer palaces.  Pretty  soon,  the  Juffali 
boys  were  electrifying  the  country's 
growing  cities.  They  also  became  the 
Saudi  distributor  for  Mercedes-Benz — 
and  dozens  of  other  items,  including 
electrical  products.  The  Juffalis  and 


the  Saudi  royals  still  enjoy  cordial  re- 
lations, so  the  Juffalis  continue  to 
have  an  inside  track. 

Ahmad  Juffali,  65,  now  directs  the 
family  fortune.  The  Juffalis  have  in 
recent  years  invested  significantly  in 
Western  projects,  including  U.S.  real 
estate  and  hotels.  This,  too,  has 
helped  the  Juffalis  maintain  a  fortune 
estimated  at  $1  billion  despite  Saudi 
Arabia's  current  economic  prob- 
lems.— William  P.  Barrett 
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AL  RAJHI  FAMILY 
A  Bankable  Name 

Lucky  were  the  Saudi  Arabian  inves- 
tors who  enthusiastically  absorbed 
the  public  offering  last  summer  of 
shares  in  the  money-changing-busi- 
ness-turned-bank  owned  by  the  four 
Al-Rajhi  brothers.  Al-Rajhi  Banking 
&  Investment  Corp. — the  felicitous 
acronym  is  Arabic — floated  about 
43%  of  itself  for  $26.70  a  share,  or  $86 
million.  Less  than  a  year  later,  the 
stock  was  up  to  $160,  valuing  the  Al- 
Rajhis'  52%  stake — the  rest  is  owned 
by  employees — at  around  $625  mil- 
lion. That's  pretty  dear  for  a  business 
that  reported  a  mere  $8  million  in 
1987  profits,  especially  since  the  Al- 
Rajhis  are  believed  to  have  kept  for 
themselves  many  of  the  better  assets 
of  the  old  money-changing  business. 

On  the  other  hand,  the  Al-Rajhis — 
Suliman,  Salih,  Abdullah  and  Mo- 
hammad— have  shown  for  four  de- 
cades they  know  how  to  make  money. 
Fiistorically,  money-changing  in  Ara- 
bia was  a  kind  of  service-oriented 
nonbank  bank,  enabling  individuals 
to  remit  funds  abroad  and  make  after- 
hours  deposits  of  surplus  funds.  The 
Al-Rajhis  were  the  biggest  of  the 
breed,  particularly  during  the  oil 
boom,  when  they  skillfully  invested  a 
daily  float  that  sometimes  topped  $4 
billion.  The  Al-Rajhis  reluctantly  be- 
came a  bank  at  the  insistence  of  gov- 
ernment regulators. 

Five  years  ago,  before  the  price  of  oil 
plunged,  the  family  probably  had  a  net 
worth  of  $5  billion.  Declining  Arabi- 
an property  values  helped  erode  their 
fortune.  But  the  family  has  been  ac- 
tive in  ventures  all  around  the  world, 
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including  real  estate  in  the  Washing- 
ton, D.C.  area. 

Thanks  to  that,  and  to  the  investing 
Saudi  public,  they  still  must  be  worth 
far  over  $2  billion.— William  P.  Barrett 


ABDUL-AZIZ  A.  AL  SULAIMAN 

Risk  Diversifier 

The  key  to  being  a  superrich,  nonroy- 
al  Saudi  these  days  is  to  have  invested 
outside  the  kingdom  before  the  oil 
bubble  burst. 

Such  an  individual  is  Abdul-Aziz  A. 
Al-Sulaiman,  58,  who  parlayed  a  ce- 
ment company  into  a  fortune  estimat- 
ed at  about  $1  billion. 

Al-Sulaiman  is  the  son  of  Saudi 
Arabia's  first  finance  minister,  Abdul- 
lah Al-Sulaiman,  who  received  an  ex- 
clusive franchise  to  import  cement.  A 
pretty  good  perk  in  a  place  about  to 
experience  one  of  history's  great 
building  booms.  Young  Abdul-Aziz, 
who  was  briefly  educated  at  Lafayette 
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College  m  Easton,  Pa.,  added  to  this 
formidable  base  in  the  1950s  by  form- 
mg  a  new  company  to  import  and  sell 
Datsuns  and  other  foreign  goods  in 
the  kingdom. 

Years  ago,  Al-Sulaiman  began  chan- 
neling some  of  his  capital  outside  Sau- 
di Arabia,  into  hotels,  financial  ser- 
vice companies,  banking,  real  estate 
and  venture  capital  firms.  So  the  ca- 
lamitous (>il  bust  that  swept  the  Ara- 
bian peninsula  in  the  early  1980s  has 
had  only  a  limited  impact  on  his  per- 
sonal fortune.— William  P.  Barrett 


BIN  BIAHPOUZ  FAMILY 
Impeccable  Timing 

The  past  year  has  been  full  of  chal- 
lenges for  the  Bin  Mahfouz  family. 
They  control  the  National  Commer- 
cial Bank  of  Jeddah,  Saudi  Arabia's 
oldest  and  largest  (assets,  $21  billion) 


bank.  The  Cyprus-based  bank  rating 
agency  Capital  Intelligence  says  the 
family  sold  its  30%  stake  in  the  Lux- 
embourg-chartered Bank  of  Credit  & 
Commerce  International,  worth  may- 
be $120  million,  just  six  weeks  before 
Bcci  was  indicted  in  the  U.S.  on  drug 


Salim  Ahmed  Bin  Maljfouz 

money  laimdering  charges.  Impecca- 
ble timing. 

Meanwhile,  the  National  Commer- 
cial Bank  wrestled  with  a  severe  case 
of  troubled  loans.  Just  last  month,  it 
was  forced  to  sue  in  New  York  courts 
to  foreclose  on  a  posh  apartment  that 
fallen  financier  Adnan  Khashoggi 
bought  with  a  $22.25  million  loan. 
The  bank  reported  operating  income 
of  $258  milhon  during  a  16-month 
fiscal  year  ending  last  Dec.  31,  but  all 
the  money  went  into  reserves  for  loan 
losses. 

Shed  few  tears,  though,  for  the  fam- 
ily. Led  by  patriarch  Salim  Ahmed  Bin 
Mahfouz  and  his  son,  Khalid,  the  Bin 
Mahfouz  clan  runs  the  day-to-day  op- 
erations of  what  is  the  largest  bank  in 
the  world  owned  by  a  partnership 
(with  the  Kaki  family).  Their  60%- 
plus  holding  in  National  Commercial 
is  worth  more  than  $300  million. 

And  like  other  Saudi  Arabian  bil- 
lionaires, the  Bin  Mahfouzes  have 
huge  investments  around  the  world  in 
real  estate — such  as  the  Cebu  Plaza 
hotel  in  Manila — and  financial  insti- 
tutions; many  of  these  are  held 
through  one  of  their  holding  compa- 
nies. Middle  East  Financial  Group,  as 
well  as  in  the  names  of  individual 
family  members.  All  told,  the  Bin 
Mahfouz  family  is  worth — still — at 
least  $1.5  billion —William  P.  Barrett 


KUWAIT 


AL  GHAN1M  FAMILT 

Through  lUxtni  And  Bust 

The  past  year  has  been  the  best  in  a 
long  time  for  little  Kuwait:  The  end  of 
the  nearby  Iran-Iraq  war  has  prompted 
a  significant  rise,  so  far,  in  local  real 
estate  values.  The  prosperity  is  partic- 
ularly good  for  the  Al-Ghamms,  who 


have  long  had  important  shipping,! 
electronics,  auto  and  food-importing  j 
businesses  in  their  Al-Ghanim  Indus- 
tries holding  company,   along  with] 
juicy  real  estate.  Starting  with  a  local 
trade  in  kerosene  in  the  1930s,  they| 
added  in  the  1940s  what  became  pos- 
sibly the  world's  most  profitable  Gen- 
eral Motors  distributorship. 

Long  before  oil  prices  headed  south,  I 
the  family  was  investing  in  the  West, 
especially  in  the  U.S.,  where  Yusuf 
Al-Ghanim   and   his    son,    Qutayba, 
formed  ai  (for  Al-Ghanim  Industries) 
tntemational  Corp.  as  their  leading 
investment  vehicle.  With  their  links 
to  GM,  it  was  not  surprising  that  the 
Al-Ghanims  entered  the  auto  parts] 
business  in  the  U.S.,  forming  ai  Auto- 
motive Corp.  and  buying  up  rival  job- 
bers and  distributors  to  create  one  of  I 
the  nation's  largest  such  companies. 
How  successful  this  venture  has  been  I 


>  itsuf  Al-GlMnitn 


is  not  totally  clear.  Trade  publications 
say  the  company  has  sold  or  closed  a 
number  of  its  distribution  locations. 
No  matter.  The  Al-Ghanims  have 
been  in  business  in  Kuwait  for  more 
than  50  years,  through  boom  and  bust. 
Their  total  net  worth  remains  above 
$1  billion.— William  P.  Barrett 


MOHAHED  ABDUL  MOHSIN 
ALKHARAFI 

Channel  Player 

The  cessation  of  the  Iran-Iraq  war  and 
the  end  of  Kuwait's  mild  (compared  to 
Saudi  Arabia's)  economic  slump  have 
both  been  very  good  news  for  Al-Khar- 
afi,  the  76-year-old  patriarch  of  a  for- 
midable banking-construction-real 
estate  empire.  Al-Kharafi  chairs  and 
owns  about  15%  of  the  National  Bank 
of  Kuwait  (assets  $12  billion),  general- 
ly regarded  as  the  best  run  in  the  Per- 
sian Gulf.  It  certainly  is  one  of  the 
most  profitable.  The  bank  officially 
reported  1988  profits  of  $109  million, 
up  15%  over  1987,  although  some  ex- 
perts say  the  actual  profits  are  double 
the  reported  figure.  The  bank  is  a  sig- 
nificant player  in  international  lend- 


164 


FORBES,  lULY  24,  1989 


Duld  someone  mate  a  federal  case 
out  of  the  way  you  teep  recoiris? .. 
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We've  all  heard  the  stories.  Com- 
panies that  lose  major  liability  suits 
because  they  couldn't  produce  the 
necessary  documents  in  compliance 
with  federal  and  state  regulations 
to  defend  themselves.  Companies 
that  lose  a  major  client  because  they 
can't  document  third-party  charges 
on  behalf  of  that  client. 
I        And  it  all  comes  down  to  a  very 
i  simple  problem:  paper.  Paper  that 
;  when  misfiled  or  misplaced  could 
spell  disaster.  Paper  that  when 
destroyed,  could  possibly  destroy 
;  your  business. 


The  solution  is  a  coniputerized 
filing  system  from  3M  Information 
Systems  Group. 

3M  provides  systems  that  use 
computer  technology — very  likely  the 
computers  you  already  have  in  place 
— to  speed  and  secure  the  storage 
and  retrieval  of  documents  with 
evidentiary  value.  Documents  that 
can  be  combined  with  the  data  files 
you  already  generate  on  computer. 

For  many  businesses,  the 
storage  media  may  be  microfilm  or 
microfiche.  With  certain  applications, 
a  digital  document  management 


system  integrated  with  a  mainframe 
database  may  be  most  appropriate. 

Either  way,  the  system  you 
choose  will  work  with  the  technol- 
ogy 3M  is  developing  for  the  future. 
We've  already  assembled  packages 
for  Accounts  Payable,  Engineering, 
Manufacturing,  Financial  Records, 
Hospital  Records  and  more. 

For  more  information  on  how 
to  protect  your  company,  call 
3M  Information  Systems  at 
1-800-328-1684. 

But  act  soon.  Before  your  filing 
system  is  judged  to  be  out  of  order. 


■  1989,  3M 
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Daewoo  is  a  partner  you  can  count 

kon.  That's  why  sonne  of  the  most 
respected  and  important  names  in 
business  throughout  the  world 
have  formed  partnerships  with 
Daewoo.  Our  partnerships  are 
with  all  kinds  of  companies  involved 
in  the  financing  and  manufacturing  of 
everything  imaginable.  For  instance,  we're 
helping  to  build  one  of  the  most  highly 
advanced,  versatile  helicopters  on  the  mar- 
ket, a  true  workhorse,  capable  of  lifting 
three  times  its  own  weight.  It  is  this  true 
dedication  to  partnership  that  has  helped 
Daewoo  to  become,  in  just  over  20  years, 
an  international  leader  in  such  diverse  indus- 
tries as  automotives  and  aeronautics, 
computers  and  heavy  machinery,  finance 
and  telecommunications.  Find  out  how 
Daewoo  is  the  perfect  partner 
you've  been  looking  for 


Daewoo's  wide  range  of  partnerships  includes  state-of-the-art  helicopters. 


Daewoo  International  (Annerica)  Corp.  (212)  909-8200. 


ing;  it  is,  for  instance,  one  of  the  un- 
derwriters in  the  Enghsh  Channel 
tunnel  link  between  England  and 
France  and  even  brought  a  Finnish 
bond  issue  to  market  in  Kuwait. 
Al-Kharafi  Industries  is  the  coun- 


Mohamed  Abdul  Mobsin  Al-IO)arafi 

try's  largest  builder,  aggressively  bid- 
ding on  projects  large  and  small.  Dur- 
ing the  oil-fueled  boom  times  of  the 
late  1970s  and  early  1980s,  it  accumu- 
lated huge  surpluses.  The  family  also 
has  extensive  real  estate  holdings  in 
Kuwait  and  other  countries.  Promi- 
nent Middle  East  investors  estimate 
the  Al-Kharafi  family  fortune  at  $1.5 
billion. — William  P.  Barrett 


AL  MARZOOK  FAMILY 

Army  &  Savy  Game 

For  many  years  the  wealthy  of  the 
Middle  East  have  invested  in  British 
real  estate.  The  Al-Marzook  clan  is  no 
exception.  In  April  the  family  report- 
edly paid  $48  million  to  buy  the  man- 
sion overlooking  London's  Green 
Park  that  houses  the  prestigious 
Army  &.  Navy  Club,  whose  president 
is  Prince  Philip.  Look  for  a  rent  in- 
crease, too;  the  club  now  pays  less 
than  $900  a  month. 

The  purchase  was  another  indica- 
tion that  the  Al-Marzooks  have  held 
on  to  their  wealth,  estimated  at  well 
over  $1  billion.  Many  of  their  fellow 
tycoons  earned  their  money  in  trading 
or  construction  and  then  moved  the 
proceeds  into  real  estate.  The  Al-Mar- 
zooks, though,  basically  started  with 
property.  They  operate  through  a 
myriad  of  companies,  including  Ku- 
wait International  Investment  Co., 
Kuwait  Real  Estate  Co.,  Kuwait  Real 
Estate  Bank,  Financial  Group  of  Ku- 
wait— and  on  the  side,  Kuwait's  M 
A)ihcui  newspaper  and  Pearl  Invest- 
ment Co.  of  Bahrain.  Some  family 
members  even  operate  a  swank  fash- 
ion store  in  Kuwait.  Much  of  the  fa- 
mily's investing  is  outside  the  Middle 
East — in  the  U.S.,  Europe  and  lapan, 
including  real  estate  and  banks.  But 
by  no  means  all.  For  family  leader 
Khalid  Al-Marzook,  the  rebounding 
Kuwaiti  economy  is  turning  1989  into 
a  very  good  year.— William  P.  Barrett 


BAHRAIN 


KANOO  FAMILY 

Blessing  In  Disguise 

Bahrain's  Kanoo  clan  operates  one  of 
the  largest  business  empires  in  the 
Persian  Gulf.  Bahrain  (pop.  400,000)  is 
a  tiny  island-nation  in  the  Persian 
Gulf  just  off  Saudi  Arabia  that  has 
profited  mightily  over  the  years  as  a 
transportation  and  commercial  cross- 
roads. Besides  shipping,  the  Kanoo 
Group,  as  the  organization  is  known, 
is  in  importing,  insurance,  banking 
and  trading.  The  family's  current 
leader,  66-year-old  Ahmed  Ah  Kanoo, 
IS  also  chairman  of  the  National  Bank 
of  Bahrain. 

The  Kanoos  not  only  dominate  Bah- 
raini  business  but  are  major  players  in 
Saudi  Arabia  as  well,  where  many 
family  members  live.  The  crash  of  oil 
prices?  Yes,  it  hurt  the  clan,  but  the 
good  years  were  so  good  that  the  well- 
diversified  Kanoo  family  holdings  are 
still  believed  worth  around  $1  billion. 

Originally  the  Kanoos  were  major 
factors  in  Persian  Gulf  pearl  diving — a 
thriving  industry  that  died  in  the 
1930s  after  a  big  hurricane  wiped  out 


Katiuo  jciinily  nieniheis 


the  oyster  beds.  The  disaster  was  a 
blessing  in  that  it  forced  the  Kanoos 
to  diversify.  By  comparison  with  the 
hurricane,  the  drop  in  oil  prices  was 
only  a  breeze  for  this  adaptable 
family. — William  P.  Barrett 


LEBANON 


RAFIK  BAHAUDDIN  HARIRI 
Ultimate  Challenge 

Son  of  a  poor  Lebanese  businessman, 
Rafik  Hariri  rose  to  wealth  in  the  late 
1970s  and  early  1980s  by  winning  bil- 
lions of  dollars  of  construction  con- 
tracts from  the  Saudi  Arabian  govern- 
ment. He  started  with  no  royal  family 
connections  and,  in  the  Saudi  scheme 
of  things,  probably  had  to  share  some 
of  his  profits  with  senior  princes  who 


Rafik  Bahciuctdi)j  Hariri 


helped  him  get  the  business.  But  he 
also  quickly  developed  a  reputation 
for  getting  the  job  done  on  time  and 
on  budget. 

Hariri  has  been  an  active  interna- 
tional investor,  much  of  it  through  his 
Paris-based  Mediterranean  Investors 
Group.  His  investments  include  in- 
terests in  banks,  buildings  and  con- 
struction companies  in  Europe  and 
the  U.S. 

On  the  negative  side,  the  near-col- 
lapse last  year  of  Pans-based  Al  Ban- 
que  Saudi,  in  which  Hariri  had  a  sig- 
nificant stake,  cost  him  maybe  $30 
million.  Some  U.S.  real  estate  hold- 
ings also  may  have  declined  in  value. 
But  even  after  factoring  in  these  re- 
verses, Hariri's  fortune  is  still  esti- 
mated at  well  over  $1  billion. 

Still  only  44,  Hariri  has  continued 
his  efforts  to  bring  about  a  sustainable 
ceasefire  in  his  native,  war-torn  Leba- 
non. Some  say  he  harbors  a  desire  for 
the  ultimate  political  challenge:  to 
become  Lebanon's  prime  minister 
some  dav. — William  P.  Barrett 


SAFRA  BROTHERS 
Competing  Well  Is 
The  Best  Ret'enge 

The  Safras,  with  family  wealth  esti- 
mated at  more  than  $1.5  billion,  are 
true  globalists.  Raised  in  Lebanon,  Ed- 
mond  I.  Safra  lives  in  Geneva  on  a 
Brazilian  passport.  His  brothers 
Moises  and  Joseph  live  in  Brazil, 
where  they  run  Banco  Safra,  the  coun- 
try's 12th-largest  bank  and  reputedly 
one  of  the  most  profitable. 

Edmond,  58,  last  year  put  up  $200 
million  of  his  own  funds  for  a  21% 
stake  in  newly  created  Safra  Republic, 
a  Geneva-based  banking  operation 
that  already  has  become  one  of  the 
fastest-growing  in  the  world.  Safra  Re- 
public (with  more  than  $4.3  billion  in 
assets)  is  49%  owned  by  New  York- 
based  bank  holding  company  Repub- 
lic New  York  Corp.— itself  more  than 
one-third  owned  by  Safra,  who  serves 
as  Its  "honorary  chairman."  In  addi- 
tion, Edmond  has  many  other  assets, 
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Time  Management:  the  fabric 
of  any  good  business. 


Diane  Von  Furstenberg 
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colors.  Keeping  me,  and  my  busi- 
ness, one  step  ahead. 
While  travel- 
ing between 
my 


V^. 


k%    of  business 
It's  that  simple. 
In  an  industry  as  fast-paced  as  this,  I've 
no  choice  but  to  manage  my  time  ef- 
fectively as  possible. 
•I  never  beat  around  the  bush.  I  focus 
my  energies  and  never  stop  pushing. 

I  always  look  for  certain  time- 
saving  tools  to  help  me. 
That's  where  Dictaphone  comes  in 

When  inspiration  hits,  I'm 
always  ready.  I  carry  my 
Dictaphone  portable  to  record 
quick  ideas  about  styles  and 


r 


offices  in 
Paris  and  New 
"ibrk,  my 
Dictaphone  equip- 
ment lets  me  phone  in 
any  hour  of  the  day 
or  night  and  leave  a 
message  for  my 
entire  staffj  or  dictate  a 
letter  to  my  secretary 
from  my  car  phone.  Or  even 
from  a  plane  at  36,000  feet.  I  can 
also  check  the  system  for  messages  left  for 
me  by  others,  and  respond  to  them  all  with 
one  phone  call.  So  I'm  never  out  of  touch, 
no  matter  where  my  travels  may  take  me. 

To  me,  time  management  has  always 
been  the  fabric  of  any  good  business. 

And  to  help  manage  time  more  effec- 
tively. Dictaphone  will  always  be  in  fashion. 
Dictaphone.  Time  Management. 
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Call  1-800-433-0880 

for  more  information.  Or  mail  to:  Dictaphone 
Corporation,  3191  Broadbridge  Avenue 
Stratford,  CT  06497-2559 
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including  two  small  banks. 

With  Safra  Republic,  Safra  hopes  to 
duplicate  the  success  he  enjoyed  from 
Geneva's  Trade  Development  Bank. 
He  established  tdb  in  the  1960s  and 
in  1984  sold  it  to  American  Express 
for  $550  million  in  stock,  which  he 
eventually  sold  after  a  split  with 
American  Express  management.  Gos- 
sip says  a  major  motive  in  establish- 
ing the  new  Swiss  operation  was  to 
get  back  at  American  Express  for 
pushing  him  out  of  his  earlier  Swiss 
creation. — William  P.  Barrett 


TURRET 


VEHBI  M.  KOC 

Whafs  Turkish  For  "Sandbag"? 

i(  The  Koc  family  is  new  to  these 
pages  this  year.  The  fortune  traces  to 
the  aftermath  of  World  War  I,  when 
many  Christian  merchants  fled  Tur- 
key, leaving  behind  a  significant  busi- 
ness vacuum.  Into  this  commercial 
void  stepped  the  family  of  Vehbi  Koc, 
small-time  Ankara  grocers  with  big- 
time  aspirations.  Pretty  soon  the  Koc 
(pronounced  "coach")  family  business 
was  repairing  government  buildings 
and  acting  as  agent  for  such  Western 
companies  as  Ford.  Young  Vehbi 
helped  organize  Koc  Holdmgs  in  the 
mid- 1920s. 

Thanks  perhaps  to  tough  bans  on 
foreign  imports,  the  Koc  business 
grew  steadily  over  the  years  through 
startups,  acquisitions  and  joint  ven- 
tures with  Western  companies,  which 
supplied  parts  for  assembly  m  Tur- 
key. Thus,  Koc  made  Peugeot  and  Fiat 
cars,  and  Ford  trucks.  All  this  gave 
Vehbi,  who  enthusiastically  adopted 
Western  management  techniques,  a 
well-earned  reputation  as  the  Henry 
Ford  of  Turkey. 

The  really  dramatic  growth, 
though,  has  come  in  the  last  15  years, 
largely  under  the  export-oriented  poli- 
cies of  Prime  Minister  Turgut  Ozal. 
Koc  Holding's  sales  doubled  from 
about  $500  million  in  1973  to  $1.1 
billion  in  1977,  then  tripled  to  about 
$3  billion  in  1983.  Today,  Koc  is  Tur- 
key's greatest  industrial  organization, 
with  1988  sales  of  $5.  '  billion.  The 
sprawling  empire  embraces  more 
than  115  companies  and  owns  more 
than  20  of  Turkey's  500  largest  com- 
panies. Besides  vehicles,  Koc  compa- 
nies produce  food,  manulacturc  tex- 
tiles, underwrite  insurance,  conduct 
banking,  build  buildings  and  operate 
tourist  projects.  Although  there  is 
some  public  ownership  and  signifi- 


cant debt,  the  Koc  family's  holdings 
are  easily  worth  $1  billion. 

Now  88,  Vehbi  Koc  has  turned  Koc 
Holdings'  day-to-day  control  over  to 
his  son  Rahmi,  58.  But  the  old  man  is 
energetic  and  full  of  surprises.  In 
1985,  for  example,  Koc  took  the  occa- 
sion of  a  well-attended  Istanbul  busi- 
ness luncheon  featuring  then-U.S. 
Secretary  of  State  George  Shultz  to 
rebuke  the  guest  in  public  over  Amer- 
ican textile  import  policy.  Caught 
completely  off  guard,  Shultz  sput- 
tered to  the  delighted  audience,  "Do 
you  have  a  word  in  your  language  for 
sandbag'?    "—William  P.  Barrett 


Sabanci  Holdings,  chaired  by  Sakip 
Sabanci,  has  extensive  interests  in 
electronics,  textiles,  cement  and 
foodstuffs. — William  P.  Barrett 


SABANCI  BROTHERS 

ITje  Stuff  Of  Legends 

if  Turkey,  struggling  to  enter  the 
ranks  of  developed  countries,  would 
seem  an  unlikely  home  for  billion- 
aires, but  Its  Sabanci  family  has  built 
such  a  fortune  from  a  family  cotton 
trading  oufit.  (It  is  said,  possibly  apoc- 
ryphally,  that  six  or  seven  decades  ago 
14-year-old  Haci  Omer  Sabanci 
walked  300  miles  through  rural  Tur- 
key to  find  a  job  as  a  cotton  worker.) 

From  cotton  trading  it  was  a  rela- 
tively easy  step  to  banking.  In  1948 
the  by-then-prosperous  Sabanci  fam- 
ily established  Akbank,  named  after 
Haci's  birthplace  of  Akcakaya,  and  in 
1954  moved  the  head  office  from  the 
provinces  to  relatively  cosmopolitan 
Istanbul.  The  Sabancis  were  in  a  good 
position  to  participate  in  the  nascent 
import-substitution  industrialization 
of  Turkey. 

The  legendary  Haci  Sabanci  died  in 
1966,  but  he  left  the  business  in  good 
hands.  Five  sons  now  run  Sabanci 
Holdings,  which  has  become  one  of 
Turkey's  leading  industrial/financial 
organizations,  and  has  put  the  Saban- 
cis on  our  world  billionaires  list  for 
the  first  time  this  year. 

Akbank,  its  most  important  asset, 
IS  managed  by  Erol  Sabanci.  Akbank 
IS  Turkey's  fourth-largest  bank  but 
first  in  profits  ($151  million  last  year), 
with  one  of  the  world's  highest  re- 
turns on  assets.  Capital  Intelligence, 
the  Cyprus-based  bank  rating  agency, 
considers  Akbank  to  be  Turkey's 
soundest  bank. 

Sabanci  Holdings  (1987  revenues, 
$3.7  billion)  controls  15  of  Turkey's 
500  largest  companies,  concentrated 
in  electronics,  cement,  tires,  plastics, 
textiles  and  foodstuffs.  The  owner- 
ship structure  is  byzantine,  but  the 
family  seems  effectively  to  own  at 
least  95%  of  the  many-tentacled 
group.  Allowing  for  debt,  that  stake 
is  worth  something  like  $1.5  billion. 


CITIZEN 
OF  THE  WORLD 


THE  AGA  KHAN  IV 

Flying  High 

For  the  last  32  years,  the  spiritual  leader 
of  millions  of  Ismaili  Moslems  has 
been  the  Aga  Khan  IV,  whose  real  name 
is  Karim  El-Husseini.  His  followers 
tithe  him  an  estimated  $IOO-million- 
plus  a  year,  which  is  no  small  change. 
But  he  is  better  known  in  some  circles 
as  an  airline/hotel  tycoon. 

Last  year  Fimpar,  the  publicly  trad- 
ed Italian  holding  company  he  con- 
trols, shelled  out  $20  million  for  ma- 
jority ownership  of  Hispania,  one  of 
Spain's  largest  charter  airlines.  The 
Aga  Khan  already  has  Alisarda  and 
Avianova  airlines,  both  of  which  are 
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The  A^ci  Klkiit  IV 


rapidly  expanding  throughout  Italy 
and  nearby  countries.  Other  Fimpar 
holdmgs  include  the  Ciga  chain  of 
luxury  hotels  in  Italy,  the  just-pur- 
chased Hotel  Mcurice  in  Paris,  and  a 
minority  share  of  Austria's  Imperial 
Hotels. 

For  his  personal  account,  the  Aga 
Khan,  52,  has  a  large  piece  of  the  ritzy, 
10,000-acre  Costa  Smeralda  tourist 
complex  on  the  island  of  Sardinia, 
which  he  and  a  group  of  investors 
started  developing  in  the  1960s. 
Through  his  Aga  Khan  Fund  for  Eco- 
nomic Development,  a  profitmaking 
company  he  owns,  the  Aga  Khan  pre- 
sides over  a  far-flung  empire  of  largely 
Third  World  enterprises.  He  also 
owns  500  Thoroughbred  horses,  many 
of  them  champions,  and  a  formidable 
stock  portfolio.  Educated  in  the  U.S. 
(Harvard  '59),  the  Aga  Khan  lives  on 
an  estate  near  Pans,  carries  a  British 
passport  and  is  worth  at  least  $1.5 
billion.— William  P.  Barrett 
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THE  NEW 

SYMBOL  FOR  QUALITY 

IN  AMERICA. 


Until  now,  Buick  quality  was  known 

only  to  an  elite  group. 

Buick  owners. 


The  latestJ.D.  Power  and  Associates  Initial  Qual- 
ity Survey*  states  something  Buick  owners  can  be 
proud  to  know  and  something  all  new<ar  buyers 
should  know.  The  fact  that  Buick  offers  the  most 
trouble  free  American  cars. 

The  1989  Initial  Quality  Survey  which  measures 
things  gone  wrong  with  new  vehicles  during  the 
first  90  days  of  ownership,  marks  an  improvement 
in  Buick  quality  for  the  third  year  in  a  row. 


Today,  Buick  ranks  as  the  most  trouble  free  Amer- 
ican brand.  Higher  than  Lincoln.  Higher  than  other 
prestige  cars  costing  thousands  more. 

To  our  way  of  thinking,  it  all  means  that  if  you're 
looking  for  quality,  you  should  just  look  down  the 
Great  American  Road  for  the  Buick  tri-shield.  The 
new  symbol  for  quality.  The  sign  of  your  Buick 
dealer. 

*J.D.  Power  &  Associates  1989  Initial  Quality  Survey  covering  November 
and  December,  1988.  Based  upon  owner-related  problems  during  the 
first  90  days  of  ownership. 


The  Great  American  Road  belongs  to 
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Let' s  g«  It  together   buckle  up. 

©  1989  GM  Corp  All  rights  reserved 


See  yoof  dealer  for  terms  and 
cOTKfitrons  of  the  limrtec)  warranty 


JAPAN 
INDUSTRY 


SEIJI  TSUTSUMI 
Another  Overseas  Street 

A  part-time  poet  and  novelist,  the 
head  of  $25  bilhon  (sales)  Saison 
Group  is  bold  in  business,  unlike  rich- 
er half-brother  Yoshiaki  (uivch  see). 
Thus,  Seiji  built  the  unfashionably  lo- 
cated department  store  he  inherited 
into  a  100-company  empire  with  su- 
permarkets, restaurants,  travel  agen- 
cies, insurance  and  consumer  credit. 
Take  his  swift  $2.15  billion  pur- 
chase of  the  Inter-Contincntal  Hotels 
chain  last  fall,  one  of  the  largest  over- 
seas acquisitions  by  a  Japanese  com- 
pany. It  IS  Seiji's  most  aggressive  foray 
overseas,  too,  but  by  no  means  the 
only  one.  He  likes  partners  outside 
Japan.  For  Inter-Continental,  Tsu- 
tsumi  hooked  up  with  Scandinavian 
Air  Systems  in  April  to  manage  the 
101-hotcl  chain.  In  1987  Tsutsumi 
joined  the  Rockefeller  group,  among 
others,  to  buy  a  hotel  in  Scotland,  and 
lately  Saison  has  been  talking  with 
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Intourist  about  building  and  manag- 
ing hotels  in  the  Soviet  Union.  Seibu 
Department  Stores  plans  a  branch 
next  spring  in  Hong  Kong  and  further 
moves  into  Singapore  and  Taiwan 
with  local  partners. 

Rapid  expansion  has  a  price.  Ac- 
cording to  one  source,  Seibu,  his  origi- 
nal core  company,  alone  carries  some 
SI. 6  billion  in  loans  that  virtually 
wipe  out  profits. 

Some  in  Japan  interpreted  the  Inter- 
Continental  purchase  as  a  challenge 
to  half-brother  Yoshiaki  Tsutsumi, 
who  runs  one  of  Japan's  best-known 
hotel  chains.  Both  are  rumored  to  be 
after  the  famous  Hilton  chain.  Such 
talk  IS  an  old  tale.  Their  father,  Yasu- 
jiro,  a  successful  entrepreneur,  left 
most  of  his  assets  to  Yoshiaki,  the 
more  obedient  son.  Some  lines  of  Sei- 
ji's poetry  hint  at  why  the  imperious 
old  man  favored  Yoshiaki: 

"I  am  what  1  am 

So  I  joined  no  club 

Even  with  those  I  love  I  spoke  only 
inside  my  heart 

And  so  I  built  my  streets  one  by 
one    " — Gale  Eiscnstodt 


MORITA  FAMILY 

Just  A  $14  Billion  Sideline 

if  "Sony  is  merely  a  venture  business 
for  the  Monta  family,"  says  Hideo 
Morita,  vice  president  of  the  Morita 
group  of  companies  and  son  of  Akio 
Morita,  the  chairman  of  Sony.  Hideo, 
37,  likes  to  remind  people  of  where 
the  family  fortune  began:  In  its  324- 
year-old  sake  and  soy  sauce  company. 
His  father,  Akio  Morita,  had  been 
slated  to  become  master  brewer  at  the 
Nagoya  sake  plant.  But  independent- 
minded  Akio  had  other  ideas.  He  won 
his  father's  permission  to  join  with 
Masaru  Ibuka,  a  World  War  II  navy 
buddy,  and  start  an  electronics  com- 
pany. In  1950  the  company  produced 
Japan's  first  tape  recorder,  but  its  big 
break  came  when  it  bought  Japanese 
patent  rights  for  a  new  gadget  invent- 
ed in  the  U.S.:  the  transistor. 

Seed  money  for  Sony  came  from  the 
old  family  company.  Akio  frequently 
turned  to  his  father  for  loans  to  ex- 
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pand  and  paid  back  in  Sony  stock.  So 
today  Raykay,  a  Morita  subsidiary, 
holds  6.6%  of  Sony,  together  with 
Akio's  shares  worth  about  $1  billion. 

Sony  has  become  a  legendary  suc- 
cess. And  the  old  family  business?  It's 
doing  great.  It's  diversified  into  food 
distribution  and  convenience  stores. 
Raykay,  under  young  Hideo  Morita,  is 
scouting  out  new  selling  channels,  in- 
cluding a  direct  sales  division.  He  is 
also  developing  a  resort  in  Niigata 
prefecture. 

Hideo,  reflecting  on  Sony's  success, 
is  frank  in  admitting  that  Japan  has 
not  always  played  by  the  rules  in  in- 
ternational trade.  Says  he:  "My  fa- 
ther's generation  knew  they  were 
playing  by  different  rules  from  the 
West  when  it  came  to  trade,  but  they 
pretended  they  didn't  understand  the 
rules.  That's  why  they  won.  My  gen- 
eration knows  that  we  have  to  play  by 
the  same  rules  |as  the  West  ob- 
serves)."— Gale  Eisenstodt 


TADAO  TOSHIBA  AND  FAMILY 
Survival  Of  The  Fittest 

No  thanks  to  Japan's  supposedly  effi- 
cient Ministry  of  International  Trade 
ik  Industry,  Tadao  Yoshida  built  Yo- 
shida  Kogyo  into  the  world's  leading 
zippermaker.  "The  Japanese  govem- 
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Tadabiro  Yosbida 

ment  never  considered  zippers  an  im- 
portant industry,"  says  Tadahiro  Yo- 
shida,  the  founder's  son.  "My  father 
always  felt  the  government  protected 
the  auto  industry  at  his  expense." 

Ironically,  in  the  1980s,  as  Japan's 
automakers  have  moved  overseas, 
MiTi  now  holds  up  the  $3.2  billion 
(sales)  Yoshida  Kogyo  as  a  model  mul- 
tinational corporation — with  zipper 
factories  in  40  countries,  ykk  had  long 
ago  gone  overseas  to  respond  more 
quickly  to  the  needs  of  local  apparel 
manufacturers.  The  company  rein- 
vests its  overseas  profits  in  additional 
growth  and  grants  local  managers 
considerable  autonomy.  At  home  the 
Yoshidas  have  built  an  aluminum 
building  materials  business  that  now 
accounts  for  70%  of  sales. 

Founder  Tadao  Yoshida,  now  80,  is 
in  poor  health;  son  Tadahiro  runs 
things.  He  reminds  Forbes  that  his 
father  was  not  shy  about  criticizing 
the  government  for  coddling  certain 
industries  and  believed  that  ykk's 
strength  lay  in  the  fact  that  the 
cornpany  had  to  build  its  own  finan- 
cial muscle,  and  had  to  avoid  the 
glut  of  managers  that  make  many  big 
Japanese  firms,  by  Yoshida  Kogyo 
standards,  inefficient.  The  Yoshida 
family  still  owns  around  27%  of  the 
company,  a  stake  worth  some  $1.3 
billion.— Gale  Eisenstodt 


KANICHIRO  ISHIBASHI 

Watch  Out,  Goodyear 

Observers  who  expected  Japan's 
Bridgestone  Tire  to  lie  low  and  quietly 
digest  its  $2.6  billion  acquisition  of 
Firestone  Tire  &  Rubber  last  year  got 
a  shock.  At  year's  end  Bridgestone 
announced  a  further  $1.5  billion  in- 


vestment to  be  spent  over  three  years 
to  streamline  Firestone's  operations; 
and  in  February  another  $350  million 
for  a  new  plant,  in  Tennessee.  Bridge- 
stone is  also  working  at  beefing  up  the 
overseas  sales  networks.  Clearly 
Bridgestone  is  not  content  to  be  the 
world's  number  three  tiremaker. 
Goodyear  and  Michelin,  watch  out. 

What  does  all  this  mean  for  the 
family  of  Bridgestone's  late  founder, 
Shojiro  Ishibashi  (whose  surname 
translates  to  "stone  bridge")?  A  lot. 
Before  the  Firestone  deal,  Bridge- 
stone seemed  to  be  falling  behind. 
Dominant  in  its  home  market,  the 
5  8 -year-old  company  was  not  follow- 
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ing  the  Japanese  car  manufacturers 
overseas.  But  Firestone  brought  it 
plants  in  North  America,  Latin 
America  and  Europe.  Now  Shojiro 
Ishibashi's  son  Kanichiro  is  honorary 
chairman,  and  the  Ishibashi  family's 
Bridgestone  stock  alone  is  worth 
over  $1  billion.  The  Firestone  pur- 
chase will  probably  augment  that 
value  considerably. — Gale  Eisenstodt 


JUNICHI  MURATA 

"They  Hate  Us" 

•^  Not  all  Japanese  billionaires  owe 
their  fortunes  to  real  estate.  Murata 
owes  his  to  a  clever  product — the  fac- 
simile machine — well  produced  and 
stubbornly  marketed.  Matsushita,  Ri- 
coh, Toshiba  and  Canon  laughed 
when  Murata  Machinery  first  started 
selling  facsimile  machines,  but  now 
the  Kyoto-based  manufacturer  makes 
about  12%  of  the  fax  machmes  pro- 
duced in  Japan  and  recently  intro- 
duced the  first  fax  machines  for  less 
than  Y100,000  ($680),  setting  a  new 


price  threshhold.  "They  hate  us," 
Murata,  53  and  a  new  name  among 
our  billionaires  this  year,  says  of  his 
mainline  competitors. 

Founded  by  Junichi's  father,  Murata 
Machinery  made  textile  machinery 
(still  50%  of  revenues)  and  later  added 
machine  tools  and  other  industrial 
goods.  Junichi  took  over  in  1969  and 
launched  the  facsimile  business  in 
1973.  "I  wanted  a  product  that  had  a 
different  business  cycle  than  industri- 
al machinery."  At  one  point  he  paid 
the  Boston  Consulting  Group  to  as- 
sess his  potential;  they  told  him  to 
pull  out. 

Murata  followed  his  instincts.  By 
1982  he  was  setting  up  a  U.S.  sales 
network.  He  hired  R.  Michael  Franz 
away  from  Burroughs  to  run  it  and 
gave  him  almost  complete  autonomy. 
"A  Japanese  president  would  be  easier 
to  communicate  with,  but  he'd  con- 
centrate on  pleasing  me  rather  than 
his  U.S.  customers,"  explains  Murata. 
Franz  targeted  the  home-office  seg- 
ment with  faxes  short  on  features  but 
high  in  dependability  and  low  in 
price.  This  year  the  U.S.  division 
probably  brought  in  about  20%  of  op- 
erating profits.  Overall  last  year,  the 
privately  owned  company  earned 
around  $70  million  on  sales  of  $1.1 
billion.  At  prevailing  Japanese  market 
multiples,  the  company  is  worth 
around  $1.8  billion. 

Now  Murata  Machinery  is  devel- 
oping other  office  automation  equip- 
ment, but  Murata  recalls  that  it  took 
the  company  ten  tough  years  to  turn 
a  profit  on  fax  machines.  "My  father 
came  from  a  farming  family  and  he 
made  me  farm  when  I  was  young," 
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Kids  these  days  are  spending 
a  lot  of  time  on  the  couch. 


The  number  of  kids  with  mental  health 
disorders  is  enough  to  make  you  sit  up  and 
take  notice. 

Every  year  15  million  kids  under  18  years 
old  will  ha\'e  some  kind  of  psycliiatric  illness'' 

Add  to  that  the  increased  cost  of  their 
mental  health  claims— up  27  percent  in  1988"'"'' 
alone— and  we're  looking  at  some  serious 


growing  pains. 

At  NWNL  Group,  were  trying  to  help 
control  these  costs.  We're  also  trying  to  do 
what's  best  for  the  kids  undergoing  treatment 
and  the  empbyers  paying  for  it. 

Ti  do  that,  we  have  a  full-time  staff  psy- 
chologist whc^  works  with  our  hospital  utiliza- 
tion review  program.  Together,  they  help  us 
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spot  costly  and  inefficient  treatment  methods 
early  on. 

For  example,  adolescent  confinement  in  a 
psychiatric  hospital  may  not  be  necessary  if 
effective  outpatient  treatment  is  available. 

In  Tecommending  alternative  forms  of 
treatment,  were  trying  to  maximize  psychi- 
atric benefit  dollars  by  helping  the  patient 
and  doctor  understand  all  of  the  options. 

It's  true  this  advice  can  be  aggressive. 
And  that's  not  what  everyone  wants  from 
their  insurance  company  But  then,  we're  not 
the  insurance  company  for  everyone.  Nor  do 
we  try  to  be. 


The  truth  is,  we  work  best  with  com- 
panies that  are  willing  to  make  smart  but 
tough  choices  in  order  to  control  costs. 

Our  special  booklet— Emp/cryee  Benefits 
In  The  Year  2000— has  some  interesting  cost- 
control  ideas  for  today  and  tomorrow.  Call  or 
write  Rick  Naymark,  NWNL  Group,  Box  20, 
Mpls.,  MN  55440,  (612)  342-7137  for  a  copy 

It  may  be  just  the  time  to  sit  back  and 
analyze  what  your  insurance  company  is 
doing  for  you. 
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kmNWNLGROUP 

Northwestern  National  Life  Insurance  Co. 


NWNL  Group  is  a  division  of  Northwestern  National  Life  Insurance  Company,  Minneapolis,  MN  (not  admitted  in  thestateof  New  York). 
The  North  Atlantic  Life  Insurance  Company  of  America.  Jericho.  NY  (a  member  of  The  NWNL  Companies.  Inc.). 


Murata  says.  "I  hated  it,  but  I 
learned  that  to  produce  something 
good  there  are  no  short  cuts.  Manu- 
facturing is  like  farming.  You  will 
never  see  the  instant  profits  of  a 
stockbroker." — Gale  Eisenstodt 


KEIZO  SAJI 

Safe  No  More 

When  they  drink,  Japan's  hip  young 
consumers  generally  like  imported 
prestige  brands — Johnnie  Walker,  Bal- 
lantine,  Moet  and  the  like.  Once  pres- 
tigious Suntory  Old  is  considered  an 
old  fogey's  drink.  Sales  plunged  from 
11 .3  million  cases  inl980to5  million 
cases  last  year.  This  is  bad  news  for 
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the  Saji  clan,  which  owns  over  90%  of 
Suntory,  the  predommant  Japanese 
distiller. 

Keizo  Saji's  father  founded  Suntory 
in  1899.  For  most  of  his  life  Saji,  now 
69,  had  contentedly  concentrated  on 
Japan,  safe  behind  huge  tariffs  and 
other  barriers.  But  now  the  liquor  bar- 
riers are  coming  down.  Suntory's  70% 
market  share  in  whiskey  and  22%  in 
wine  is  still  strong.  But  the  company's 
exposure  in  the  beer  market  is  being 
threatened  by  last  year's  overheated 
dry  beer  war. 

Saji's  reaction?  A  tie-up  with  Bri- 
tain's Allied-Lyons,  a  leading  liquor 
and  food  company,  last  year.  Suntory 
took  2.5%  of  Allied-Lyons,  and  sold  it 
1%  of  Suntory.  Suntory  is  negotiating 
to  use  the  Brits'  global  network  to 
export  its  products,  and  will  import 
the  Brits'  brands — including  Canadi- 


an Club,  Courvoisier  cognac  and  Bal- 
lantine  scotch,-  these  will  be  sold  ex- 
clusively in  Japan  through  Suntory's 
distribution  network. 

In  short,  there  could  be  a  strong 
new  competitor  on  the  world  spirits 
scene,  one  with  deep  pockets.  Saji  and 
family  are  worth  some  $3  billion,  and 
they  are  going  far  beyond  modest  in- 
vestments in  foreign  wineries  (Fran- 
ce's Chateau  Lagrange,  California's 
Chateau  St.  Jean). — Hiroko  Asami 


MASAHITO  OTSUKA 

No  Kidding? 

Thirteen  years  ago  Masahito  Otsuka 
turned  over  Otsuka  Pharmaceutical, 
the  company  his  father  founded  and 
that  he  expanded  into  one  of  Japan's 
most  profitable  drug  companies,  to 
his  sons.  But  Otsuka  is  still  "adviser" 
to  the  company.  "When  I  feel  a  mis- 
take IS  being  made,"  says  the  charm- 
ing, 72-year-oId  businessman,  "I  give 
my  advice." 

What  kind  of  advice?  There  is  Otsu- 
ka's  secret  of  success:  "Kinhen,  setsnya- 
ku "  (work  hard,  be  economical).  There 
is  his  advice  to  invest  in  land:  "In 
business,  there's  always  the  fear  of 
going  bankrupt.  But  if  you  have  some 
land,  you  can  always  come  up  again. 
Never  think  that  a  company  is  safe 
from  bankruptcy."  And  there  is  his 
feeling  that  a  good  business  should 
stick  to  basic  necessities — food,  medi- 
cine and  housing. 

The  advice  seems  to  work.  The 
family  owns  some  30%   of  Otsuka 
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Pharmaceutical,  the  main  company, 
with  sales  of  about  Y258  billion  ($1.7 
billion)  and  profits  of  about  YIO  bil- 
lion ($68  million). 

A  frugal  man,  like  many  Japanese  of 
his  generation,  Otsuka  had  little  time 
for  hobbies.  At  last,  he  now  has  plenty 
for  golf.  Not  so  his  sons.  When  he 
handed  his  sons  the  companies  (one 
runs  the  drug  business;  the  other  runs 
affiliate  Otsuka  Chemical),  he  took 
away  their  golf  club  memberships  on 
the  grounds  that  they  would  no  longer 
have  time  for  such  pastimes.  When 
they  resisted,  he  says  he  countered: 
"If  you  don't  want  to  give  me  the 
memberships,  you  don't  have  to  be- 
come president." 

What  goals  does  Otsuka  still  have 
before  him?  "If  I  live  until  I'm  80,"  he 
replies  with  a  mischievous  smile,  "I 
would  like  to  go  to  the  U.S.  for  about 
six  months  and  do  all  the  things  that 
we're  forbidden  to  do  here  .  .  .  like 
smoke  grass.  Then  I  can  die  con- 
tent."— Nobuko  Hashimoto 


MATSUSHITA  FAMILY 

"Moka  ritnakka  ?" 

That's  "Have  you  made  some  mon- 
ey?" in  Osaka  dialect;  reportedly  it 
was  Konosuke  Matsushita's  favorite 
greeting.  The  legendary  founder  of  Ja- 
pan's giant  Matsushita  group  hoped  to 
live  to  see  the  21st  century.  But  he 


Ku>i()snk'c'  Matsushita 


Masahito  Otsuka 


had  long  been  hospitalized,  and  died 
earlier  this  year  of  pneumonia  at  the 
age  of  94. 

Matsushita  was  widely  mourned  in 
lapan,  where  he  was  hailed  as  the 
"god  of  management."  Among  his 
many  famous  precepts  was  the  "tap 
water"  philosophy:  It  is  the  duty  of 
industrialists  to  supply  daily  goods 
abundantly  and  cheaply  to  consum- 
ers, like  water  from  the  tap. 

Konosuke  was  bom  to  an  old  land- 
lord family.  But  his  father  went  broke 
speculating  in  commodities  and  Kon- 
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In  the  near  future 

will  your  stock  transfer  agent 

be  a  thing  of  the  past? 


Commitment  is  one  of  the 
most  important  qualities  a  stock 
transfer  agent  can  have  today. 
And  yet  so  few  have  it.  The  Bank 
of  New  York,  however,  is  a  notable 
exception. 

While  so  many  others  are  get- 
ting out  of  the  business,  we  are 
actually  adding  substantial  re- 
sources to  it. 

Our  computer  resources  con- 
sist of  the  latest  hardware  and 
software  technologies,  backed  by 
a  communications  network  span- 
ning the  nation.  Our  Advanced 
Corporate  Trust  Integrated  On- 
Line  Network  (action^")  is  a  real 
time,  dedicated  processing  system, 
which  is  the  most  efficient  of  its 
kind  in  use  today 

We  can  handle  proxy  services 
faster  and  more  accurately  be- 
cause we  have  our  own  Bank  of 
New  York  zip  code  and  high  speed 
OCR  scanners. 

And  you  will  have  a  single 
contact  point  through  your  own 
thoroughly  trained  and  profes- 
sional account  administrator,  who 
has  a  full-time  backup. 
To  have  a  stock  transfer  service  that  won't  be  a  thing  of  the  past,  call  The  Bank  of 
New  York  in  the  near  future.  We'll  be  here.  And  we'll  stay  here.  TrHTT 

For  more  information,  call  Mr.  Leon Urbaitel, Vice  President,         A  IXlL/ 
at  (212)  815-2054. 


BANKOF 
NEW^ 
YORK 
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osuke  had  to  leave  school.  In  1918, 
when  he  was  23,  he  set  up  shop  mak- 
ing electrical  sockets  and  plugs,  and 
took  off  from  there. 

Two  Matsushitas  are  left  among 
the  company's  excellent  professional 
managers:  son-in-law  Masaharu  Mat- 
sushita, chairman;  and  an  only  grand- 
son, Masayuki,  43,  a  director.  Many 
suspect  Masayuki  will  be  groomed  for 
the  presidency  of  Matsushita  Electric, 
the  group's  flagship  company.  Keep- 
ing the  presidency  in  the  family 
would  be  a  popular  move  with  the 
employees,  and  Masayuki  has  come 
up  the  corporate  ladder  quite  swiftly. 

Meanwhile,  Matsushita  Electric  is 
considering  buying  in  the  late  foun- 
der's stock,  not  a  bad  deal  for  the 
family.  At  current  prices,  this  would 
provide  some  $1.7  billion  in  ready 
cash  for  Matsushita's  heirs,  and  al- 
ready Japan's  gossip  columns  have 
come  up  with  plenty  of  long  lost  rela- 
tives claiming  rights  to  the  inheri- 
tance.— Nobuko  Hashimoto 


HISAKKHI  TAMAGUCHI 

Kim  It  Sung's  Western 
Connection 

if  The  Japanese  have  always  treated 
Korean-bom  businessmen  living  in  Ja- 
pan as  second-class  citizens,  but  Hisa- 
kichi  Yamaguchi  has  prospered  none- 
theless. Bom  in  what  is  now  North 
Korea,  Yamaguchi  is  founder  and 
president  of  $1.7  billion  (sales)  Daiwa 
Can.  He  is  78  and  has  long  shunned 
the  press,  so  very  little  is  known 
about  him.  This  marks  his  first  ap- 
pearance among  our  billionaires. 

The  veil  was  pierced  somewhat  ear- 
lier this  year.  An  Asahi  publication 
reported  that  Yamaguchi  and  a  close 
associate  were  behind-the-scenes  in- 
termediaries when  Chung  Ju-Yung 
(which  see),  founder  of  South  Korea's 
giant  Hyundai,  made  a  high-visibility 
trip  to  North  Korea  in  January. 

Why  Yamaguchi?  Several  years  ago, 
said  the  Asahi  publication,  Yamagu- 
chi proposed  to  North  Korean  dictator 
Kim  II  Sung  a  resort  hotel  project. 
Apparently  the  North  Koreans  were 
interested  in  the  idea,  but  Yamaguchi 
could  find  no  Japanese  companies 
that  were  willing  to  participate;  none 
wanted  to  risk  damaging  relations 
with  South  Korea. 

But  now  there  are  tentative  signs  of 
thaw  between  the  prosperous  south 
and  dilapidated  north-,  could  Yamagu- 
chi yet  do  business  in  Pvongyang? 

Who  is  Hisakichi  Yamaguchi?  Back 
in  1939,  when  Korea  was  still  a  Japa- 
nese colony,  he  started  a  cork  compa- 
ny in  Osaka;  in  1950  he  moved  into 


cans.  A  technical  tie  with  the  U.S.' 
American  Can  Co.  got  Yamaguchi  the 
most  advanced  production  equipment 
available. 

It  is  said  that  Yamaguchi  was 
friends  with  Yoshihiro  Inayama,  the 
late  chairman  of  the  powerful  Japa- 
nese Federation  of  Economic  Organi- 
zations and  former  chairman  of  what 
is  now  Nippon  Steel.  Today  Nippon 
Steel  owns  about  33%  of  Daiwa  Can, 
and  Daiwa  is  the  second-ranking  can 
producer  in  Japan.  Yamaguchi  owns 
47.5%  through  a  holding  company;  at 
prevailing  multiples  that  stake  is 
worth  about  $2.5  billion.  He  also 
owns  half  of  a  $200  million  (sales) 
machine  tool  maker  and  assorted  real 
estate.  Regarding  mergers,  one  of  Ya- 
maguchi's  sons  is  married  to  billion- 
aire Kenkichi  Nakajima's  (which  see) 
eldest  daughter. — Gale  Eisenstodt 


MURATAMA  FAHILT 
Paper  Bittionaires 

*  On  Jan.  25,  1879  Ryohei  Mur- 
ayama  went  to  press  with  the  first 
edition  of  the  A-w/.v  Shimhun.  A  thin 
four  pages,  it  was  the  cheapest  of  the 
five  daihes  in  Osaka,  written  in  a  sim- 
ple manner  and  illustrated  with  ink 
sketches  of  local  scenes  for  the  broad- 
est possible  public.  In  1881  Mur- 
ayama  put  up  two-thirds  of  the  initial 
capital  of  30,000  yen  (today  about 
$204),  and  Riichi  Ueno,  hired  on  to 
help  manage  the  paper,  put  up  one- 
third,  to  buy  out  the  local  merchant 
who  originally  financed  it. 

Thus  began  $2.5  billion  (sales)  A-^tJyi 
Shnnhun.  Japan's  second-largest  na- 
tional newspaper,  circulation  around 
12  million  (including  morning  and 
evening  editions,  about  20%  of  the 
newspaper  market).  There  arc  also  in- 
terests in  television  and  radio  and  nu- 
merous magazines.  At  prevailing  Jap- 
anese multiples,  the  value  of  the  fam- 
ily's share  in  the  paper  and  its 
subsidiaries  exceeds  $1  billion. 

Today  the  Murayama  family  owns 
over  40%,  the  Uenos  some  20%.  Mi- 
chiko  Murayama,  Ryohei's  grand- 
daughter, jointly  with  Junichi  Ueno 
holds  the  position  of  "owner,"  a 
strictly  honorific  title  given  descen- 
dants of  the  founders. 

But  the  Murayamas  have  at  vari- 
ous times  taken  the  title  literally 
and  attempted  to  exert  authority. 
Ofuji  (a.k.a.  Fujiko)  Murayama,  the 
founder's  only  daughter,  waged  a 
long  battle  to  do  just  that.  At  the 
1963  shareholders'  meeting,  the 
Murayamas  refused  to  confirm  the 
nomination  of  a  managing  director 
who  opposed  some  of  Fujiko's  plans. 


That  led  the  Uenos  and  other  stock- 
holders to  pool  their  shares  into  a 
group  with  some  50%,  reining  the 
Murayamas.  There  matters  have 
rested  since. 

Last  spring  Fujiko  died  at  age  91. 
Japan's  enormous  inheritance  tax  has 
forced  many  a  family  to  sell  stock  but 
few  Asahi  insiders  expect  the  Mur- 
ayamas to  relinquish  those  shares  and 
the  potential  power  that  comes  with 
them.  After  more  than  25  years,  the 
fight  goes  on. — Gale  Eisenstodt 


HISASHI  ISHn 

The  "Statin  Crash" 

As  far  as  Forbes'  list  of  billionaires 
goes,  Ishii  is  the  only  Japanese  billion- 
aire who  made  his  money  in  Tokyo's 
Kabutocho.  or  stock  market.  From  a 
farming  family,  Ishii  arrived  in  Tokyo 
after  the  war  and  got  a  job  in  a  stock 
brokerage  firm.  At  30,  he  forecast  the 
famous  "Stalin  Crash"  on  the  Tokyo 
Stock  Exchange,  so  named  because  it 
coincided  with  the  death  of  the  Rus- 
sian leader  in  1953. 

Capitalizing  on  his  reputation,  that 
same  year  Ishii  founded  his  own  bro- 
kerage firm  and  later  went  on  to  take 
over  then-ailing  Tachibana  Securities. 
Last  year  Tachibana  earned  Y8  bil- 
lion, about  $54  million.  The  Ishiis 
now  own  over  80%  of  the  company, 
which  at  prevailing  multiples  is 
worth  aroimd  $2.6  billion. 

The  brokerage  continues  to  expand. 
To  Its  London  office  it  added  one  in 
Hong  Kong  last  year.  It  is  said  that 
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"For  my  office,  the 
right  286  deslctop  PC  has 
got  to  be  big  on  power., 
but  small  on  space/ 


a 


ZENITH  INNOVATES  AG AIN^ 

The  world's  number  one  family  of  PC  compatibles^  now  brings  you 
everything  you  expect  in  a  286  desktop...  except  the  size. 

Big  power  in  a  small  package.  That's  the  idea  behind  the  Z-286  LP  Another 
Zenith  Data  Systems  innovation  to  fit  your  workload  and  your  work  space. 

On  the  inside,  the  Z-286  LP  is  unmistakably  a  286-based  system  — 
with  enough  "zero  wait  state"  speed  and  power  to  handle  heavy-duty  word 
processing,  large  spreadsheets  and  huge  databases.  It's  also  compatible  with 
literally  thousands  of  industry  standard  peripherals. 

For  more  advanced  performance,  the  Z-286  LP  easily  lets  you  move  up 
to  MS  OS/2^  applications.  It's  truly  a  desktop  PC  that's  built  for  today... 
and  tomorrow. 

The  Z-286  LP  also  features  1MB  of  RAM -expandable  to  6MB  without 
using  an  expansion  slot.  Plus,  it  comes  standard  with  MS-DOS?  And  all  hard 
drive  models  include  Microsoft*  Windows. 

It's  on  the  outside,  however,  that  the  Z-286  LP  offers  you  the  biggest  advan- 
tage: a  dramatically  smaller  footprint  than  conventional  desktops  for  more 

productive  use  of  your  desk  space. 
So  free  up  your  workload  and 
your  work  space  with  Zenith's 
Z-286  LP.  For  your  nearest 
Zenith  Data  Systems  authorized 
dealer,  call: 

1-800-553-0350 
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Less  Is  More  With  Zenith  s  Z-286  LP  & 
Award-Winning  Flat  Technology  Monitor. 
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Source  Dataquest 

Graphics  simulate  Microsoft*  Windows,  a  product  and  trademark  of  Microsoft  Corporation. 
MS-DOS  and  MS  OS/2  are  registered  trademarks  of  Microsoft  Corporation, 
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Ishii  has  plans  to  upgrade  Tachibana 
to  a  Sogoshoketi,  an  all-around  securi- 
ties company,  like  the  bigger  outfits 
that  can  handle  underwriting. 

Last  December  Ishii,  now  66, 
stepped  up  to  the  chairmanship  and 
tumed  the  presidency  over  to  a  suc- 
cessor. He  tumed  over  his  stock  col- 
umn as  well.  But  he  isn't  leaving  the 
market. — Nobuko  Hashimoto 


SHOJI  UEHARA 

Fresh  Blood 

The  Ueharas,  who  became  billion- 
aires in  the  pharmaceutical  business, 
take  no  chances  with  heredity.  If  no 
scion  presents  himself  for  leadership 
of  the  family  businesses,  they  adopt  a 
suitable  candidate  and  give  him  the 
Uehara  name.  Shoji,  61,  now  Taisho 
Pharmaceutical's  chairman,  was  a 
nephew  of  former  chairman  Shoki- 
chi's  wife,  and  was  adopted  into  the 
family.  Akira,  48,  the  president  and 
heir  apparent,  Shoji's  son-in-law,  is 
now  also  a  Uehara. 

So  far  the  formula  works.  Akira  Ue- 
hara joined  Taisho  in  1977  after  11 
years  at  nec,  bringing  a  concept  he 
learned  working  on  a  project  with 
Honeywell  in  the  U.S.:  management 
by  objective.  So  now  Taisho  division 
managers  present  their  own  projects 
and  deadlines  quarterly,  which  Akira 
synthesizes  to  give  direction  to  the 
company.  The  idea  is  to  encourage 
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innovation  yet  force  managers  to  set 
realistic  goals.  "You  used  to  simply 
reduce  costs  to  increase  market  share 
but  now  you  need  to  introduce  some- 
thing new,"  explains  Akira. 

Taisho's  strong  marketing  channels 
have  kept  it  at  the  top  of  the  over-the- 
counter  market,  but  the  Ueharas  are 
moving  the  company  into  ethical 
drugs.  How  aggressively?  The  compa- 
ny has  traditionally  avoided  debt  but 
last  October  issued  about  $200  mil- 
lion in  convertible  bonds  for  new 
manufacturing  facilities. 

"The  first  generation  worries  about 
whether  things  are  selling  and  whether 
there  is  enough  cash.  The  second  and 
third  generations  step  into  a  profitable 
company  and  must  think  in  a  broader 
sense  of  ways  to  make  it  grow,"  sums 
up  Akira. — Gale  Eisenstodt 


RTOICHI  JIBTNAI 

Das  Finanzkapital 

Jinnai  came  from  a  poor  farm  family, 
got  into  college,  and  became  a  Marxist 
agitator.  His  labor  union  activities 
lost  him  his  government  job  in  1950, 
and  he  had  to  look  for  ways  to  survive. 
He  eventually  discovered  money- 
lending  and  became  one  of  the  early 
scocikin.  [Siirakin  is  a  popular  abbrevia- 
tion for  "salaryman's  financing.") 
Charging  legal  interest  rates  in  excess 
of  100%  a  year,  Jinnai's  firm,  appro- 
priately named  Promise,  grew  rapidly. 
Like  other  scocihiii.  it  also  alienated 
more  than  a  few  Japanese  working 
men.  Eventually,  in  1983,  the  govern- 
ment cracked  down  on  the  seiird'hi 
Iinnai's  company,  one  of  the  biggest, 
survived — it  earned  about  Y9.3  billion 
last  year,  enough  with  Japanese  mul- 
tiples to  make  its  63-year-old  owner 
and  chairman  a  billionaire. 

But  times  are  changing,  and  the 
companies  have  been  cleaning  up 
their  act.  And  coping  with  competi- 
tion from  the  banks  and  even  retail- 
ers. The  government's  current  rate 
ceiling  on  consumer  finance  is  about 
54.75%.  But  jinnai's  Promise  is  meet- 
ing the  competition  by  offering  loans 
at  between  25%  and  32%.  A  sign  of 
the  times. — Nobuko  Hashimoto 
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TASUO  TAKEI 
Harder  Times 

The  many  outlets  of  Takei's  compa- 
ny, Takcfuji,  bear  the  familiar  neon 
signs  saying  "Yen  Shop,"  a  reminder 
that  Takcfuji  is  the  largest  of  Japan's 
consumer  finance  companies.  Now 
59,  Takei  started  Takcfuji  in  1968  to 
exploit  the  lack  of  consumer  finance 
for  ordinary  Japanese.  Takcfuji  and 


other  sarakin  were  able  legally  to 
charge  annual  rates  as  high  as  109.5%. 
At  those  rates  money  really  com- 
pounds, and  Takei  is  today  worth  up- 
wards of  $1  billion. 

To  finance  Takcfuji  at  the  lowest 
cost,  Takei  went  multinational.  He 
borrowed  extensively  from  foreign 
banks  such  as  Barclays,  National  Aus- 
tralia Bank  and  Mellon  Bank.  But  the 
company  says  it  is  now  able  to  get 
cheaper  financing  back  home. 

With  Japan's  rapid  development 
have  come  harder  times  for  the  sara- 
L'tii  There  is  now  a  legal  54.75%  per 
annum  ceiling  on  consumer  lending 
rates.  Takei's  top  rate  is  currently 
32.8%.  Meanwhile,  mainstream  com- 
mercial banks  have  been  pushed  by 
Japan's  Ministry  of  Finance  into  con- 
sumer lending,  providing  tough  com- 
petition for  Takefuji. 


HATTORI  FAMILY 

Wrt/c/?  Out 

■if  The  Hattori  companies  will  be  a 
good  test  of  inherited  money:  a  busi- 
ness empire  well  worth  straightening 
out,  but  plenty  of  temptation  to  just 
let  it  slide.  The  business  was  started 
by  Kintaro  Hattori,  who  in  1881 
opened  a  watch  and  clock  retail  store. 
This  became  $1.9  billion  (sales)  Hat- 
ton  Seiko,  Japan's  second-largest 
watch  company,  recently  overtaken 
by  Citizen.  In  1937  Genzo  Hattori, 
the  founder's  eldest  son,  opened  the 
separate  Seiko  Instruments;  it  is  now 
a  $980  million  (sales)  watch,  electron- 
ic components  and  measuring  instru- 
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Reijiro  Hattori 


ments  manufacturer.  From  this  also 
grew  what  is  now  Seiko  Epson,  the 
$2.7  billion  computer  and  watch 
manufacturer,  also  established  with 
family  money. 

These  compose  the  Seiko  Group, 
today  a  loose  federation  of  four  main 
companies  and  numerous  subsidiaries 
with  complex  and  often  competing 
interests.  Hattori  Seiko  is  the  only 
public  company  of  the  lot  (the  Hat- 
toris  own  40%  directly  or  indirectly). 
The  Hattoris  are  also  majority  owners 
of  the  otherwise  separate  Seiko  In- 
struments and  Seiko  Epson. 

For  decades  the  early  Hattori  fam- 
ily businessmen  held  all  this  togeth- 
er, albeit  loosely.  But  in  1987  Ichiro 
Hattori,  Seiko  Epson's  dynamic  rul- 
er, died,  followed  shortly  by  Kentaro 
Hattori,  the  person  most  capable  of 
unifying  the  group's  diffuse  interests. 
Now  Reijiro  Hattori,  68,  and  the 
founder's  grandson,  is  group  chair- 
man, but  for  the  first  time  outsiders 
are  appointed  to  top  positions  in  all 
four  companies.  Collectively,  the 
Hattoris'  corporate  and  property  as- 
sets are  quite  likely  worth  over  $2 
billion.  But  whether  the  family  has 
what  it  takes  to  make  the  companies 
work  together  still  remains  to  be 
seen. — Gale  Eisenstodt 


KENKICHI  NAKAJIMA 

"Money  Is  A  Wanderer" 

As  more  Japanese  companies  adopt 
the  Hve-day  workweek,  the  pachinko 
parlor  business  is  booming,  and  with 
it  Nakajima's  fortunes.  His  family's 
88% -owned    Heiwa    is    the    biggest 


manufacturer  of  Pachinko  machines 
(pachinko  is  the  Japanese  equivalent 
of  pinball). 

Nakajima,  a  Japanese  citizen  who 
came  from  Korea,  struggled  hard  to 
build  Heiwa,  and  still  struggles  to  be 
first  with  newer  and  more  competi- 
tive games.  He  recruits  the  best  de- 
signers and  spends  heavily  to  apply 
the  latest  chip  technology  to  his 
machines. 

Now  Nakajima  has  his  eyes  on  oth- 
er ventures.  He  commissioned  a 
French  architectural  firm  ("I  wouldn't 
choose  them  unless  they  were  fa- 
mous") to  build  what  he  hopes  will  be 
"Japan's  number  one  golf  course." 

Entirely  self-made,  Nakajima  is 
now  a  multibillionaire.  How  does  he 
feel  about  being  rich?  "An  ideal 
wealthy  person  should  have,  besides  a 
roof  over  his  head,  about  Yl  billion 
[$6.8  million),"  he  replies.  "It  doesn't 
make  much  difference  if  he  has  much 
more.  You  can't  go  around  wearing  a 


Roben  Wailis-J  B  haures 


Kenkichi  Nakajima 


coat  made  of  pure  gold,  nor  can  you 
eat  food  ten  times  a  day.  Ln  fact,  it's 
probably  better  not  to  have  too  much 
because  it  creates  an  imbalance  be- 
tween yourself  and  the  environ- 
ment." He  adds  that  one  should  not 
take  money  for  granted:  "Money  is  a 
wanderer  and  stays  only  as  long  as  it 
wants  to." — Nobuko  Hashimoto 


KITOSHI SAGAWA 
Time  Saver 

In  Japan  as  much  as  in  the  U.S.,  time 
is  money,  which  made  the  old  Japa- 
nese Transport  Ministry  ban  on  trans- 
port vans  traveling  from  one  province 
to  another  so  blatantly  wasteful  that 
the  ban  was  finally  struck  down  in 


Kiyoshi  Sagawa 


1953.  Now  same-day  or  next-day  de- 
livery service  in  Japan  has  a  secure 
niche  in  the  frantic  pace  of  Japanese 
life.  One  of  the  best  in  the  industry: 
Sagawa  Kyubin,  its  logo  a  running 
man,  and  largely  owned  by  self-made 
fovmder  Kiyoshi  Sagawa,  67.  Its  opera- 
tions in  busy  Tokyo  alone  make  an 
estimated  200-million-plus  deliveries 
a  year. 

Part  of  Sagawa's  success  seems  to 
have  been  his  incentive  system,  mak- 
ing each  courier  responsible  for  get- 
ting new  orders  and  collecting  money 
as  well  as  making  deliveries.  This  for- 
mula probably  evolved  out  of 
Sagawa's  own  experience  as  a  courier 
when  he  was  young. 

With  a  business  and  other  wealth 
collectively  worth  about  $1.8  billion, 
Sagawa  ranks  among  the  biggest  indi- 
vidual taxpayers  in  Japan  each  year. 
He  is  also  a  noted  conspicuous  con- 
sumer; among  other  things  he  has 
sponsored  singers,  actors  and  sports- 
men, and  made  donations  to  restore  a 
famous  temple.  His  private  home  in 
Kyoto  is  huge,  and  is  reported  to  have 
its  own  artificial  pond.  A  good  role 
model,  perhaps,  for  the  oversaving 
Japanese. — Nobuko  Hashimoto 


TAKENAKA  FAMILY 

The  Takenakas  Are  Coming 

For  centuries  Japan's  premier  con- 
struction company,  the  Takenaka 
family's  Takenaka  Komuten,  is  trying 
its  hand  as  a  real  estate  developer  in 
the  U.S.  It  built  the  Hotel  Nikko,  in 
San  Francisco.  The  U.S.  could  be  see- 
ing much  more  of  the  Takenakas, 
who  by  all  accovmts  are  smart  cus- 
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Ob\'iously,  the  car  eating  up 
the  road  aboxe  is  no  ordinary' 
Subani.  In  tact,  its  a  car  designed 
to  be  like  no  otlier  car. 

Its  the  new  Subaru  Legacy'."' 
The  largest,  most  pow  erfiil  Subam 
e\'er  built. 

And  if  you  can  kxik.  be\ond 
its  graccfuih'  sculptured  bcx{\' 
design,  you'll  find  a  wealth  of 

t> Subaru  of  Atnema.  Inc.  1989.  'Suggested  rvtail price. 


engineenng  mar\els.  Perhaps  none 
more  impressixe  tlian  its  16-\alve 
horizontally  oppo.sed  alimiinum 
engine.  An  engine  created  for 
maximum  acceleration  and  power. 
Witli  minimum  xibration  and 
noise.  An  engine  so  rare  its  design 
can  only  be  found  on  n\o  other 
cars:  Ferrari  Testarossa  and 
Porsche  911. 

Does  not  include  dealer  preparatton.  inland  transportation,  taxes. 


Of  course,  what  good  is  tre- 
mendous power  without  the  ability 
to  properly  control  it.  Accordingly, 
the  Legac}'  boasts  such  strong 
suits  as  a  maximum  stabilit^'  sus- 
pension system,  electronic  auto- 
matic transmission  for  maximum 
efficiency,  and  standard  4-wheeI 
disc  brakes. 

Furthermore,  vou  can  pur- 

license  and  state  or  title  fees.  Dealer's  actual  prue  may  vary. 


■  sasc: 


ThcSiibaiiiLegaty 


:hase  a  Legacy  with  road 
lolding  front  wheel  drive  or 
he  world's  most  advanced 
-omputerized  full  time  four  wheel 
I  drive  svstem.  For  the  ultimate  in 
Taction  control. 

I        As  exhilarating  as  the  Legac\' 
is  on  the  road,  it's  equally  impres- 
sive from  within.  Fact  is,  the 
Lcgac)'  takes  jll  those  cars  that 


:laim  to  be  "space  vehicles"  to 
^ask.  It  not  only  provides  more 
interior  and  trunk  room  than  e\'er, 
it  provides  it  in  a  remarkably  luxu- 
rious setting. 

And  starting  at  about 
$12,500,*  the  Legacy  proves  there 
is  also  strength  in  numbers.  Rather 
reasonable  ones  at  that. 

Finally,  the  Legac)^  continues 


ft 


in  the  Subaru  tradition  of  reliable, 
durable  cars.  Which  means  it's  one 
new  car  that  will  help  you  avoid 
buying  something  else  that  comes  in 
a  new  maximum  strength:  aspirins. 

Si]bamL^cy 

Rom  About  $12^ 


Toichi  Takencikci 

tomcrs.  And  large  ones:  Takenaka  Ko- 
muten's  annual  revenues  are  now 
over  Yl  trillion,  close  to  $7  billion  at 
current  exchange  rates. 

The  current  president,  46-year-old 
Toichi  Takenaka,  is  an  international- 
ist who  got  his  M.B.A.  (in  marketing) 
at  Michigan  State  University.  The 
company  has  had  an  office  in  San 
Francisco  since  1960  and  has  built 
around  the  world:  an  airport  terminal 
building  in  Abu  Dhabi,  the  whole  new 
airport  in  Singapore  and  the  japan- 
China  friendship  hospital  in  China, 
for  example. 

At  home  the  Takenakas  are 
known  for  innovative  architectural 
work,  as  well  as  for  introducing  for- 
eign construction  techniques  to  their 
country. 

If  Takenaka  Komuten  were  a  pub- 
lic company  rather  than  privately 
owned  by  the  family,  it  would  be 
valued  at  between  S4  billion  and  SS 
billion — a  substantial  amount  even 
when  measured  by  Japanese  billion- 
aire standards. — Nobuko  Hashimoto 


KUMAGAI  FAMILY 
Into  The  li reach 

The  lifeblood  of  some  family  compa- 
nies runs  thin  in  the  third  generation, 
but  at  Kumagai  Gumi  the  giant  con- 
struction firm — It  thickened.  The  ear- 
ly Kumagai  family  members  were 
more  interested  in  politics  than  busi- 
ness. They  left  management  largely  to 
a  talented  and  trusted  aide,  Jinichi 
Makita,  who  became  chairman  in 
1978  and  died  in  1987  at  age  94. 

Into  the  breach  strode  Taichiro  Ku- 
magai, now  56,  the  founder's  grand- 
son. As  a  young  man,  Taichiro  spent 


one  year  as  a  trainee  at  an  American 
construction  company,  and  has 
looked  outward  ever  since:  With  Ma- 
kita, he  is  responsible  for  transform- 
ing his  domestic-oriented  civil  engi- 
neering firm  into  a  major  world  play- 
er. He  paid  his  dues,  taking  low- 
margin  work  in  places  like  Indonesia 
and  Malaysia  that  diluted  profits  but 
gained  the  company  presence  and  ex- 
perience. Now  Kumagai  has  shifted  to 
more  lucrative  markets  in  the  U.S., 
Hong  Kong  and  Australia — and  shies 
away  from  competitive  bidding.  He 
likes  to  put  together  and  invest  in  his 


Taichiro  Ki4niagai 


own  projects.  The  America's  Tower, 
to  be  completed  next  year  in  midtown 
Manhattan,  is  one  example.  And  in 
Hong  Kong  Kumagai  will  build  a  tun- 
nel and  retain  the  right  to  charge  tolls 
for  30  years. 

Back  home  Kumagai  is  benefiting 
from  the  private  construction  boom 
in  office  buildings  and  factories.  The 
company  is  renowned  for  advanced 
tunnel  construction  techniques.  This 
should  be  a  plus  as  the  government 
begins  awarding  contracts  for  new 
subway  projects.— Gale  Eisenstodt 


KAWAMURA  FAMILY 

Takeover  Artist 

"if  Shigekuni  Kawamura,  president  of 
Dainippon  Ink  &.  Chemicals,  is  a  bold 
hunter  of  U.S.  companies.  "Acquisi- 
tion IS  the  most  efficient  way  to  ex- 
pand a  business,"  says  Kawamura,  a 
new  entry  to  the  billionaire  ranks. 

In  1976  Dainippon  Ink  bought  New 
jersey-based  Kohl  &  Madden  Printing 
Ink  Corp.  for  some  S6  million.  Three 
years  later  he  paid  $70  million  for 


Yonkers,  N.Y.'s  Polychrome  Corp.  In 
1986  Kawamura  made  the  first  hostile 
takeover  attempt  by  a  Japanese  com- 
pany of  a  U.S.  company;  this  won  him 
the  graphic  arts  division  of  Sun 
Chemical.  Then  he  paid  $540  million 
in  an  unsolicited  bid  for  Reichhold 
Chemical  Ink.  Most  recently,  in 
March,  Dainippon  Ink  bought  a  divi- 
sion of  Pittsburgh-based  Koppers  Co., 
for  an  estimated  $78  million. 

Kawamura  himself  doesn't  have  to 
worry  about  unfriendly  overtures.  Al- 
though publicly  listed,  the  company 
IS  largely  a  family  affair.  Founded  in 
1908  by  Kijuro  Kawamura,  Dainippon 
Ink  grew  from  a  family  printing  ink 
business  into  a  large  diversified  chem- 
ical concern.  Shigekuni,  a  graduate  of 
New  York  University's  business 
school,  married  the  daughter  of  Kat- 
sumi  Kawamura,  then  president  of 
Dainippon.  He  took  his  wife's  last 
name  and  was  legally  adopted  into  the 
family. 

With  about  17%  of  the  stock  in 
three  holding  companies  with  various 
business  and  real  estate  interests,  the 
Kawamura  family's  fortune  comes  to 
about  $1  billion.  Kawamura  has  an 
edge  in  the  acquisition  game.  Firmly 
in  control,  he  can  make  significant 
decisions  quickly.  "I  have  more  pow- 
er than  most  leaders  at  Japanese  com- 
panies," he  says  with  a  smile. 

Kawamura  has  acquired  firms  whose 
businesses  he  has  known  for  a  long 
time.  And  unlike  some  Japanese  com- 
panies that  come  here,  Dainippon  Ink 
keeps  Americans  in  charge.  "The  most 
important  issue  when  making  an  ac- 
quisition is  the  postacquisition  prob- 
lem (of  running  the  company],"  says 
Kawamura.  "I  don't  think  the  Japanese 
can  run  an  American  company,  for 
now,  anyway. " — Gale  Eisenstodt 


Shif^eknni  Kawamura 
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HASAOKATO 

How  Sweet  It  Is 

-^  Masao  Kato,  chairman  of  Kato  Ka- 
gaku,  was  yet  another  unknown 
quantity  in  the  West  when  he  pur- 
chased an  office  tower  on  East  49th 
Street  in  Manhattan  in  1986  for  $300 
milhon.  He  paid  a  record  price— $470 
per  square  foot — and  many  Ameri- 
cans were  shocked. 

But  in  Kato's  case,  his  fellow  Japa- 
nese were  even  more  startled.  How 
did  a  com  syrup  maker  from  Nagoya, 
a  medium-size  city,  wax  rich  enough 
to  plunk  down  that  sum,  about  $100 
million  of  it  in  cash,  for  Tower  49? 
Last  October  Kato  Kagaku  did  it 
again,  paying  $250  million,  about 
one-third  in  equity,  for  the  Hyatt  Re- 
gency Chicago,  the  city's  largest  ho- 
tel. With  yields  of  7%  to  8%  in  the 
U.S.  versus  Japan's  2%  to  3%,  Kato 
realized  the  U.S.  was  a  good  deal. 

Masao  Kato,  now  72,  founded  Kato 
Kagaku  in  1945.  At  first  the  company 
produced  malt  syrup,  like  Hayashi- 
hiTSL  (which  see).  In  1968  it  began  man- 
ufacturing com  syrup.  Today  the 
company,  which  produces  some  2,000 
tons  per  day  .of  starch  syrup,  is  the 
largest  manufacturer  of  com  syrup  in 
Japan.  His  eldest  son,  Shoichi,  is  now 
president.  Another  son,  Sadao,  spent 
one  year  at  nyu  and  now  works  on  the 
U.S.  real  estate.  All  this,  plus  hotels 
and  real  estate  in  the  Nagoya  area, 
gives  the  family  company  and  a  hold- 
ing company  a  net  worth,  at  prevail- 
ing multiples,  of  over  $1  billion. 

But  the  family  fortune  isn't  just  syr- 
up and  real  estate.  Kato  is  also  an  avid 
stock  market  investor.  Some  say  he 
deals  in  "speculative  stocks,"  but 
Kato  would  surely  disagree.  He 
booked  profits  of  $150  million  on  his 
stock  portfolio  in  1986,  which  he  used 


to  invest  in  real  estate.  And  in  the 
panic  selling  of  October  1987,  Kato 
was  a  buyer,  snapping  up  some  30 
million  shares  of  this  and  that  at  bar- 
gain prices.— Gale  Eisenstodt 


Hayashibara  is  not  afraid  to  declare:  "I 
hate  to  work,"  and  can  frequently  be 
found  practicing  meditation 
karate. — Hiroko  Asami 


or 


KEN  HATASHIBARA 

Be  Small,  Think  Smart 

Only  47,  Ken  Hayashibara  is  one  of 
the  youngest  of  Japan's  billionaires. 
He  was  only  19  when  he  took  over  the 
business  amid  a  family  tragedy  and 
dirty  dealing  by  company  executives. 
Since  then  he  has  quietly  built  Haya- 
shibara Group,  founded  in  1883  as  a 
malt  conversion  rice  syrup  manufac- 
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Ken  Hayashibara 


Masao  Kato 


turer,  into  a  pharmaceutical  group 
whose  companies  grossed  over  $340 
million.  (They  also  own  a  big  portfolio 
of  valuable  real  estate  in  Okayama, 
Osaka  and  Tokyo.)  Headquarters  is  in 
Okayama  prefecture,  around  700  kilo- 
meters west  of  Tokyo. 

How  does  a  relatively  small  bio- 
tech  outfit  like  this  compete  against 
the  world's  huge  drug  companies? 
Hayashibara  does  it  by  avoiding  direct 
competition  against  the  giants,  by 
working  out  marketing  and  produc- 
tion agreements  with  the  larger  com- 
panies— and,  most  important,  by 
spending  heavily,  usually  6%  of  sales, 
on  research  and  development.  With 
established  businesses  providing  the 
cash  flow,  he  can  sustain  this  level  of 
R&D  indefinitely.  This  has  so  far  pro- 
duced some  5,000  patents  in  disci- 
plines ranging  from  biotechnology  to 
electronics.  In  order  to  market  his 
products,  Hayashibara  has  contracted 
with  50  companies,  some  as  far  away 
as  Denmark. 

A  quiet  and  modest  businessman. 


BIASATOSHI ITO 

By  Low  Cost  Obsessed 

Not  all  Japanese  businessmen  are  ob- 
sessed with  owning  land.  For  his  Ito- 
Yokado  chain  of  135  discount  stores, 
Dermy's  Japan  (318  outlets  for  "au- 
thentic American"  food),  and  several 
other  outlets,  Masatoshi  Ito  prefers 
leasing  to  owning.  Leasing  keeps  capi- 
tal costs  down.  Keeping  costs,  and 
prices,  low  is  Ito's  obsession. 

As  a  result,  Ito-Yokado's  profitabili- 
ty beats  any  rival  in  its  increasingly 
competitive  field,  according  to  Nihon 
Keizai  Shimbun,  the  business  newspa- 
per. Ito  and  his  family's  14%  stake  in 
the  company  and  their  holding  in  7- 
Eleven  Japan  are  now  worth  $1.7  bil- 
lion. With  more  time  and  money  in 
Japan  for  shopping,  the  fortune  will 
likely  keep  growing. 

Ito,  now  65,  has  pioneered  Ameri- 
can retail  concepts  in  Japan  since  his 
first  visit  to  the  States  in  1960.  Yet 
despite  Ito's  strong  record,  some  ana- 
lysts fret  that  his  no-frills  approach 
may  very  well  cost  him  business.  Ito- 
Yokado's  competitors  are  more  in- 
tense than  ever,  and  Japanese  con- 
sumers are  obsessed  with  quality  and 
service.  Ito  has  not  been  as  aggressive 
as  rival  Daiei  in  venturing  into  anoth- 
er American  invention,  consumer 
credit;  but  he  has  shown  himself  to  be 
flexible  before. 

If  consumers  want  something  and 
Ito  can  offer  it  profitably,  chances  are 
that  this  brilliant  merchandiser 
will. — Nobuko  Hashimoto 


Masatoshi  Ito 
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TOSHIAKI  TSUTSUMI 

Still  The  World's  Richest  Man 

Last  fall,  Yoshiaki  Tsutsumi,  still  the 
world's  richest  man,  turned  down  the 
chance  to  buy  the  Inter-Continental 
Hotel  chain.  His  poorer  billionaire 
half-brother,  Seiji  Tsutsumi  (which 
see),  jumped  at  the  opportunity  and 
paid  $2.15  billion.  Yoshiaki  Tsutsumi 
explained  to  a  Japanese  publication 
that  he  didn't  have  "the  excess 
wealth"  to  buy  the  hotels  at  that  price 


>  usl.naki  Tsutsumi 


by  himself,  and  didn't  want  partners. 
"When  It  comes  to  the  resort  busi- 
ness, I  don't  believe  in  joint  manage- 
ment in  principle,"  he  was  quoted  as 
saying.  These  days  he  is  rumored  to  be 
after  Hilton  Hotels  (current  market 
capitalization,  $4.6  billion),  possibly 
again  in  not-so-friendly  rivalry  with 
his  half-brother. 

Yoshiaki  Tsutsumi,  55,  could  cer- 
tainly afford  either  property.  True, 
our  estimate  of  his  net  worth,  at  least 
$15bilhon,  isdownfrom  1988's$18.9 
billion,  but  that's  mostly  due  to  the 
recent  rise  in  the  dollar  exchange  rate, 
plus  finding  a  smidgen  of  more  debt. 

If  money  isn't  holding  him  back, 
what  is?  His  cautious  style.  Tsutsumi 
probably  doesn't  want  to  take  that  big 
a  flier  in  the  icss-familiar  world  out- 
side lapan. 

Tsutsumi  controi-s  his  Seibu  em 
pire — an    important    railroad,    Seibu 
Construction,  the  Seibu  baseball  Li- 
ons, and  a  web  of  other  companies — 
through   Kokudo   Kcikaku    Corp.,    a 


holding  company  of  which  he  directly 
owns  40%.  The  holding  company 
owns  land  under  golf  courses,  ski  re- 
sorts and  other  businesses  that  is 
worth  some  $34  billion,  plus  nearly 
$7  billion  in  various  Seibu  company 
stocks,  minus,  according  to  one 
source,  a  mere  estimated  $770  mil- 
lion in  debt  (we  count  only  the  40% 
actually  in  Yoshiaki's  name). 

His  widely  noted  conservative  style 
is  attributed  to  the  fact  that  he  inher- 
ited the  fortune  from  his  father,  Yasu- 
jiro.  "He  feels  like  he  must  protect  the 
family  business,"  says  a  Japanese 
business  writer  who  meets  with  him. 

Earlier  this  year  Tsutsumi  handed 
on  the  title  of  president  of  Seibu  Rail- 
way to  Iwao  Nisugi,  whom  he  recruit- 
ed in  1986  from  what  is  now  Japan 
Railways.  Few  expect  real  change. 
Tsutsumi  had  entrusted  day-to-day 
management  to  Nisugi  and  is  expect- 
ed to  continue  making  the  significant 
decisions.  "I  like  creativity  but  my 
successor  should  not  be  a  creator," 
Tsutsumi  IS  quoted  as  saying.  That's 
not  the  sound  of  a  man  who  is  willing 
to  risk  a  big  loss. — Gale  Eisenstodt 


TAIKICHIRO  MORI 

Nat  14 ml  Price  Rise 

"With  the  advent  of  the  two-day 
weekend,  Japanese  have  more  time  to 
play,"  Mori  assures  Forbes.  How  will 
Mori  play  it?  Conducting  business  in 
his  usual  traditional  dark  kimono, 
Mori  says  his  Mori  Building  will  more 
than  double  the  resorts  it  operates 
over  the  next  five  years. 

But  he  IS  not  abandoning  the  Tokyo 
market.  His  jewel  is  Ark  Hills,  a  com- 
plex of  office  towers,  condos,  a  hotel 
and  even  a  concert  hall,  built  for  the 
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foreigners  flooding  Tokyo.  To  be  com- 
pleted in  1992  in  the  same  Minato-ku 
district  will  be  Shiroyama,  a  similar 
complex  where  Japanese  executives 
can  also  live  a  few  minutes  from 
work.  In  a  city  where  brutal,  two-hour 
commutes  (each  way)  are  common, 
Shiroyama  should  sell  well. 

Mori,  now  85,  became  the  world's 
second-richest  businessman  (our  esti- 
mate drops  to  $14.2  billion  because  of 
the  rising  dollar,  and  debt  overlooked 
last  year)  mostly  by  transforming 
Minato-ku,  the  Tokyo  ward  where  he 
was  born,  from  a  neighborhood  of  lit- 
tle wooden  houses  into  a  glass  and 
Concrete  commercial  center.  Today 
Mori  owns  72  office  buildings  in 
Minato-ku. 

Expect  Mori  to  stay  primarily  in 
Tokyo.  He  has  little  interest  in  Osaka, 
Nagoya  and  Fukuoka,  where  specula- 
tors have  recently  sent  land  prices 
into  orbit.  We  asked  Mori,  who  taught 
economics  until  he  was  50,  about 
downtown  Tokyo  land  prices,  which 
are  officially  up  only  2%  this  year  as 
compared  with  65%  in  1988.  "Up  un- 
til now,  land  price  increases  reflected 
the  natural  prices  plus  speculation," 
Mori  replied.  "Gradually,  the  specula- 
tive element  is  disappearing  and  the 
natural  price  is  appearing."  Transla- 
tion: The  real  value  of  land  is  still 
going  up — Gale  Eisenstodt 


Tilikichiro  Mon 


EITARO  ITOTAMA 

Free  Agent 

As  the  Recruit  scandal  discredits  the 
old  guard  of  Japanese  politics,  47-year- 
old  Eitaro  Itoyama  is  working  to  bring 
fresh  young  people  to  leadership  with- 
in the  ruling  liberal  democratic  party 
while  maintaining  the  party's  grip  on 
government.  A  billionaire  when  he 
inherited  his  father's  wealth — mostly 
real  estate — in  1985,  Itoyama  has 
great  political  influence  but  prefers  to 
use  it  discreetly.  Last  March  Itoyama 
quietly  launched  his  own  political 
group,  the  Heisei  Club,  with  25  young 
fellow  members  of  the  ruling  party. 
He  tells  Forbes  he  is  wary  of  talking 
too  much  to  the  Japanese  press  be- 
cause "we'd  be  snuffed  out  straight 
away  by  the  party  elders."  But  now  he 
is  getting  bolder.  Itoyama  predicts 
younger  politicians  will  seek  to  stage 
a  sort  of  coup  d'etat  within  the  party. 
With  his  support,  presumably. 

Itoyama  is  not  one  of  your  provin- 
cial Japanese.  He  is  in  touch  with 
events  abroad.  He  is  a  worldly-wise 
man.  "I  can't  go  to  sleep  until  I  know 
what  the  stock  prices  are  in  New 
York,"  he  remarks.  On  trade,  he  is 
more    than    just    another    free-trade 
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Eitaro  Itoyama 


advocate.  Itoyama  proposes  a  new 
order:  Japan,  U.S.,  Canada  and  Mexi- 
co in  a  sort  of  north  Pacific  "com- 
munity," in  which  all  barriers  come 
down,  really  down.  "Everything 
should  become  equal,  investments 
should  become  free,  with  member 
countries  allowed  to  visit  each  other 
without  passports,"  he  says. 

Itoyama,  worth  at  least  $6.6  billion, 
left  us  with  a  bit  of  his  wisdom,  espe- 
cially apt  in  these  days  of  highly  lever- 
aged businesses.  'You  shouldn't  un- 
derestimate the  strength  of  someone 
who  has  no  debts  ...  a  group  of  com- 
panies, wholly  owned  by  myself,  with 
no  debts.  That's  what  real  power 
is." — Nobuko  Hashimoto 


KITARO  WATANABE 

T.  Boone's  Good  Buddy 

In  March,  T.  Boone  Pickens  spent 
$600  million  to  buy  20%  of  Koito 
Manufacturing,  an  auto  parts  maker 
with     a     strong     relationship     with 


Toyota.  The  seller:  Kitaro  Watanabe. 
The  deal  unsettled  Japan's  establish- 
ment, but  so  far  Pickens  has  done 
little  more  than  ask  for  seats  on  Koi- 
to's  board. 

If  the  sale  was  a  big  deal  to  T. 
Boone,  it  was  a  sideline  to  Watanabe. 
His  main  business  is  real  estate,  with 
a  nice  sideline  in  selling  imported 
cars — luxury  vehicles  priced  over 
$82,000,  including  Rolls-Royce  and 
Mercedes-Benz. 

Peddling  domestic  used  cars,  then 
imported  new  ones,  was  actually  the 
foundation  of  his  real  estate  fortune: 
He  bought  the  land  under  his  car  lots 
in  the  1960s  (when  it  was  cheap), 
and  then  bought  much  more  land. 
With  a  good  hunk  of  it  luckily  locat- 
ed in  Tokyo's  now  fashionable 
Azabu  district,  he  rode  prices  into 
the  stratosphere — his  99,000  square 
meters  of  Azabu  are  now  worth  well 
over  YIO  million  per  square  meter. 
Even  after  debt  of  about  Y300  bil- 
lion, his  net  assets  are  at  least  Yl.l 
trillion — over  $7  billion. 

Watanabe  is  now  55.  He  now  owns 
some  20  office  buildings  under  his 
Azabu  Tatemono  (Azabu  building). 
His  plans  call  for  building  30  more 
soon. — Hiroko  Asami 


Roben  Wallis/j  B  Piaures 


Kitarv  \)icilanahe 


SHIGERD  KOBATASHI 
Rice  For  Land 

As  they  become  increasingly  cosmo- 
politan, Japan's  billionaires  are  be- 
coming more  sophisticated  about  po- 
litical and  charitable  donations.  Case 
in  point:  Shigeru  Kobayashi,  the  high- 
ly leveraged  Tokyo  landlord  who  now 
has  $2.7  billion  invested  in  U.S.  real 
estate.  He  donated  $1  million  to  the 
Reagan  Historical  Library  and 
$100,000  to  Nancy  Reagan's  antidrug 
campaign.  Kobayashi  and  his  son  Ta- 
kaji  were  among  the  four  Japanese 
invited  to  the  grateful  Reagans'  offi- 
cial farewell  party.  (The  other  two 
were  Japan's  ambassador  to  the  U.S., 
Nobuo  Matsunaga,  and  his  wife.) 

"Diplomacy  should  be  promoted  on 
various  levels,  through  official  chan- 
nels, but  also  at  the  corporate  level," 
says  Kobayashi.  Backing  his  words 
with  money,  in  March  Shuwa  signed 
on  Kumagai-Tumer,  a  Japanese- 
American  joint  venture,  to  build  in 
Tokyo  for  him,  thereby  admitting  the 
first  American  company  into  the  for- 
merly closed  world  of  Tokyo  private 
construction. 

Last  year,  Kobayashi  bought  two 
buildings  in  Chicago.  This  year,  he  is 
opening  a  midwcstem  office.  He  says 
he  plans  to  aggressively  expand  his 
U.S.  holdings,  already  at  41  buildings. 


Shigeru  Kobayashi 


On  another  front,  he  told  Forbes  that 
he  is  looking  into  opening  offices  in 
Europe,  most  likely  in  Spain,  France 
and  Great  Britain. 

Kobayashi  estimates  his  54  office 
buildings  in  Japan  are  worth  $7  bil- 
lion. Against  that  are  his  immense 
borrowings,  estimated  by  one  source 
at  $4  billion  from  Japanese  banks  and 
SI  billion  from  U.S.  banks. 

What  of  reports  that  Shuwa  has 
bought  heavily  into  several  Japanese 
retailing  stocks?  For  once,  Kobayashi, 
who  is  often  quite  voluble,  is  keeping 
quiet.  It  seems  he  wants  to  shake  up 
the  retail  sector's  management.  His 
one  comment  in  the  Japanese  press:  "I 
want  to  reorganize  the  industry, 
bringing  various  interests  together  to 
create  a  company  with  sales  of  Yl 
trillion" — Gale  Eisenstodt 


TOHACHIRO  IWASAKI 

Word  Of  Warning 

At  87,  Iwasaki  looks  frail  and  con- 
ducts an  interview  with  us  through 
his  aide.  But  that  doesn't  stop  him 
from  enjoying  life.  For  his  88th  birth- 
day (considered  lucky  in  Japan),  Iwa- 
saki plans  to  fly  with  friends  and  fam- 
ily in  a  private  plane  to  a  major  cele- 
bration in  Australia,  where  he  is 
building  an  enormous  resort  over- 
looking the  famous  coral  reefs.  The 
business  is  run  by  his  son,  but  Iwasaki 
still  travels  around  to  oversee  his 
company's  operations.  "He  is  a  pio- 
neer-type chairman,"  explains  a  cor- 
porate officer. 

Iwasaki  is  sometimes  called  theza/- 
fxitsid  of  Kagoshima,  the  southernmost 
part  of  Japan,   because  he  owns  so 
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much  of  it.  (He  also  owns  some  patch- 
es in  central  Tokyo,  Hakone  and  Oki- 
nawa, bought  many  years  ago.) 

Iwasaki's  main  effort  has  been  and 
still  is  to  develop  resorts  in  the  region 
he  loves  most — the  islands  around 
Kyushu.  Lately  he  has  started  jet  foil 
services  to  two  islands,  both  beautiful 
spots  but  as  yet  not  easily  accessible 
(one  has  an  extra  tourist  feature:  It  is  a 
base  for  Japan's  space  program).  He 
has  also  been  negotiating  to  build  air- 
ports and  resorts  for  Japanese  tourists 
in  Australia  and  Mexico,  both  of 
which  are  still  awaiting  permission. 

Iwasaki  is  another  of  the  billion- 
aires who  was  bom  into  a  poor  fam- 


Roben  Wallis^  B  Piaures 


Yolxichiro  Iwasaki 


ily  and  became  wealthy  through  a 
lifetime  of  buying  up  land.  He  has 
some  advice  for  younger  entrepre- 
neurs. "When  I  bought  land,  times 
were  different.  I  wouldn't  buy  any- 
thing now,  prices  are  too  crazy!"  he 
exclaimed,  through  his  aide,  to 
Forbes. — Nobuko  Hashimoto 


MASAO  NANGAKU 

Eclectic  Electronics  Man 

If  you  gamble  at  Las  Vegas'  Dunes 
hotel-casino,  you're  adding  to  Masao 
Nangaku's  $1.1  billion  fortune.  Be- 
sides the  Dunes,  which  he  bought  two 
years  ago,  Nangaku  owns  a  castle  in 
West  Germany,  a  forest  on  Oahu,  Ha- 
waii, and  Minami  Musen  Denki,  a 
huge  discount  consumer  electronic 
goods  shop  m  Tokyo's  Akihabara  dis- 
trict that  has  b;  come  a  well-known 
tourist  stop.  Inclu  ^ed  in  the  empori- 
um is  the  Minami  ^^useum,  where 
you  can  see,  among  othci  things,  Nan- 
gaku's collection  of  Salvador  Dali's 
sculptured  jewels. 
Nangaku,  now  70,  started  with  the 


Masao  Nangaku 


Akikazu  Fujisawa 


electronics  shop  in  1948.  But  his  for- 
tune really  exploded  when  he  caught 
the  1960s  bowling  boom  in  Japan  just 
right.  Then  he  caught  the  leisure 
boom  by  going  into  hotels  and  resorts, 
first  in  Japan,  later  abroad. 

Perhaps  because  of  the  intense  pub- 
licity his  various  overseas  acquisi- 
tions generate,  Nangaku  is  shy  of 
talking  to  the  press.  He  lets  his 
business  ventures  speak  for  them- 
selves— Nobuko  Hashimoto 


AKIKAZU  FUJISAWA 
Ex-Camera 

Fujisawa,  53  years  old,  started  later 
than  Nangaku  and  looks  slightly  rich- 
er. But  he's  made  his  billion  in  a  simi- 
lar way.  He  started  his  own  camera 
discount  shop  around  1975  and  took  a 
lot  of  heat  from  the  middlemen  he  cut 
out  so  he  could  retail  at  cut-rate 
prices.  But  consumers  loved  him:  Fu- 
jisawa's  Yodobashi  Camera  chain  is 
Japan's  biggest  discount  camera  re- 
tailer. It  is  also  one  of  the  best-known 
names  in  Japan  because  of  the  catchy 
jingle  It's  been  running  in  tv  commer- 
cials for  over  a  decade. 

Fujisawa  operates  mostly  in  To- 
kyo's high-rent  Shinjuku  district. 
Bom  poor  in  the  north  of  Japan,  Fu- 
jisawa has  been  quoted  as  saying  he 
has  lived  only  for  work.  Now  he  has 
several  huge  shops  and  sells  not  only 
cameras  but  just  about  every  type  of 
electronic  product. 

Anyone  who  has  watched  a  group  of 
Japanese  tourists  in  action  can  appre- 
ciate the  business  a  high-volume 
camera  store  in  Japan  does.  Fujisawa's 
annual  volume  totals  more  than  $480 
million.  That  alone  wouldn't  put  him 
amon;^  the  billionaires.  What  does  is 


this:  With  the  camera  money  he 
earned,  he  bought  land  in  Shinjuku, 
where  he  built  his  other  shops.  In- 
cluding his  $500  million  worth  of 
property,  Fujisawa  is  worth  about 
$1.2  billion. — Nobuko  Hashimoto 


HARUHIKO  TOSHIMOTO 

AND  FAMILY 

He'll  Make  Do,  Somehow 

Haruhiko  Yoshimoto,  65,  takes  seri- 
ously what  his  fortune-teller — a  good 
friend  who  is  a  Buddhist  priest — pre- 
dicted: Haruhiko  must  not  undertake 
any  new  business  this 'year.  Accord- 
ingly, he  halted  work  on  a  hotel  con- 
struction project  near  Osaka's  new 
Kansai  International  Airport  and  a  re- 
sort on  the  Inland  Sea  of  Japan.  Says 
Haruhiko:  "I  am  a  fatalist." 


Ri>b(:n«illulB  Pinurn 


llanthiko  Yoslmuoto 
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But  it's  apparently  still  okay  to  buy 
land,  which,  he  says,  is  almost  as  im- 
portant to  him  as  being  thrifty.  And 
it's  okay  to  look  for  future  ventures. 
Haruhiko  has  his  eye  on  a  resort  proj- 
ect on  Okinawa,  for  instance.  He  also 
continues  to  lecture,  to  paying  audi- 
ences, on  how  to  be  really  tightfisted. 
(Free  hints:  Use  note  paper  filched 
from  bank  counters  instead  of  statio- 
nery and  always  wait  for  the  other 
fellow  to  place  the  toll  call  to  you.) 

Forbes  had  thought  the  trillion- 
yen  Yoshimoto  Osaka  empire  was  all 
his.  Turns  out  the  Yoshimotos  are 
three  related  families,  and  he's  just 
the  most  famous.  The  Osaka  Hilton, 
for  instance,  is  actually  owned  by  his 
second  cousin.  The  Yoshimotos  to- 
gether own  about  $7  billion  worth  of 
Osaka,  all  right,  but  Haruhiko's  por- 
tion is  roughly  a  third  of  that,  about 
$2.6  billion.  Good  thing  he's 
thrifty. — Hiroko  Asami 


HIROTOMO  1AKEI  AND  FAMILY 

Good  Combination 

What  could  be  better  these  days  than 
a  fortune  based  both  on  media  and 
real  estate?  And  that's  what  Hiro- 
tomo  Takei  has.  Takei's  father  was  a 
local  politician  and  newspaper  dis- 
tributor. The  son  began  his  career  as  a 
joumalist  with  Yoniiuri  Shimhini.  but 
quit  after  three  years.  Then  he  started 
Asabi  Geino,  a  "soft"  publication  fea- 
turing screen  stars.  After  selling  the 
magazine,  he  got  into  real  estate.  At 
latest  count,  the  family's  Chisan 
Group  owned  16  golf  courses,  36  ho- 
tels, numerous  buildings  and  a  couple 
of  warehouses,  all  together  worth  an 
estimated  $7.8  billion. 


Now  68,  Takei  dabbles  in  painting, 
writing  books,  and  traveling  to  exotic 
places,  while  eldest  son  Hiroshi  looks 
after  Chisan  Group's  daily  operations. 
The  father  is  still  involved  in  the  busi- 
ness. While  the  Takeis  have  said  pub- 
licly they  don't  like  to  do  hostile  take- 
overs (quite  unpopular  in  Japan),  re- 
ports are  circulating  that  Chisan  has 
bought  up  nearly  40%  of  the  shares  of 
Kasho,  a  medium-size  trading  compa- 
ny. Japanese  press  reports  say  that 
many  of  Chisan's  acquisitions,  how- 
ever, have  been  companies  that  mort- 
gaged shares  or  property  to  borrow 
money  from  Chisan,  and  couldn't 
pay.  The  company  denies  this,  but 
now  Takei  owns,  among  other  things, 
a  Japanese-German  delicatessen  and  a 
cotton  spinning  and  fishing  equip- 
ment company.  Just  the  thing  for  re- 
tirement.— Nobuko  Hashimoto 


HEIZO  KOBATASHI 

Rice  For  Land 

Immediately  after  World  War  II,  Ko- 
bayashi  realized  that  parcels  of  land 
could  be  had  in  Tokyo  practically  for 
little  more  than  a  bag  of  rice.  Thus 
were  relative  values  back  then.  When 
he  started  a  restaurant  after  the  war, 
he  bought  land  to  put  it  on,  and  con- 
tinued to  do  so  for  every  restaurant  he 
opened.  His  restaurants  eventually 
became  the  famous  Sanpei  chain,  now 
called  Restaurant  Sunpark. 

Kobayashi,  who  to  his  disadvantage 
owned  no  land  before  the  war,  takes 
pride  in  the  fact  that  all  his  commer- 
cial ventures  (he  started  opening  su- 
permarkets in  1962,  then  hotels,  dis- 
count shops,  and  game  centers)  stand 
on  land  he  owns.  "How  can  you  do 
good  business  if  you  have  to  rent 
someone  else's  land?"  he  wrote  in  his 
memoirs.  He  owns  land  not  only  in 
central  Tokyo  and  Nagano,  where  he 
was  born,  but  also  in  Hawaii. 

Despite  his  success,  Kobayashi,  76, 
once  bold,  is  a  cautious  man.  Worth  at 
least  $1  billion,  he  remains  extremely 
frugal. — Nobuko  Hashimoto 


Hirotomo  Takei 


TAMESABURO  FURUKAWA 
Movies  tor  Cash,  Land  For  Gain 

•if  Tamesaburo  Furukawa  celebrated 
his  99th  birthday  in  January  and 
makes  his  debut  among  the  billion- 
aires this  year.  It  has  been  an  event- 
ful life.  Bom  a  Nakano,  he  was 
adopted  by  the  Furukawas,  distant 
relatives  who  lacked  a  child.  At  16 
he  was  apprenticed  to  a  glass  import- 
er. But  when  the  owner  decided  to 
donnte  all  his  money  to  a  religious 
sect      ind     close     shop,     Furukawa 


Tamesaburo  Furukawa 


launched  his  own  business  selling 
women's  hair  ornaments.  He  correct- 
ly foresaw  the  trend  to  Western 
styles  and  in  1917  opened  a  branch 
in  Tokyo's  Ginza,  near  the  Hattoris' 
(which  see)  tony  Wako  store. 

An  economic  downturn  in  1921 
nearly  flattened  Furukawa.  He  decid- 
ed the  surest  way  to  conduct  business 
was  on  a  cash  basis.  This  led  him  to 
owning  and  operating  movie  theaters, 
and  then  to  restaurants  and  coffee 
shops  near  the  theaters.  His  eldest 
son,  now  dead,  started  the  family-run 
Nippon  Herald  Corp.  in  1957  to  im- 
port foreign  films.  Today  the  Herald 
Group  is  said  to  comprise  some  50 
affiliates  with  diversified  leisure  in- 
terests: theaters,  the  production  and 
importing  of  films  and  management 
of  resort  properties. 

But  Furukawa's  real  wealth — like 
that  of  so  many  megarich  Japanese — 
lies  mainly  in  his  investments  in  land 
and,  to  a  somewhat  lesser  extent,  in 
art.  Much  of  the  property  he  now 
owns  in  Nagoya  he  purchased  before 
World  War  II;  toward  the  end  of  the 
war  he  snapped  up  more.  In  the  1960s 
he  started  buying  whole  forests  in  Ai- 
chi  and  Gifu  prefectures.  Meanwhile, 
his  collection  of  brush  paintings, 
swords  and  wood  block  prints  in- 
cludes the  works  of  such  famous  Japa- 
nese artists  as  Scsshu  and  Kaii  Higa- 
shiyama;  he  has  put  the  total  value  of 
the  art  collection  at  200  billion  yen 
($  1 .4  billion).  The  land  alone  we  value 
at  around  $2  billion. — Gale  Eisenstodt 


MATSUOKA  FAMILY 
Farewell 

Scijiro  Matsuoka,  well  known  as  a 
major  collector  at  Sotheby's,  Chris- 
tie's and  other  art  auction  houses  and 
to  dealers  large  and  small,  died  in 
March.  He  was  95.  Bom  to  a  family  of 
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Who  Scg^There  Are 
.No  EasyAnswers 


Whoever  said  it ,  obviously  has       of  customers  or  executives .  Or  just 
never  used  NEXISf  the  world's  the  latest  developments  that  affect 

largest  on-line,      ■^■^^^'"TBK  ^^^^  your  company  or 
full  -  text  Informa-  ^^H^        ^V  ^^^|  product, 
tion  service.  ^^B^i>  ^   ^H^H     Whether  draw- 


NEXIS  makes 
finding  in-depth 
answers  easy.  Like 
gathering  intelli- 
gence on  a  competitor's  technology 
TVacking  the  introduction  of  a  new 
product  or  service.  Finding  profiles 


ing  fi"om  The  New 
York  Times  or 
the  less  familiar 
Xinhua  (New 
China)  News  Agency  NEXIS  taps 
over  600  sources  to  give  you  the 
raw  information  you  need  to  arrive 


at  an  intelligent  conclusion.  In  just 
about  the  time  it  takes  to  thumb 
through  this  magazine. 

lb  find  out  more  about  the  NEXIS 
service,  just  call  1-800-541-6886 
to  talk  to  a  NEXIS  representative 
and  arrange  for  a  demonstration. 
So  that  next  time  you're  facing  the 
tough  questions,  you'll  know  where 
to  go  for  the  easv  answers. 

NEXIS' 


©  1989  Mead  Data  Central.  Inc.  All  rights  resen'ed.  NEXIS  is  a  service  of  Mead  Data  Cential.  Inc.  and  a  tiademark  that  is  registered  Kith  the  U.S.  Intent  and  Ibdemark  Oflict'. 
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Worlds  first  35-inch 
direa-view  TV. 


World's  first 
vertical  linear 
tracking  turntable. 


Worlds  first  still-picture 
video  telephone. 


One  of  the  biggest  discoveries  weve  made  is  that  a 
lot  of  people  don't  know  weve  made  so  many  discoveriej 

But  in  fact,  over  the  years,  Mitsubishi  engineers  and 
designers  have  quietly  earned  some  25,000  patents  and 
developed  over  100,000  different  products. 

Because  weve  always  adhered  to  one  simple  philos- 
ophy Give  the  right  people  the  right  environment  and 
anything  can  happen. 

So  the  next  time  you're  looking  for  an  innovative 
solution  in  any  field  of  electronics,  perhaps  now  you'll 
think  of  us  first. 

At  last. 
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MITSUBISHI  ELECTRIC  AMERICA 

TECHNICALLY,  ANYTHING    IS    POSSIBLE 
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Worlds  first 
consumer  golf 
swing  analyzer. 


World's  first  spiral 
escalator 
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is  first  70'inch 
TTojectionTV  for 
insumer  market. 


World's  first  video 
copy  processor 


World's  first  full-color  outdoor  video 
display  screen  in  a  major  sports  stadium. 


Roben  WallisO  B  Piaures 


Seijiro  Matsuoka 


rice  traders,  he  learned  English  from  a 
missionary,  built  a  trading  business 
and  switched  to  real  estate.  He  avoid- 
ed debt  when  possible. 

Matsuoka  attributed  his  longevity 
to  getting  plenty  of  sleep — up  to  12 
hours  a  day — and  to  his  custom  of 
eating  a  bowl  of  ground  Japanese 
white  radish  m  the  morning,  having  a 
nightcap  at  night  and  maintaining  a 
hobby — in  this  case,  art  collecting. 

As  with  the  real  estate  that  made 
him  a  billionaire,  so  with  his  art: 
Once  he  bought,  he  never  sold.  And 
he  was  eclectic.  The  Matsuoka  muse- 
um in  Shinbashi,  in  the  center  of  To- 
kyo, has  his  collections  of  Ming  and 
Tang  Chinese  porcelain,  Persian  stat- 
ues, Gandhara  statues  from  India  and 
ancient  Roman  busts,  as  well  as  fam- 
ous paintings  by  Monet  and  Renoir. 

Little  has  been  said  officially 
about  how  Matsuoka's  estate  will  be 
settled,  but  his  six  daughters  and 
their  husbands  will  probably  take 
over  his  several  companies.  One 
daughter  is  already  running  the  mu- 
seum; observers  doubt  she'll  be  as 
active  at  auctions  as  her  father 
was. — Nobuko  Hashimoto 


HIDEKI  TOKOI 

Greek  Tragedy, 
Tokyo  Stage 

More  than  seven  years  have  gone  by 
since  the  night  of  Feb.  8,  1982,  when 
Hotel  New  japan,  in  central  Tokyo, 
burned  down.  The  tragic  fire  killed  ii 
people.  It  was  an  accident.  Nonethe- 
less, the  hotel's  owner,  Hidcki  Yokoi, 
now  76,  was  convicted  of  accidental 
homicide    and    sentenced    to    three 


years  in  prison,  for  failing  to  install 
required  fire-prevention  equipment. 
He  was  let  out  on  bail. 

Little  has  been  heard  from  Yokoi 
lately,  although  some  details  about 
his  past  have  emerged.  Bom  into  a 
poor  family,  he  was  apprenticed  to  a 
Tokyo  cloth  wholesaler  in  the  late 
1920s,  when  he  was  15.  In  the  1930s 
Yokoi  opened  his  own  textile  whole- 
sale business.  He  went  on  to  supply 
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Uideki  Yokoi 


military  orders  both  before  and  after 
World  War  II,  and  then  moved  into 
real  estate.  In  1979  he  purchased  the 
Hotel  New  japan,  on  a  large  and  beau- 
tiful site  in  central  Tokyo. 

As  land  prices  in  Tokyo  have  con- 
tinued their  upward  march,  the 
Hotel  New  Japan  site's  value  has  at 
the  very  least  kept  pace.  Well  locat- 
ed in  central  Tokyo,  the  parcel  is 
valued  at  some  $1.8  billion.  The 
building  remains  as  it  was  left  seven 
years  ago:  a  burned-out  shell.  But  by 
some  calculations,  the  site  is  now 
worth  at  least  ten  times  what  it  was 
worth  at  the  time  of  the  fire. 
No  doubt  Yokoi  has  had  plenty 
of  opportunities  to  sell,  but  he 
has  continued  to  hang  on,  presum- 
ably on  the  grounds  that  prime 
property  can  only  keep  rising  in 
value.  — Nobuko  Hashimoto 


RINJI  SHINO 

Paris,  Japan 

A  narrow,  unpaved  country  road  leads 
to  real  estate  billionaire  Rinji  Shino's 
country  club.  The  clubhouse  looks 
like  a  small  chateau,  for  Rinji  Shino  is 
a  raving  francophile.  The  house  is  dec- 
orated with  French-style  sculptures. 


Rinji  Shino 


and  directions  both  inside  the  club 
and  on  the  golf  course  are  in  French.  It 
really  does  not  go  well  with  the  sur- 
rounding Japanese  countryside. 

Shino  plans  to  open  a  100-room  lux- 
ury hotel  on  the  site — in  the  French 
taste — costing  over  $110  million. 
Guests,  of  course,  will  be  rich  travel- 
ers to  and  from  the  nearby  Kansai 
International  Airport,  which  opens  in 
March  1993. 

And  there  is  action  on  the  3-mil- 
lion-square-meter  woodlot  at  the 
west  end  of  Fontainebleau,  near  Paris, 
he  bought  in  the  early  1960s  for  $1.5 
million  and  which  has  a  big  silicon 
reserve.  "For  the  development,  we  are 
now  negotiating  with  two  West  Ger- 
man ceramics  companies,  and  the  re- 
serve is  estimated  at  at  least  YIOO 
billion  |$740  million],"  he  smiles. 

Shino  now  owns  restaurant,  marine 
leisure,  travel  agency  and  gas-station 
companies.  But  especially  he  owns 
real  estate,  bought  slowly  at  first,  but 
always  with  a  passion  to  restore  his 
old  landowning  family's  empire,  ex- 
propriated after  World  War  II.  Today 
his  daughter,  Shigeko,  46,  runs  the 
businesses.  Shino,  at  79,  is  taking 
time  out  to  appreciate  and  buy  Japa- 
nese art. 

Which  he  can  well  enough  afford. 
Shino  is  worth  over  $2  billion,  if  you 
do  not  count  the  silicone  reserve  in 
Paris,  within  a  whisker  of  $3  billion  if 
you  do. — Hiroko  Asami 


TONEICHI  OTANI 
Detail  Worship 

Yoneichi  Otani  is  a  second-generation 
billionaire:  With  his  older  brother, 
Kokichi,  he  inherited  the  land  his  fa- 
ther, Yonetaro,  a  onetime  Sumo  wres- 
tler,  bought  from  an  impoverished 
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Yoneichi  Otani 

aristocrat. 

The  prize  family  property  is  the 
Hotel  New  Otani,  a  first-class  hotel 
situated  on  Tokyo  land  that  would 
sell  for  about  $200,000  per  square 
meter — $14  billion  worth  in  all.  Yon- 
eichi's  share  is  worth  around  $2.2 
billion.  Industry  analysts  say  the 
New  Otani  is  the  most  profitable 
Japanese  hotel.  Occupancy  is  good 
but  it  gets  most  of  its  profits  from 
parties,  weddings  and  corporate  re- 
ceptions, which  cost  on  average  $220 
per  person. 

The  family  owns  17  other  New 
Otani  hotels  in  Japan  and  has  plans  to 
start  construction  of  another  3, 
though  not  in  high- cost  Tokyo. 
Abroad  are  New  Otani  hotels  in  Los 
Angeles,  Honolulu,  Singapore,  and 
possibly  this  year,  Beijing.  In  addition, 
the  family's  publicly  listed  toc, 
which  owns,  manages  and  sells  real 
estate,  has  started  selling  apartments 
in  resort  areas. 

Yoneichi  Otani  is  one  of  those  man- 
agers who  know  that  God  is  in  the 
details.  For  instance,  when  he  dou- 
bled the  size  of  the  flagship  hotel  15 
years  ago,  Otani  managed  to  keep 
costs  down  by  increasing  the  full- 
time  staff  to  only  1,350,  from  1,250. 
He  did  this  by  hiring  part-time  work- 
ers (particularly  housewives  who  had 
free  time)  during  the  day  and  subcon- 
tracting out  the  cleaning  of  rooms  and 
linen. 

These  were  innovations  in  Japan, 
and  they  help  to  explain  how  this 
family  has  made  and  kept  $3.2  bil- 
lion.— Nobuko  Hashimoto 


KICHINOSUKE  SASAKI 

Envying  Hef 

In  the  past,  Sasaki  has  told  Forbes  he 
had  no  interest  in  expanding  into  U.S. 
real  estate.  But  he  appears  to  be  recon- 
sidering. He  has  opened  small  offices 
in  Los  Angeles  and  Hawaii,  staffed  by 
Americans  and  serving  as  brokers  for 
Japanese  moving  to  the  U.S.  For  Sa- 
saki, it  is  a  way  to  learn  this  strange, 
new  market,  with  other  people's  capi- 
tal at  risk.  Aggressive  in  Tokyo,  he  is 
cautious  here:  "Unless  you  can  adapt 
to  the  American  way  completely,  you 
can't  do  business  well,"  he  asserts  in 
an  interview.  "One  can  lose  a  lot  of 
money  in  this  business." 

Back  home,  he  continues  to  buy. 
Tokyo  rents  are  going  up  20%  a  year 
for  the  commercial  buildings — shops, 
restaurants  and  the  like — that  are 
most  of  his  business,  and  Sasaki  has  a 
long  waiting  list. 

Trained  as  a  medical  doctor,  Sasaki 
has  the  typically  Japanese  conviction 
that,  in  the  long  term,  land  prices 
never  go  down.  He  modestly  attri- 
butes his  early  success  to  luck.  But 
then  he  adds,  "You  must  have  imagi- 
nation, maybe  even  romantic  dreams 
that  you  pursue  with  a  concentration 
of  will.  Or  to  put  it  another  way,  con- 
centrate all  your  attention  and  energy 
on  one  theme." 

Sasaki,  now  56,  has  a  romantic 
dream  of  another  sort.  "I  may  get  into 
trouble  for  saying  this,"  he  confides, 
"but  I  would  like  to  have  been  like 
Hugh  Hefner."  The  closest  he  got  was 
a  license  for  the  Playboy  Club  in  Ha- 
waii, but  then  the  whole  Playboy 
Club  chain  closed  down.  And  now  the 
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owner  of  multibillion-dollar  Togen- 
sha  says,  "I  don't  even  have  time  now 
to  date  anybody.  ..."  He  says  that  is 
something  he  misses.  Having  time, 
that  is. — Nobuko  Hashimoto 


GENSHIRO  KAWAMOTO 
Reassured 

The  "Kawamotomobile" — the  Rolls- 
Royce  limo  that  Genshiro  Kawamoto 
has  driven  around  Honolulu  as  he 
snapped  up  some  $170  million  worth 
of  Oahu  houses — rolled  into  some 
trouble.  Honolulu  Mayor  Frank  Fasi 
had  harsh  words  for  Kawamoto  as  he 
proposed  legislation  to  ban  home 
ownership  by  nonresidents.  "Maybe 
179  houses  is  a  lot,"  admits  Kawa- 
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Genshiro  Kawamoto 


Kid.nnosuke  Sasaki 


moto,  who  emblazons  his  Ginza 
buildings  with  his  company's  name  in 
neon,  "but  I  didn't  expect  such  a 
fuss." 

So  last  summer  he  switched  to  Cali- 
fornia's Sacramento  and  Santa  Rosa 
areas.  This  time,  instead  of  knocking 
on  doors  and  wooing  owners  with 
huge  sums  of  cash,  as  in  Hawaii,  he 
says  he  is  buying  tracts  and  building 
single-family  houses  for  rent.  He  re- 
ports five  projects  under  way  aroimd 
Sacramento,  and  plans  for  1,000 
homes.  He  has  also  been  studying 
New  York  for  some  time,  and  says 
he's  plaiming  his  first  trip,  to  look 
around. 

In  Hawaii,  the  Kawamotomobile 
may  soon  be  back  in  action.  There  is  a 
scarcity  of  rental  homes  on  the  is- 
lands, and  Kawamoto,  57,  would  like 
to  fill  the  gap. 

Kawamoto  says  he  met  with  Ha- 
waii governor  John  Waihee  in  January 
and  was  reassured  that  his  yen  were 
welcome  after  all.— Gale  Eisenstodt 


FORBES,  JULY  24,  1989 


197 


HONG  KONG 


LI  KA-SHING 

Long  On  China 

Widely  considered  Hong  Kong's  rich- 
est and  most  powerful  businessman, 
Li  Ka-shing  is  betting  heavily  that 
Hong  Kong  will  prosper  after  1997.  His 
Cheung  Kong  Holdings,  the  biggest 
conglomerate  in  Hong  Kong,  has  over 
30  million  square  feet  of  property  port- 
folio. An  associate  company,  Hong- 
kong International  Terminals,  the 
world's  largest  private  container  ter- 
minal operator,  already  accounts  for 
45%  of  the  harbor's  total  traffic.  In 
association  with  Hong  Kong  compa- 
nies and  a  Chinese  company,  it  is 
building,  for  an  estimated  $1  billion. 
Terminal  7  to  increase  market  share, 
and  has  been  planning  a  bid  on  two 
more  terminals  later  in  1 989.  Li  is  said 
to  be  planning  a  bid  for  a  stake  in  an 
estimated  $5  billion  second  airport. 

Li  also  controls  Hutchison  Tele- 
communications. In  a  joint  venture 
with  a  China-backed  company,  it 
plans  to  launch  Asia's  first  domestic 
satelhte.  That's  to  feed  the  cable  tv 
franchise  in  Hong  Kong  that  another 
Li  company,  Hutchison  Cable  Vision, 
is  bidding  on.  Cable,  too,  is  a  long- 
term,  capital-intensive  venture.  If  Li 
gets  the  bid  (competitors  include  Y.K. 
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Pao's  Hong  Kong  Cable  Communica- 
tions), the  company  reportedly  is 
planning  to  spend  over  $1  billion  to 
wire  Hong  Kong. 

So  large  are  Li's  commitments,  that 
some  wonder  if  he  has  bitten  off  more 
than  he  can  chew.  But  few  doubt  his 
ability  to  make  friends  in  high  places 
in  Beijing.  Li  has  reportedly  been  trav- 
eling "up  and  down"  to  Beijing  to 
build  a  good  base  of  contacts.  While 
he  long  ago  put  large  personal  invest- 
ments in  safe  places  like  British  Co- 
lumbia, the  U.S.  and  Singapore,  Li 
clearly  intends  a  lot  of  his  capital  to 
grow  in  Hong  Kong  well  into  the  next 
century. — Katarzyna  Wandycz 


SIR  THE  KONG  PAO 

Not  Necessarily  Bearish 

A  billionaire  with  major  investments 
in  Hong  Kong,  much  of  Pao's  fortune 
is  tied  up  in  the  world's  largest  pri- 
vately owned  shipping  fleet,  which  he 
can  sail  away  if  the  political  environ- 
ment grows  hostile.  But  while  he  is 
cautious,  he  isn't  necessarily  bearish. 
As  late  as  last  December,  Pao's  World 
International  Group  spent  some  $183 
million  on  an  industrial  development. 
Also,  Wharf  Holdings,  the  Group's 
property  vehicle,  is  developing  com- 
mercial property  and  industrial  ware- 
housing; the  projects  are  to  be  com- 
pleted by  1992. 
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After  Tiananmen,  what? 


Does  the  recent  violence  in  Chi- 
na suggest  a  bleak  future  for 
Hong  Kong;  Not  necessarily.  Hong 
Kong  was  booming  before  the  army 
moved  into  Tiananmen  Square. 
Beijing  needs  Hong  Kong,  and  the 
more  the  colony  booms,  the  more 
China  will  need  it. 

One  of  Deng  Xiaoping's  econom- 
ic achievements  has  been  Guang- 
dong province,  next  door  to  Hong 
Kong.  Guangdong's  economy  grew 
30%  in  1987-88  and  has  continued 
to  grow  this  year.  In  Guangdong 
many  can  afford  color  tvs  and  vid- 
eo recorders.  That  success  owes  a 
lot  to  Hong  Kong.  Over  I  million 
Chinese  workers  m  12,000  Guang- 
dong plants  make  toys,  electronic 
goods  and  textiles  for  Hong  Kong 
firms.  Investment  isn't  limited  to 
manufacturing.  A  six-lane  high- 
way from  Hong  Kong  to  Guang- 
zhou is  under  construction. 

Listen  to  Jack  Lau,  executive  di- 
rector of  Tomei  Industrial  Hold- 
ings Ltd.,  a  maker  of  consumer 
electronics  employing  about 
10,000  workers  in  Guangdong. 
Lau:  "Chinese  partners  provide  us 
with  land  and  buildings,  so  our  in- 
vestments are  limited  to  produc- 
tion equipment,  which  we  normal- 
ly   deduct    from    subcontracting 
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charges,  so,  being  in  light  industry, 
in  two  or  three  years  we  can  get  all 
our  investment  back.  Chinese 
workers  are  skillful,  and  we  pay 
them  about  four  to  five  times  less 
than  we  would  have  to  pay  workers 
in  Hong  Kong,  and  we  don't  bother 
with  sick  leave  pay  or  severance 
pay,  as  the  Chinese  handle  that." 

But  after  Tiananmen,  Tomei  In- 
dustrial plans  to  manufacture  first 
in  Malaysia  and  then  in  other  Pa- 
cific Rim  nations.  Bankers  who 
were  to  finance  the  superhighway 
are  said  to  be  equally  wary. 

The  message  is  clear:  Trample 
on  Hong  Kong,  and  you  trample  on 
Guangdong  and  a  big  piece  of  Chi- 
na's economic  hopes.  Beijing  lead- 
ers understand  that,  and  it's  a  good 
bet  they  factored  it  into  their  deci- 
sions during  the  recent  uprising. 


198 


FORBES,  rULY  24,  1989 


How  a  broad  mix  of  information  businesses 


becomes  a  solid  investment. 


At  Ameritech,  we  concentrate  within  a  focused  area  of  expertise.  Information. 

And  by  doing  what  we  do  best,  we've  become  a  financial  leader. 

Since  Ameritech  stock  began  trading,  it  has  generated  a  total  return  to  shareowners  that  has  outperformed 

the  market  by  two  to  one.  A  compound  annual  growth  rate  of  25  percent. 

During  its  first  five  years,  Ameritech  led  all  other  regional  holding  companies  in  retum-to-equity,  steadily  increasing 

to  15.8  percent  last  year.  Growth  in  earnings  per  share  and  dividends  has  averaged  nearly  8  percent. 

Ameritech's  $10  billion  revenue  stream  comes  from  its  strong  core  of  Bell  communications  companies  and  related 

businesses,  which  include  advanced  cellular  communications,  directory  publishing, 

and  lease  financing  for  business  communications  systems. 

Strong,  consistent  growth,  contributed  by  a  wide  range  of  communications  products  and  services. 

That's  why  Ameritech  continues  its  solid  financial  performance.  For  details, 

write  Director-investor  Relations,  Ameritech,  30  S.  Wacker  Dr.,  R3500,  Chicago,  IL  60606,  or  call:  312/750-5353. 
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Sir  Y.K.  Pao 


Even  so,  some  analysts  whisper 
that  Sir  Y.K.  may  not  have  that  much 
confidence  in  Hong  Kong.  The  group's 
most  recent  acquisitions,  they  point 
out,  include  $135  million  for  a  U.S. 
hotel  chain  (Omni  Hotels,  bought  m 
mid- 1988).  Described  by  some  as  au- 
tocratic, Pao  has  delegated  son-in-law 
Peter  Woo  to  manage  the  World/ 
Wharf  real  estate  group,  and  another 
son-in-law,  Helmut  Sohmen,  to  take 
care  of  the  family's  private  holdings. 
But  Pao,  who  is  rumored  to  be  fighting 
cancer,  still  likes  to  make  most  deci- 
sions himself;  reportedly,  outside 
managers  usually  don't  survive  longer 
than  two  years. 

One  line  of  thought  holds  that  real 
estate  investment  is  not  Pao's  top  pri- 
ority. "The  family  started  in  shipping 
and  to  them  property  development  is 
something  new,"  says  Lam  Sum 
Chee,  of  Merrill  Lynch  in  Hong  Kong. 
"They  don't  have  the  expertise  or  the 
team  for  it."  But  like  most  billion- 
aires, Pao  is  nothing  if  not  flexible.  He 
is,  remember,  bidding  against  Li  Ka- 
shing  on  the  Hong  Kong  cable  tv  fran- 
chise.— Katarzyna  Wandycz 


SWIRE  BROTHERS 
There  to  stay 

Swire  Pacific  is  one  of  the  oldest  busi- 
nesses in  Hong  Kong.  Sir  Adrian  Swire 
and  brother  John,  whose  ancestors 
came  to  the  colony  early  in  the  19th 
century,  own  27%  of  the  company. 
With  other  holdings,  the  Swires  are 
worth  $1  billion.  They're  not  leaving 
Hong  Kong. 

Swire  Pacific  owns  over  half  of  Ca- 
thay Pacific  Airways,  which  has  been 
granted  a  near  monopoly  on  most  of 
the  air  traffic  rights.  Cathay's  net 
margin  of  about  20%  is  about  four 
times  that  of  American  Airlines. 


Swire's  property  development  port- 
folio, upon  completion  in  1993,  will 
be  over  10  million  square  feet.  Com- 
mercial property  values  in  Hong 
Kong,  which  make  up  the  bulk  of 
their  holdings,  went  up  by  84%  from 
April  1988  to  April  1989.  It  is  uncer- 
tain what  impact  the  recent  crisis  in 
Beijing  will  have  on  values  in  Hong 
Kong,  but  it  is  believed  that  commer- 

TophanVlmage  Works 


Sir  Adrian  Swire 


cial  property  will  be  the  least  hit.  Un- 
like developers  who  build  and  sell, 
Swire  Pacific  has  funneled  some  $1 
billion  mto  property  in  the  colony. 
Pacific  Place  Phase  1  and  2,  for  in- 
stance, to  be  completed  and  occupied 
by  1990,  includes  a  605-room  Marri- 
ott hotel,  about  1.5  million  square 
feet  of  offices,  and  some  700,000 
square  feet  of  retail  space.  "Unlike 
other  groups  here,"  says  a  company 
spokesman,  "the  Swire  Group  has  tre- 
mendous confidence  in  the  future  of 
Hong  Kong."— Katarzyna  Wandycz 


KADOORIE  FAMILY 
Fanning  Out 

These  old  Hong  Kong  hands  are  the 
longtime  owners  of  the  territory's 
landmark  Peninsula  Hotel  (now  con- 
trolled through  their  69%  of  the 
Hongkong  and  Shanghai  Hotels,  after 
beating  off  failed  takeover  attempts). 
Recently  they've  spent  freely  in  the 
U.S.  They  paid  $127  million  last  year 
for  New  York's  Maxim's  de  Pans  (the 
old  Gotham  Hotel)  and  renamed  it  the 
Peninsula.  The  Kadoories  will  also 
manage  the  Belvedere  hotel  in  Beverly 
Hills,  expected  to  open  mid- 1990,  and 
have  a  stake  in  a  hotel  in  Manila. 
Elsewhere,  they  recently  lost  out  on  a 
hotel  bid  in  London,  and  are  looking 
at  other  "gateway"  cities,  including 


Lord  Lawrence  Kadoorie 


Tokyo  and  Bangkok. 

The  Kadoories  are  not  afraid  of  Bei- 
jing; they  manage  a  hotel  in  Guang- 
zhou, only  a  couple  of  hours  away  in 
mainland  China,  and  will  open  one  in 
Shanghai  early  next  year.  The  over- 
seas investment  seems  to  relate  to  the 
fact  that  competitors  are  building  in 
Hong  Kong,  and  mostly  in  the  tourist 
end  of  the  market.  A  hotel  glut  is 
widely  feared. 

It  is  in  this  context  that  the  Kadoor- 
ies and  other  cash  rich  Hong  Kong 
hoteliers  are  fanning  out.  For  exam- 
ple, Cheng  Yu-tung,  a  billionaire  last 
year  knocked  off  our  current  list  by 
the  June  5  stock  market  collapse,  runs 
the  New  World  Hotels,  which  in  April 
paid  $356  milhon  for  66%  of  the  U.S.' 
Ramada  Inc. — Katarzyna  Wandycz 


ROBERT  MILLER 

Override  On  Pacific  GrotvOj 

if  Robert  W.  Miller  and  his  partner 
Charles  F.  Feeney  own  40%  each  of 
Duty  Free  Shoppers  Group  Ltd.,  the 
largest  duty  free  retailer  in  the  world 
(Forbes,  Oct.  24,  1988).  With  some  160 
airport  and  downtown  duty  free  stores 
mostly  around  the  Pacific,  the  chain 
grosses  about  $2.5  billion,  and  has 
netted  around  15%  pretax  (according 
to  analyst  Desmond  Byrne).  Both  men 
are  billionaires.  (Feeney  is  a  U.S.  citi- 
zen and  so  appears  in  the  Forbes  Four 
Hundred;  Miller  gave  up  his  U.S.  citi- 
zenship, apparently  to  save  on  taxes.) 
The  secret  of  their  success  is  the 
Japanese  tourist  boom.  Japanese  are 
obligated  by  social  custom  to  bring 
gifts  back  for  friends  and  relatives.  For 
these  presents,  they  spend  lavishly 
(up  to  $1,400  per  tourist),  with  half 
the  money  winding  up  in  duty  free 
shops.  By  1988  Miller  and  Feeney 
were  serving  over  half  the  8  million 
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Hong  Kong  Taller 


Robert  Miller 


Japanese  who  traveled  overseas.  The 
closest  competitor,  Allders  Interna- 
tional, a  former  division  of  England's 
Hanson  Pic,  is  a  fifth  dps'  size. 

Miller  and  Feeney  have  turned 
things  over  to  professional  manage- 
ment. But  they  were  involved  last 
year,  when  concessions  for  the  crucial 
Honolulu  and  San  Francisco  airports 
came  up  for  bids.  When  the  dust  set- 
tled, they  had  won  the  Honolulu  fran- 
chise for  $1.15  billion,  which  could 
erode  profit  margins,  but  lost  San 
Francisco  to  Allders  International. 

Will  increasingly  aggressive  compe- 
tition undermine  them?  Don't  bet  on 
it.  They  allegedly  pay  Japanese  tour 
guides  and  operators  to  guide  their 
flocks  to  the  Duty  Free  Shoppers 
stores.  And  the  partners  have  started 
to  diversify  their  private  business  in- 
terests. Through  his  Search  group  of 
companies.  Miller  is  said  to  have  in- 
vested in,  among  other  things,  a  Hong 
Kong  bank  and  real  estate,  and  a  steel 
mill  in  Chinia. — Katarzyna  Wandycz 


TAIWAN 


KOOFAMILT 

More  Room  For  Action 

■^  The  Koos,  new  to  our  list,  were 
among  the  island's  landed  gentry 
when  the  Japanese  ruled.  The  family 
was  pushed  into  the  industrial  sector 
when  Chiang  Kai-shek's  government 
took  their  land  and  gave  them  shares 
in  Taiwan  Cement  in  1954  under  the 
"land-to-the-tiller"  reform. 

The  Koos  became  industrialists. 
Koo  Chen-fu,  current  chairman,  also 
became  a  founder  of  the  Taiwan  Stock 


Exchange.  Koo  Chen-fu,  73,  and  fam- 
ily diversified  into  a  60-company  con- 
glomerate, with  interests  in  finance, 
cement,  petrochemicals  and  shipping, 
including  Taiwan's  largest  privately 
owned  financial  institution,  China 
Trust  (1988  reported  net  profit,  $70 
million).  The  Koos  introduced  the 
credit  card  in  Taiwan  and  participated 
in  creating  the  first  investment  bank. 
The  Koos  are  widely  respected  on 
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L.S.  Koo,  chairman  of  China  Trust 
and  of  the  family's  New  York-based 
China  Trust  Bank,  is  an  adviser  to 
Taiwan's  premier.  They  are  well  posi- 
tioned to  make  use  of  new  banking 
law  in  the  works  (see  box,  below).  They 
are  among  over  20  groups  that  have 
applied  for  licenses  to  form  commer- 
cial banks. 

New  laws  and  regulations  are  ex- 
pected to  take  some  business  from 
Taiwan's  underground  investment 
shops.  But  it's  probable  the  first  steps 
by  new  banks  will  be  modest,  result- 
ing in  conservative  new  investment 
products.  The  more  imaginative 
ploys — like  short-selling  or  option 
trading — will  probably  continue  un- 
derground.— Kataizyna  Wandycz 


Jeffrey  L.S.  Koo 


Taiwan — Koo  Chen-fu  is  a  member  of 
the  central  standing  committee  of 
Kuomintang  and  adviser  to  Taiwan's 
president,  while  his  nephew,  Jeffrey 


TSAI  WAN  LIN  AND  FAHILT 

You  Bet  Your  Life 

Is  a  Chinese  life  insurance  company 
worth  $20  billion — about  250  times 
earnings?  That's  the  value  the  obvi- 
ously crazy  Taipei  market  puts  on  the 
Tsais'  Cathay  Life  Insurance  (assets 
under  management,  $5.4  billion). 

But  forget  mad  speculators  a  mo- 
ment. Cathay  has  a  golden  opportuni- 
ty. Per  capita  income  in  Taiwan  ex- 
ceeded $6,000  in  1988  (compared  with 
$16,500  in  the  U.S.).  That  means 
more  people  with  enough  discretion- 
ary income  to  start  buying  life  insur- 


Taiwan's  banking  reform 


Despite  the  great  waves  of  mon- 
ey washing  into  (and,  more  re- 
cently, out  of)  Taiwan,  no  license 
to  open  a  new  bank  has  been  issued 
for  about  two  decades.  Part  of  the 
reason  has  been  the  ruling  Kuo- 
mintang's  long-standing  desire  to 
control  credit  and  prices:  The 
memory  of  the  great  inflation  dur- 
ing the  civil  war  against  Mao's 
communists  is  still  vivid  in  the 
minds  of  many  old  Kuomintang 
stalwarts. 

A  price  has  been  paid.  Taiwan's 
aboveground  financial  sector  lags 
at  least  20  years  behind  the  coun- 
try's economy.  Taiwan's  legal 
banks,  for  example,  very  rarely 
lend  on  balance  sheets,  usually  de- 
manding real  estate  collateral. 
This  makes  the  banks  useless  to 
those  entrepreneurs  who  are  look- 
ing for  venture  capital.  Taiwan's 
protected  banks,  some  like  to  say, 
are  run  "like  the  post  office,"  i.e., 
inefficiently. 


Inefficiency,  of  course,  creates 
opportunity,  and  a  flourishing 
clandestine  network  of  under- 
ground investing  institutions  has 
developed.  These  range  from  so- 
phisticated money  managers  run 
by  people  with  M.B.A.s  from  the 
U.S.  to  dicey  stockbrokers  to  out- 
and-out  frauds.  But  through  them 
Taiwanese  can  buy  blue  chip 
American  stocks,  Hong  Kong  fu- 
tures, almost  anything  they  want. 
The  investors  can  also  borrow,  at 
usurious  rates. 

This  is  about  to  change.  A  new 
banking  law — to  be  passed  later 
this  year — will  allow  aboveground 
banks  and  trust  companies  to  be 
created,  and  legalize  some  kinds  of 
investments.  Reform  will  help 
most  of  the  established  financial 
institutions.  The  recognition  is 
spreading  that  Taiwan  is  destined 
to  get  a  financial  system  commen- 
surate with  its  impressive  manu- 
facturing economy. 
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Tsai  Wan-lin 


ance.  Traditionally,  the  Chinese 
would  save  a  third  of  annual  earnings 
and  rely  on  their  extended  families  in 
disaster.  But  with  western  ways  and 
lifestyles  catching  on,  Taiwan's  life 
insurance  business  is  growing  about 
25%  a  year,  with  no  end  in  sight.  All 
good  news  for  Tsai  Wan-lin,  chairman 
of  Lin  Yuan  Group,  which  includes 
70%  of  Cathay  Life.  Cathay  has  about 
50%  of  the  market. 

Good  for  others,  too.  The  govern- 
ment currently  allows  two  foreign  life 
companies  a  year  into  Taiwan.  Metro- 
politan Life  and  Aetna,  among  other 
insurers,  are  already  there.  John  En- 
gle,  a  senior  analyst  at  Ting  Kong  Se- 
curities in  Taipei,  says  of  this  compe- 
tition: "There  is  more  than  enough  to 
go  around." 

The  Tsais'  company's  $20  billion 
may  be  only  on  paper,  no  more  solid 
than  the  dicey  Taipei  stock  market, 
but  the  family's  prospects  in  the  in- 
surance business  as  such  are  rock  sol- 
id.— Katarzyna  Wandycz 


CHANG  TUNG  FA 

Fly  The  Evergreen  Skies 

Flying  out  oi  Taiwan  these  days  is  like 
flying  home  for  Thanksgiving  in  the 
U.S.  Usually,  you  have  to  get  your 
ticket  at  least  two  to  three  weeks  be- 
fore the  flight.  Chang  Yung-fa,  chair- 
man of  Taiwan's  Evergreen  Group — 
owner  and  operator  of  the  world's 
largest  container  shipping  line — has 
noticed.  In  March  he  finally  got  per- 
mission to  operate  the  first  private 
international  airline  in  Taiwan, 
alongside  the  state-controlled  China 
Airlines  monopoly.  Evergreen  plans 
to  start  flying  in  early  1992  and  ex- 
pand to  the  U.S.  and  Europe  in  the 
mid-1990s. 

Evergreen,  as  usual,  is  thinking  big. 
The  initial  investment,  estimated  at 
$100  million,  may  easily  be  tripled. 
Evergreen  has  already  ordered  four 
Boeing  747-400S,  with  options  on  four 


more,  and  is  discussing  joint  ventures 
with  potential  foreign  partners,  in- 
cluding possible  air  freight  opera- 
tions. The  company  plans  to  set  up  a 
special  training  center  for  pilots  and 
cabin  crew  in  Taiwan.  Evergreen  is 
following  up  the  planes  with  hotels — 
one  planned  in  Hong  Kong,  others  in 
Los  Angeles  and  Malaysia. 

Thus  Taiwan  follows  the  Japanese 
and,  more  recently,  Korean  trend  of 
global  diversification.  "Whenever  Ev- 
ergreen does  anything  . .  .  they  keep 
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throwing  money  at  it  until  they  be- 
come the  biggest,"  observes  John  Nel- 
son, manager  of  research  at  Jardine 
Fleming  in  Taipei. 

Chang  will  have  quite  a  potential 
market  just  in  Taiwan — almost  7  mil- 
lion passengers  in  1988.  Travel  to 
mainland  China,  mainly  via  Hong 
Kong,  first  allowed  just  over  a  year 
ago,  ran  near  half  a  million  a  year 
before  June's  turmoil  in  China. 

But  It  IS  the  shipping  business  that 
has  made  the  Chang  family  billion- 
aires. They  innovated  reliable, 
round-the-world  service  routes,  link- 
ing major  container  shipping  routes 
across  the  continents.  Their  70% 
stake  in  Evergreen  Marine  Corp.,  and 
other  holdings,  are  worth  at  least 
$2.2  billion — Katarzyna  Wandycz 


HSU  FAMILY 
No  Self-Pity 

The  problems  now  besetting 
Taiwan's  textile  industry  sound  fa- 
miliar— foreign  competition,  high  la- 
bor costs,  aging  equipment,  narrow- 
ing margins.  But  the  industry-leading 
Hsu  family  is  not  looking  to  bureau- 
crats in  Taipei  to  protect  them.  They 
are,  instead,  looking  only  to  them- 


Douglas  Hsu 


selves.  It's  what  you'd  expect  from  a 
family  that  moved  its  small  knitting 
factory  from  Shanghai  to  Taiwan  in 
1949  and  built  a  textile-based  con- 
glomerate. Far  Eastern  Group,  with 
total  1988  sales  of  $2  biUion.  The  Hsu 
family's  interest  is  worth  more  than 
SI  billion.  Says  Douglas  Hsu,  presi- 
dent of  Far  Eastern  Textile,  summing 
up  his  labor  problems  without  a  trace 
of  self-pity:  "People  are  wealthier,  and 
they  demand  more." 

Operating  profits  at  Far  Eastern 
Textile  fell  some  50%  in  1988  on 
sales  of  $765  million,  but  Hsu  re- 
mains bullish.  He's  not  in  bad  shape 
at  home.  Some  60%  of  his  equipment 
IS  under  ten  years  old,  and  the  compa- 
ny is  investing  20%  of  sales  in  mod- 
ernization. And  the  Hsus  are  already 
well  diversified — a  securities  house, 
retailing  and  cement  production,  a 
shipping  company  and  much  more. 
But  he  temporarily  closed  a  plant  due 
to  union  unrest  and  now  has  garment 
factories  in  the  Philippines  and  Singa- 
pore, where  labor  is  tamer  and  lower- 
cost.  Hsu  is  going  upscale  to  more 
sophisticated  but  harder-to-make 
products  that  promise  higher  mar- 
gins— and  turning  to  Taiwanese 
workers  for  the  skills  required. 

Analysts  also  credit  smart  financial 
engineering  under  U.S. -educated 
Douglas— son  of  Y.Z.  Hsu,  founder  of 
the  group  and  chairman  of  Far  Eastern 
Textile — and  his  team  of  young,  also 
U.S. -educated  managers.  "If  our  com- 
petitors do  not  move  in  the  same 
way, "  Hsu  says,  smiling,  "they  will  be 
left  behind." — Katarzyna  Wandycz 


T.C.  WANG 

Go  East,  Young  Company 

The  petrochemical  conglomerate 
Wang  founded  in  1954,  Formosa  Plas- 
tics Group  (1988  sales,  $5.8  billion), 
has  invested  serious  money  in  the 
U.S.,  not  to  sidestep  protectionism 
here,  but  to  escape  problems  at  home. 
Petrochemicals  in  Taiwan  will  barely 
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Rx  for  Facility  of  Tomorrow: 
Use  only  objective  expertise. 

Contrary  to  conventional  apprehension,  your  Facility  of  Tomorrow 
may  not  require  massive  expenditures  for  computer  hardware, 
software  and  production  equipment. 

In  many  cases,  greater  efificiency,  increased  productivity  and 
higher  profitability  can  be  achieved  by  modernizing,  expanding 
or  reconfiguring  existing  facilities,  systems  and  operations. 

In  some  instances,  of  course,  that  may  not  be  possible.  But 
only  a  comprehensive,  objective,  expert  analysis  can  determine 
the  comparative  bottom-line  advantages  of  the  alternatives. 

Austin's  special  capabilities  for  the  Facility  of  Tomorrow 
include  the  analysis  of  such  areas  as  logistics  and  manufacturing 
operations,  materials  handling  and  materials  management. 

Coupled  with  Austin's  comprehensive  design,  engineering 
and  construction  services,  this  expertise  affords  you  the  impartial 
resources  to  create  your  Facility  of  Tomorrow. 

The  Austin  Company,  3650  Mayfield  Road,  Cleveland,  Ohio 
44121.  Telephone:  (216)  382-6600.  Facsimile:  (216)  291-6684. 
Offices  in  principal  cities. 


THE  AUSTIN 
COMPANY 


CONSULTANTS 
DESIGNERS 
ENGINEERS 
CONSTRUCTORS 


TOSHi 


•'■.^ 


\  V 


PEflK 


******** 


Image 


v.r". 


'U^ 


^siam3 


THE 

PICTURE  OF 

HEAUH 


The  more  a  physician  can  see  inside  a  patient,  the  more  information 
he  can  gather.  The  more  insightful  his  diagnosis  can  be.  And,  of  course,  the  more 
hope  there  is  for  the  patient. 

Toshiba's  cardiovascular  angiographic  systems  offer  doctors  new  ways  to  take 
pictures  of  what's  inside  the  human  heart  faster,  easier  and  with  more  accuracy 
than  ever  before. 

Now  doctors  can  see  multiple  images  simultaneously.  Images  can  be 
enlarged.  And  computer- enhanced  color  can  be  added  to  increase  information 
and  diagnostic  capability. 

l      Throughout  all  our  medical-related  technologies ,  from  X-rays  and  computer 
tomography  scanners  to  magnetic  resonance  imaging  and  imaging  processing, 
Toshiba's  vision  has  always  been  clear:  to  build  the  most  sophisticated  diagnostic 
equipment  in  the  industry. 

Not  just  for  the  health  of  our  business,  but,  more  importantly,  for  the 
health  of  the  people  who  need  it. 


In  Touch  with  Tomorrow 

TOSHIBA 

For  more  information,  write  Toshiba  America  Medical  Systems,  Inc.,  2441  Michelle  Drive,  Tustm.CA  92680  or  call.  1-800421-1968 
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Robin  Mover/Gamma-Liaison 


Y.C  Wang 


grow  in  the  next  two  years. 

The  key  issue  is  a  chronic  shortage 
of  ethylene,  a  basic  building  block  for 
plastics,  in  part  because  of  a  lack  of 
storage  capacity  for  the  combustible 
gas,  in  part  because  of  Taiwan's  pow- 
erful environmentalist  movement. 
Formosa  Plastics,  for  instance,  has 
run  afoul  of  them  despite  a  heavy  in- 
vestment in  pollution  control. 

Also,  some  Taiwanese  downstream 
processors — for  example,  shoe  manu- 
facturers— are  moving  some  of  their 
production  to  other  Southeast  Asian 
countries.  "If  downstream  industries 
go  away,  it's  going  to  influence  the 
whole  vertically  integrated  petro- 
chemicals sector,"  worries  Winston 
Wang,  general  manager  at  Nan  Ya 
Plastics — a  pvc  processor  in  the  verti- 
cally integrated  group — and  son  of  the 
73-year-old  chairman.  "It's  already  af- 
fecting demand  for  petrochemical  de- 
rivatives," he  says. 

And  the  U.S.?  It  has  the  technology 
and,  Winston  says,  "good  law  and  or- 
der." Formosa  has  14  plants  in  the 
U.S.  (1988  sales,  $650  million)  pro- 
ducing plastic  rcsm  pipes  and  other 
products.  In  Louisiana,  Formosa  has 
invested  $170  million  to  add  new 
plants  to  existing  facilities.  Prepara- 
tions have  begun  for  a  $1.7  billion 
petrochemical  complex  in  Texas.  It 
could  be  running  by  1991,  pending 
EPA  approval.  This  complex  will  ex- 
port 70%  of  production  to  the  world 
market,  but,  Wang  adds,  "A  lot  of 
products  we  now  export  to  the  U.S. 
can  be  manufactured  in  the  U.S.  This 
will  contribute  to  the  trade  balance 
between  Taiwan  and  the  U.S." 

In  adversity  there  is  often  opportu- 
nity.— Katarzyna  Wandycz 


KOREA 


CHUNG  JU  TUNG  AND  FAIDLT 

Eclipsed  By  The  Moon 

Hyundai's  honorary  chairman  and 
founder,  at  73,  thought  he'd  quicken 
the  pace  of  detente  between  the  Ko- 
reas by  crossing  the  38th  parallel  in 
January  and  making  a  deal.  During  his 
visit  (helped  by  Japan's  Hisakichi  Ya- 
maguchi,  which  see),  the  first  by  a 
South  Korean  businessman,  he  agreed 
to  develop  a  mountain  resort  and  a 
port  facility.  The  South  Korean  gov- 
ernment had  reservations  about  the 
visit,  but  Chung  reckoned  his  legend- 
ary business  credentials — he  built 
Hyundai  into  Korea's  second-largest 
(combined  sales)  company  in  42 
years — could  handle  any  government 
flak.  But  in  April  a  second  unautho- 
rized visit  to  the  North,  by  the  dissi- 
dent Reverend  Moon  Ik-Hwan  (no  re- 
lation to  the  Moonie,  Sung  Myung), 
enraged  South  Korea's  government. 
Chung's  plans  are  on  hold.  Mean- 
while, he  visited  the  Soviet  Union, 
but  so  far  few  ship  repair  contracts 
have  materialized.  An  agreement  to 
develop  natural  resources  in  Siberia 
remains  unfulfilled. 

Hyundai  was  first  a  construction 
company  but  soon  became  a  huge 
conglomerate,  a  chaebol,  with  dozens 
of  businesses,  most  notably  ship- 
building and  autos.  Now,  in  Quebec 
Hyundai  produces  its  own  Sonata  cars 
and,  soon.  Eagle  cars  for  Chrysler.  The 
turbulent  labor  unrest  at  Hyundai 
that  made  headlines  last  year  appears 
to  have  subsided  for  the  time  being. 


The  company  says  a  settlement  has 
been  reached  with  new  labor  union 
leader  Sung  Mytmg-chu. 

Although  Chimg  stepped  down  as 
active  chairman  in  favor  of  younger 
"brother  Chung  Se-yvmg,  60,  he  still 
plays  a  prominent  role,  as  his  detente 
initiatives  show.  Two  brothers  and 
seven  sons,  five  of  whom  head  Hyun- 
dai divisions,  work  for  the  company, 
and  son  Chung  Mong  Ku,  50,  is  re- 
portedly being  groomed  for  the  top 
position. — Philip  Glouchevitch 


LEEFAMILT 
Firing  The  Boss 

Lee  Kun-hee,  47,  third  son  and  succes- 
sor to  Samsung's  late  founder,  Lee 
Byung-chull,  doesn't  have  the  luxury 
of  anonymity.  Strikers  at  the  Sam- 
sung shipyard  burned  him  in  effigy 
last  December  (a  settlement  has  since 
been  reached).  Samsung  long  avoided 
labor  strife  by  paying  its  nonunion- 
ized  workers  better  wages  than  other 


H  Bdw2rd  Kim 


Lee  Kioi-hee 


Ojung  Se-yung 


chaebol,  but  now  Korean  labor  in  gen- 
eral has  become  more  militant. 

Lee  has  been  trying  to  make  Sam- 
sung Group  (sales,  $28  billion)  more 
competitive  as  yesterday's  cheap  la- 
bor and  currency  become  history. 
Samsung  now  mass-produces  1 -mega- 
bit DRAM  chips,  and  will  add  the  4- 
megabit  variety  this  year.  Lee  will 
also  have  the  benefit  of  receiving  per- 
sonal business  advice  on  conditions 
in  the  U.S.  from  George  Bush's  youn- 
ger brother  William. 

Samsung  was  foimded  in  1938  to 
export  fruit  and  dried  fish  to  Manchu- 
ria. Founder  B.C.  Lee  learned  a  lot 
trom  Japanese  industrialists,  and 
Samsung  is  really  a  Korean  version  of 
the  prewar  Japanese  zaihaL^u.  The  Lee 
family's  ownership  of  the  Samsung 
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sung  group  makes  them  worth  at  least 
$1  billion. 

The  new  chairman  was  chosen  as 
the  ablest  sibling.  His  eldest  brother 
was  "reportedly  on  an  overseas  trip 
lately,"  says  a  company  spokesman. 
Second  brother  Chang-hee,  a  major 
stockholder  in  one  subsidiary,  runs 
his  own  video-  and  audiotape  produc- 
ing company,  Saehan  Media.  But  the 
sibling  who  attracted  the  most  atten- 
tion was  sister  Sook-hee,  for  her  mar- 
riage to  a  younger  brother  of  Lucky 
Goldstar  Chairman  Koo  Cha-kyung 
some  years  ago.  A  merger  made  in 
heaven. — Philip  Glouchevitch 


KOOFAMILr 

Family  Affair 

■if  The  chairman  of  Korea's  Lucky 
Goldstar  Group,  Koo  Cha-kytmg,  65, 
wanted  to  become  a  imiversity  profes- 
sor, but  as  the  eldest  son  his  duty  was 
to  assume  the  chairmanship  when  his 
father,  foimder  Koo  In-hoe,  died  in 
1969.  The  younger  Koo  was  inexperi- 
enced, but  a  quick  study:  Today 
Lucky  Goldstar  has  combined  sales  of 
$23  billion,  primarily  in  chemicals, 
oil  refining,  and  electronics.  Worth 
over  $1  billion,  the  Koo  family  rises  to 
billionaire  status  this  year. 

The  Lucky  Chemical  company  was 
founded  in  1947  to  make  a  cosmetic 
cream,  later  adding  toothpaste  and 
soaps.  Koo  was  backed  by  a  Korean 
old-money  family  named  Huh,  which 
still  has  members  in  key  positions  in 
the  company  and  owns  some  of  the 
stock  as  well. 

In  1958  the  Koos  founded  the  Gold- 
star electronics  company  (the  elder 
Koo  liked  the  Chinese  character  for 
"gold  star")  and  produced  the  first  Ko- 
rean radios.  Today  Goldstar  produces 
televisions,    compact    disc    players. 


Koo  Cha-kyung 


WE'RE 
RESPONSIVL 


Decisions.  Decisions.  Decisions. 

In  the  international  arena,  they  can  take  forever. 

So  while  you're  sitting  on  the  sidelines  twiddling  your  thumbs, 
your  competition  is  out  there.  Wheeling  and  dealing. 

But  with  Tokai  Bank  on  your  side,  this  problem  simply 
does  not  exist. 

We're  one  of  Japan's  largest  banks.  With  offices,  affiliates  and 
subsidiaries  in  23  countries.  But  for  you,  the  important  point  is 
that  each  of  our  regional  headquarters  has  great  autonomy  and 
local  knowledge. 

So  we  can  anticipate  your  every  need.  And  respond.  Just  like 
that.  After  all,  your  goals  are  our  goals. 

Get  to  know  us  better.  We'll  help  you  clear  the  hurdles  in  your 
path.  And  give  you  what  you  look  for  in  an  international  bank. 

All  the  right  answers.  Right  away. 


TOKAI  BANK 


Meeting  your  objectives  around  the  world. 


INTERNATIONAL  BANKING  CROUP:  6-T  Otemachi  2-chome,  Chiyoda-ku,  Tokyo.  Japan  Telex:  J29234  TOKAITOK 
Tel:  03-242-21 11   Fax:  03-245-1487/9  REGIONAL  HEADQUARTERS,  AMERICAS:  Two  World  Trude  Center,  Suite  3328 
New  York,  NY  10048,  US  A    Telex:  422857  TOKAI  Tel   212-432-2600  Fax:  212-524-0224  REGIONAL 
HEADQUARTERS,  EUROPE:  99  Bishopsgate,  London  EC2M  3TA,  UK    Telex  887375/6 TOKAIL G  Tel:  01-283-8500 
Fax:  01-626-0020  REGIONAL  HEADQUARTERS,  ASIA  &  OCEANIA:  61,  OtemachI  2-chome,  Chiyoda-ku,  Tokyo,  Japan 
Telex:  J29234  TOKAITOK  Tel:  03-242-21 11   Fax:  03-245-1487/9 
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semiconductors  (in  a  joint  venture 
with  at&t),  and  telecommunications 
equipment. 

Of  all  the  large  Korean  chaebol, 
Lucky  Goldstar  historically  has  been 
the  least  dependent  on  foreign  sales, 
with  only  about  one-third  of  its  out- 
put being  exports.  But  that  ratio  is 
changing. 

One  thing  that  doesn't  change  is 
keeping  Lucky  Goldstar  a  Koo  family 
affair  despite  government  pressure  on 
the  chaebol  to  go  public.  Several  of 
Chairman  Koo's  uncles  work  for  the 
group,  as  do  four  of  Koo's  brothers.  (A 
fifth  brother  died  and  a  sixth  has  his 
own  company.)  Of  the  chairman's 
own  six  children,  two  daughters  are 
married,  and  two  of  four  sons  work  for 
the  company.  The  eldest,  Koo  Bon 
Moo,  44,  is  the  group's  vice  chairman 
and  likely  successor.  Koo  himself 
avoids  the  limelight,  retreating  often 
to  his  farm  near  Chonan  where  he 
raises  prize  hogs. — Philip  Giouchevitch 


Shin  Kyuk-lx) 


while  working  as  a  delivery  boy.  He 
founded  Lotte  (the  name  comes  from 
Goethe's  heroine  Charlotte  in  The  Sor- 
rows of  Young  Werther]  in  1 948,  thus 
overcoming  his  own  youthful  roman- 
tic streak:  "I  despised  those  who  made 
money,"  he  told  Forbes.  Shin  began 
to  make  chewing  gum  after  noticing 
American  G.Ls  handing  it  out  and 
making  it  popular.  He  later  moved 
into  chocolate.  Much  of  Shin's  profits 
went  into  real  estate. 

Shin  returned  to  Korea  in  1967  to 
set  up  another  confectionary  compa- 
ny, and  later  opened  his  wildly  suc- 
cessful Lotte  department  stores.  And 
Lotte  World?  Shin  already  has  plans  to 
open  a  second  in  Pusan,  Korea's  sec- 
ond-largest city. — Philip  Giouchevitch 


-1 


SHIN  KTUK  HO.  A.K.A. 
TAKEO  SHIGEMITSU 
Lotte  Luck 

Shin's  Korean  •  baseball  team,  the 
Lotte  Giants,  is  in  last  place,  and  his 
Lotte  World — a  $1  billion  amusement 
park,  shopping  center  and  hotel  com- 


plex— is  not  quite  completed.  The  ho- 
tels, department  stores,  restaurants 
and  shops  at  the  36-acre  site  near  the 
Olympic  stadium  in  Seoul's  suburbs 
are  ready,  but  the  theme  park  that  is 
supposed  to  bring  the  total  draw  up  to 
200,000  visitors  a  day  is  behind  sched- 
ule. It  should  open  soon. 

No  problem.  Shin  controls  an  even 
larger  fortune  in  Japan,  with  a  confec- 
tionary company  and  real  estate 
worth  close  to  S8  billion. 

Shin,  66,  grew  up  in  Korea  but 
moved  to  Tokyo  in  1943  and  studied 


SINGAPORE 


LEEFAMILT 

Back  To  The  Fore? 

"The  old  lady's  lifting  her  skirts,"  a 
Singapore-based  analyst  told  Forbes 
with  a  wink.  Meaning:  The  venerable 
Oversea-Chinese  Banking  Corp.,  con- 
trolled by  the  family  of  Lee  Seng  Wee, 
wants  to  regain  its  onetime  leadership 
of  Singapore's  Big  Four  banks.  It  is 


'ijEGIONAL    FLIGHT 


ATR42-ATR72 

The  cooperation  betu'een  AEROSPATIALE 
and  AERJTALIA  has  resulted  in  new  air- 
craft ATR  42  and  ATR  72,  first  editions  of 
theATR  family.  These  new  generation  turbo- 
prop jets  benefit  from  recently  devel- 

THE 


oped  State-of-the-art  technology.  Thi: 
family  of  aircraft  was  designed  so  tha 
their  seating  capacirv'  can  be  extendec 
from  46  to  70  seats  in  answer  to  airline 
passenger  traffic  fluctuations. 
GEOGRAPHIC  PRESENCE:  Keeping 
ahead  of  airline  needs  on  5  continents 
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Lee  Seng  Wee 


now  third,  but  the  bank  is  rich.  As 
ocBC's  stock  continues  to  recover 
from  the  1987  crash,  the  value  of  the 
family's  estimated  30%  has  climbed 
to  $850  million. 

But  if  the  Lees  are  to  regain  their 
former  preeminence,  they  must  re- 
veal and  exploit  the  bank's  hidden 
assets.  For  instance,  one  subsidiary  is 
OCBC  Property  Services.  Established 
in  1987,  it  manages  lucrative  Group 
properties  in  Singapore  and  Malaysia. 
Just  three,  including  Singapore's  I.M. 


Pei-designed  ocbc  Centre,  have  a 
market  value  exceeding  $360  million; 
the  1987  annual  report  lists  total  fixed 
assets  at  a  mere  $143  million. 

Why  reveal  this  teaser  now?  ocbc 
Property  is  expected  to  be  spun  off  and 
listed  soon,  and  the  news  might  boost 
shares  of  the  bank,  which  will  keep 
control. 

The  Lees  also  own  rubber,  palm  and 
pineapple  plantations.  Lee  Rubber  is 
known  as  Malaysia's  top  rubber  and 
latex  exporter.  Estimates  on  the  ex- 
tent of  the  family's  land  holdings 
vary,  ranging  upward  from  20,000 
acres. — Katherine  Weisman 


Stfajghts  Times 


KWEK  (AND  QUEK)  FAMILY 
Boom  Times 

Singapore  is  booming.  Real  gdp,  up 
1 1  %  last  year,  should  grow  by  a  lower 
but  still  impressive  6%  to  7%  this 
year.  Top  office  space  is  expensive 
even  by  Manhattan  standards;  occu- 
pancy rates  are  around  95%. 

Kwek  Hong  Png,  77,  is  one  of  the 
four  founding  Kwek  brothers  who 
came  from  China's  Fujian  Province  in 
1928.  He  heads  the  family's  Singapore 
branch  and  is  capitalizing  on  the 
boom  there  very  logically.  The  Kweks 
operate  as  Hong  Leong  Group.  The 
company, owns  52%  of  City  Develop- 


Kwek  Hong  Png 


ments  Ltd.,  which  is  forging  ahead 
with  Singapore's  Republic  Plaza;  at  an 
expected  63  stories,  it  will  be  one  of 
the  tallest  office  buildings  in  Singa- 
pore. (Like  many  Kwek  projects,  the 
building  is  a  joint  venture,  financed 
by  Japan's  C.  Itoh.) 

Meanwhile,  in  Malaysia  another 
brother,  Quek  Leng  Chan  (the  "Q" 
was  a  misspelling  that  stuck),  45, 
launched  an  unfriendly  takeover  bid 
in  April  through  his  Hume  Industries 
for  Multi  Purpose  Holdings  Berhad, 
one  of  Malaysia's  largest  conglomer- 
ates. Multi  Purpose  Holdings  controls 
a  big  bank,  the  Malaysian  French 
Bank;  this  bank  was  probably  the  ob- 
ject of  Quek's  desires.  Late  last  month 
he  dropped  the  bid.  But  the  Kweks  and 
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^CHNICAL  PRESENCE:  a  maintenance 

letwork  ensures  a  round-the-clock  availa- 

)ility  (Toulouse,  Washington  D.C.,  Singa- 

)ore). 

:ECHN0L0GICAL   presence:    concept 

)f  a  new  generation  of  aircraft. 

^NANCIAL  PRESENCE :  financial  advisor. 


BUSINESS  PRESENCE:  4  marketing  cen- 
ters throughout  the  world. 
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Queks  believe  in  the  strength  of  the 
local  Singapore  and  Malaysian  econo- 
mies and  they  will  be  heard  from 
again. — Katherine  Weisman 


INDONESIA 


LIEM  SIOE  LIONG 

Suharto's  Cukong 

The  world  is  changing  for  Liem,  and 
not  for  the  better.  Liem  is  overseas 
Chinese  and  as  such  is  widely  resent- 
ed by  Indonesians. 

That  things  have  gone  well  for  the 
Liem  family  owes  much  to  the  fact 
that  Liem  is  President  Suharto's  cu- 
kong, or  wealthy  Chinese  financier. 
Thus  the  Liem  family  runs  one  of 
Indonesia's  biggest  business  empires, 


Liem  Sioe  liong 


based  on  cloves  (a  major  product  in 
Indonesia),  flour  milling  and  han- 
dling, cement,  steel  and  private  bank- 
ing. The  Liems  also  control  First  Pa- 
cific Co.  (1988  sales,  $1.1  bilhon).  It  is 
listed  in  Hong  Kong  and  incorporated 
in  Bermuda.  It  does  most  of  its  mar- 
keting, distribution,  financial  and  in- 
vestment services  and  telecommuni- 
cations business  in  the  Far  East,  and  is 
widely  assumed  to  be  a  conduit  for 
flight  capital. 

Many  Indonesians — though  accus- 
tomed to  gross  political  corruption — 
think  the  Liems  get  too  many  breaks 
from  the  government.  A  recent  gov- 
ernment bailout  of  a  steel  mill  in 
which  the  Liems  have  a  major  stake, 
for  instance,  caused  protests  from 
other  politicians  and  businessmen. 
And,  unfortunately  for  Liem,  Suharto, 
at  68,  isn't  getting  any  younger. 

Liem,  73,  seems  to  be  working  on 
the  family's  image  by  bringing  more 
Chinese  and  Indonesians  into  new 
management  and  ownership  posi- 
tions. "It's  a  deliberate  policy  to  safe- 
guard his  holdings,  anticipating  the 


times  when  Suharto  will  no  longer  be 
there  to  protect  him,"  concludes  John 
A.  MacDougall,  editor  of  Indonesia 
Publications.  The  Liems'  wealth  is  es- 
timated at  over  $2  billion;  there  is  a 
lot  to  protect. — Kataizyna  Wandycz 


BIRLA  FAHILT 

Divided,  But  Prospering 

India  has  millions  of  smart  and  suc- 
cessful businessmen,  but  few  who 
have  had  the  talent,  time  and  political 
connections  to  create  vast  industrial 
empires.  This  has  not  been  the  prob- 
lem of  the  Birla  family.  The  legendary 
Shiv  Narain  Birla  started  the  business 
in  the  1800s;  early  profits  came  from 
opium  and  silver.  The  company  went 
into  industry  under  G.  D.  Birla,  a  ma- 
jor player  in  India's  attaining  freedom 
from  the  British.  Today  the  Birlas  con- 
trol almost  200  companies,  from  au- 
tos  to  yam.  Aggregate  sales:  over  S3 
billion.  The  Birlas  own,  through  a  web 
of  cross-holdings,  from  26%  to  over 
40%  of  most  companies. 

After  nearly  three  years  of  discreet 
negotiations   among  feuding  family 


Finjnn^  Timt's 


.Aciitid  Birla 


members,  the  empire  was  carved  into 
six  parts.  Nearly  half  went  to  Basant 
Kumar  Birla,  68,  and  his  son  Aditya, 
46.  The  rest  was  divided  between  Ba- 
sant Kumar's  brother,  Krishna  Kumar 
Birla,  two  cousins  and  two  nephews. 
Aided  by  the  buoyant  economic  cli- 
mate, in  the  last  year  all  six  groups 
have  announced  diversification  and 
modernization  plans.  Some  observers 
guess  capital  investment  will  total 
some  $3  billion  in  the  next  two  years. 


The  Birlas  keep  in  shape  by  following 
G.D.  Birla's  regimen:  Eat  lightly,  get 
to  sleep  early  and  exercise  at  least  one 
hour  every  day. — Gita  Piiamal 


AUSTRALIA 


KERRY  PACKER 

A  Minority  Of  One 

For  a  country  with  a  population 
(around  16  million)  the  size  of 
Czechoslovakia's,  Australia  has  a 
large  number  of  very  wealthy  busi- 
nessmen. But  it  has  only  one  certifi- 
able billionaire:  Kerry  Packer,  chair- 
man of  Consolidated  Press  Holdings. 
His  father  started  the  company,  but 
Packer,  51,  has  made  it  into  a  colos- 
sus.  He  remains  active  in  acquisi- 


Ennco  Ferorelli 


Kerr\'  Packer 


tions.  Last  year  he  bought  the  maga- 
zine group  of  Australia's  John  Fairfax 
Ltd.,  giving  him  almost  70%  of  the 
Australian  magazine  market.  He  also 
bought  Monsanto's  Australian  com- 
modity petrochemical  operations  for 
$IOO-million-plus.  By  March  Packer 
had  bought  and  sold  a  4%  stake  in 
London's  Courtaulds,  for  a  loss  of 
about  $4  million.  Through  joint  ven- 
tures Packer  is  putting  up  major  office 
buildings  in  Melbourne  and  Perth. 

In  April  Packer  acquired  20%  of 
Australian  National  Industries,  a 
leading  conglomerate,  and  then  paid 
$270  million  for  47%  of  the  shares. 
"Most  things  we  are  involved  in,  we 
finish  up  with  100%  of  it,"  says  a 
Packer  source.  But  in  this  case,  with 
Packer's  people  dominating  ani's 
board,  he  effectively  controls  the 
company. 

What  does  Packer  look  for  in  a  busi- 
ness? "We  buy  based  on  a  company's 
track  record  and  not  on  its  future  blue 
sky,"  our  contact  said.  "What  we're 
interested  in  is  cash  flow  businesses." 
With  a  lot  of  cash  and  rising  operating 
income,  Australian  National  fits 
Packer's  bill. — Katherine  Weisman 
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The  word  "billionaire''  gets  thrown  around  more  loosely  than 
ever  these  days.  Somebody  has  to  maintain  standards.  Ours  is 
demonstrating  $1  billion.  Net. 

A  few  who  failed 
to  make  the  cut 


Khalid  Al-Ibrahim  and  Abdul-Aziz 
Al-Ibrahim  are  Saudi  brothers  who 
collected  around  $1.75  billion  in  com- 
missions from  large  weapons  sales  to 
the  kingdom.  But  knowledgeable 
sources  and  published  accounts  say 
they  handed  over  something  like  75% 
to  their  brother-in-law — King  Fahd — 
and  his  children.  The  Al-Ibrahims' 
fortune,  including  successful  invest- 
ments, is  estimated  at  $700  million. 

Carlo  De  Benedetti,  who  is  still 
looking  for  ways  to  expand  his  em- 
pire, has  not  yet  crossed  the  $1  billion 
mark.  What's  visible  is  about  $650 
million. 

Cheng  Yu-tung's  New  World  De- 
velopment stock  was  knocked  down 
by  a  third  or  more  after  Chinese 
troops  moved  the  students  out  of  Bei- 
jing's Tiananmen  Square. 

The  Chon  brothers,  Koreans  who 
made  their  fortune  in  Japan  with  their 
Sakura  Group  food-and-sundries  su- 
perstores, suffered  earnings  reversals 
in  the  past  year,  suggesting  their  pri- 
vate company's  value  is  short  of  $1 
billion. 

Serge  Dassault's  principal  holding, 
just  under  50%  of  Avions  Marcel  Das- 
sault-Breguet  Aviation,  remains  val- 
ued at  substantially  below  $1  billion. 

Michel  David- Weill,  head  of  Lazard 
Freres,  has  a  fortune  of  at  least  $700 
million.  It  could  be  a  billion,  or  more, 
but  the  case  is  not  yet  demonstrated. 
Stay  tuned. 

Fok  Ying-tung,  a.k.a.  Henry  Fok 
(rhymes  with  duck),  is  the  junior  part- 
ner with  Stanley  Ho  in  the  Macao 
casino  cartel.  Ho  is  not  clearly  a  bil- 
lionaire either. 

As  Argentina  collapses  into  eco- 
nomic chaos,  Amalia  de  Fortabat,  its 
famous  cement  queen,  socialite  and 
art  collector,  seems  ever  further  short 
of  $1  billion. 

Sir  James  Goldsmith,  the  Anglo- 
French  financier,  owns  or  has  liqui- 
dated some  $1.2  billion  in  assets.  But 


how  much  debt  did  he  have?  Another 
case  unsettled. 

Alfred  Heineken,  heir  to  the  brew- 
ery fortune,  owns  not  50%  of  the 
Heineken  brewery  but  50%  of  a  pub- 
licly traded  trust  that  owns  50%  of 
the  Heineken  brewery.  Lately  the 
stake's  worth  was  about  $500  million. 

Martin  Hilti,  the  richest  man  in 
Liechtenstein  after  the  prince,  owns  a 
majority  of  Hilti,  Inc.,  a  holding  re- 
cently worth  $750  million. 

Stanley  Ho,  chief  of  the  Macao  casi- 
no cartel,  owns,  with  his  family,  the 
controlling  interest;  case  not  closed. 

Tare  Iketani  and  his  family  have 
put  a  large  part  of  their  former  31.8% 
of  Tokyo  Steel  in  a  charitable  founda- 
tion, disqualifying  them  from  this 
list. 

Robert  Kuok  and  family,  of  Malay- 
sia, Singapore  and  Hong  Kong,  control 
an  incredibly  complex  web  of  cross- 
owned  companies  throughout  South- 
east Asia.  We've  been  able  to  sort  out 
$800  million  so  far. 

Kwok  Tak-seng,  a  billionaire  last 
year  from  his  Sun  Hung  Kai  Properties 
group  and  another  major  Hong  Kong 
developer,  was  knocked  out  of  the  box 
this  year  by  the  stock  market  collapse 
in  the  colony  following  the  June  mas- 
sacre in  Beijing. 

Hong  Kong's  Lee  Shau-kee  also  rose 
to  $1  billion  during  the  past  year  on 
his  stock  in  Henderson  Land  group, 
but  got  knocked  down  a  third  or  more 
by  the  Tiananmen  Square  tragedy. 

Kiyofumi  Moroto's  visible  assets, 
mostly  real  estate,  were  worth  $1  bil- 
lion when  the  dollar  was  worth  only 
130  yen.  But  at  around  140  yen  he 
falls  a  bit  short. 

Isao  Nakauchi's  14.6%  of  Daiei 
Corp.,  the  big  Japanese  retailer,  was 
just  shy  of  $1  billion  as  we  closed  the 
books  on  him  in  early  June.  Look 
again  next  year. 

Stavros  Niarchos,  the  famous 
Greek  shipowner,  has  vast  but  still 


unmeasured  assets  hidden  away  all 
over  the  world.  And  secretive  Costas 
Lemos,  said  by  some  to  be  the  richest 
Greek  shipowner  of  all,  also  remains 
elusive. 

Visible  assets  of  Harry  Oppenhei- 
mer,  the  South  African  mining  mag- 
nate, remain  below  the  $1  billion  lev- 
el, but  his  Anglo-American  Corp.'s 
stock  is  slowly  rising. 

The  net  worth  of  Egyptian  con- 
struction boss  Osman  Ahmed  Ostnan 
has  been  estimated  at  as  high  as  $1.5 
billion.  Such  estimates  apparently 
overlook  the  fact  that  the  largest  en- 
terprise under  his  wing,  giant  Arab 
Contractors  Co.,  was  nationalized 
during  the  Nasser  years  and  is  legally 
owned  by  the  Egyptian  government. 

The  Pesenti  family  of  Italy,  with 
stakes  in  cement,  forest  products  and 
steel  through  holding  company  Ital- 
mobiliare,  seems  not  to  qualify. 

Saudi  financier  Ghaith  Pharaon's 
Arabian  assets,  say  Saudi  financial 
sources,  are  mostly  offset  by  liabil- 
ities. Assets  outside  Arabia  may  ex- 
ceed $1  billion  but  are  also  believed  to 
carry  substantial  debt. 

Britain's  Gerald  Ronson,  founder  of 
construction  conglomerate  Heron  In- 
ternational, is  still  estimated  at  $800 
million. 

Sir  Run  Run  Shaw,  Hong  Kong's 
and  Singapore's  favorite  movie  mo- 
gul, drops  off  our  list  as  a  result  of 
descending  stock,  an  ascending  dollar, 
and  heavy  charitable  contributions. 

India's  Tata  family,  who  virtually 
founded  Indian  industry  long  ago, 
placed  the  bulk  of  their  assets  in  char- 
itable trusts. 

Germany's  Thyssen  family,  long 
resident  in  Argentina,  owns  about 
20%  of  steel  giant  Thyssen  A.G.,  a 
holding  once  worth  $1  billion  but  to- 
day worth  much  less. 

Holland's  Van  Beuningen  family  is 
very  wealthy  but  seems  well  short  of 
$1  billion. 
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Ranking  Foreign  Billionaire  Fortunes 


Namt/ConntTy /industry 


Page 


Name/Country/industiy 


Page 


OVER  $10  BILLION 

Mori,  Taikichiro/Japan/property  development 

Tsutsumi,  Yoshiaki/Japan/iond,  railroads,  resorts 


186 
186 


OVER  $5  BILLION 

Btenninkmeyer  family/Holland/retoiing  156 

Itoyama,  Eitato/]apan/land  186 

Rausing,  Hans  and  GadJS-weden/liquids  packaging  160 

Reichmann,  Paul,  Albert  and  Ralph/Canada/reo/  estate  128 
Shin  Kyuk-ho  (a.k.a.  Shigemitsu,  Takeo)/Korea/caijdy,  real  estate  208 

Takei,  Hirotomo/Iapan/puWisAing.  real  estate  192 

Thomson,  Kenneth  Roy/Canada/publishing,  retailing  126 

Watanabe,  Kitaro/Japan/reai  estate,  hotels  188 

Yoshimoto,  Haruhiko,  with  family/Japan/reai  estate  190 


OVER  $2  BILLION 

Agnelli,  Giovanni  and  family/Italy/autos,  investments  132 

Al-Rajhi  family/Saudi  Aiabia/money  changing  163 

Aieces,  Ramon/Spain/refaiing  160 

Chang  Yung-fa/Taiwan/s/upping  202 

Escobar  Gaviria,  Pablo/Colombia/cocajne  123 

Ferrero,  Michele/Italy/candy  138 
Finck,  Wilhelm  and  August  von/Germany/bonAing,  real  estate       150 

Flick,  Friedrich  Karl/Germany/industry  148 

Furukawa,  Tamesaburo/Iapan/reai  estate  192 

Grosvenor,  Gerald  Cavendish/U.K./property,  investment  132 

Hattori  family/lapan/wafc/jes  180 

Haub,  Erivan/Germany/supermar/cets  142 

Henkel  family/Germany /consumer  products  142 

Irving,  Kenneth  Coliii/Canada/oi7  distribution,  paper,  land  126 

Ishii,  Hisashi/lapanZ/inance  1 78 

Iwasaki,  Yohachiro/Japan/iogg/n^,  property,  resorts  188 

Kamprad,  Ingvat/Sweden//urni  ture  retailing  162 

Kobayashi,  Shigeru/Japan/reo/  estate  188 

Liem  Sioe  Liong/Indonesia/^nance,  trade,  manufacturing  210 

Mohn  family/Germany/pubijshjng  142 

Nakajima,  Kenkichi/|apan/pac/iinAo  181 

Ochoa  family/Colombia/cocaine  123 

Oppenheim  family,  von/Germany/ban/u/ig  150 

Otani,  Yoneichi/Iapan/hoteis  196 

Quandt  family/Germany/autos,  industry  143 

Sainsbury,  David  and  family/U.K./supermarlcefs  130 

Saji,  Keizo/Iapan/yiquor  176 

Sasaki,  Kichinosuke/lapan/reciy  estate  197 

Schlumberget/Seydoux  family/France/oi7  services  151 
Schmidheiny,  Stephan  and  family/Switzerland/constmcfion, 

diversified  156 

Shino,  Rinji/lapan/reay  estate,  leisure  196 

Takenaka  family/Iapan/construcfion  181 

Thum  und  Taxis,  (ohannes  von/Germany/yand,  jnvestments  144 

Vestey,  Samuel  and  Edmund/U.K./meatpdc/ung  132 

Weston,  Garry  and  Galen/Canada/supermar/cets  1 26 

Yamaguchi,  Hisakichi/lapan/cans  178 


OVER  $1  BILLION 

Aga  Khan  Wlreligion.  investments 

Albrecht  family/Germany/supermarkets 

Al-Ghanim  family/Kuwait/aufo  retailing,  investments 

Al-Khataii,  Mohamed  Abdul  Mohsin/Kuwait/ ban/ung, 

construction 
Al-Marzook  family/Kuwait/rea7  estate,  investments 
Al-Sulaiman,  Abdul-Aziz  A./Saudi  Aiabia/cemenf.  hotels, 
Bauer,  Heinz/Germany/puWjs/ijng 
Beisheim,  Otto/Gentiany/retaiijrig 
Benetton  faraily/Italy/cyot/iing 
Berlusconi,  Silvio/Italy/broadcastjn^,  construction 
Bettencourt,  Liliane/France/cosmetics 
Bin  Mahfouz  family/Saudi  Arabia/banlung 
Biria  family/lndia/fexuies,  aluminum,  autos 
Bouriez  family/France/byperniflf/tets.  luxury  goods 
Botin  family /Spain/banJbn^ 
Botnar,  Octav/U.K./auto  dealerships 
Bronfman,  Charles/Canada/ijquor 
Camargo,  Sebastiao/Brazil/consuiiction.  /nonu/acrunn^ 
Chung  lu-yung  family/Korea/heavy  industry 
Cisneros  family/Ve;ne2uela/consumef  products 


autos 


170 
144 
164 

164 
168 
164 
144 
144 
136 
138 
152 
164 
210 
150 
160 
130 
128 
124 
206 
123 


Dreesmann  family /Netherlands/zetaiiing  152 

Eaton  family/Canada/retaiLng  128 

Ermirio  de  Moraes,  Antonio  and  family/Brazil/mining,  industry     124 
Fentener  van  Vlissingen  family /Netherlands/oji  et?  gas, 

consumer  goods  152 

Femizzi  family/ltaly/cbenijcais,  agro-industry  138 

Fujisawa,  Akikazu/Japan/ eyectromcs  retailing  190 

Garza  Sada  family/Mexico/beer,  steel,  packaging  124 

Grundig,  Max/Germany /eyectronics  143 

Haefner,  Walter/Switzerland/car  sales,  software  156 

Hariri,  Rafik  Bahauddin/Lebanon/constniction.  investments  168 

Hayashibara,  Ken/Japan/pbormaceuticais,  real  estate  185 

Herz  family/Gennany/co//ee  retailing  146 

Hsu  family/Taiwan/texfiies,  cement,  department  stores  202 

Ishibashi,  Kanichiro/|apan/auto  tires  173 

Ito,  Masatoshi/[apan/re£ajZing  185 

linnai,  Ryoichi/Japan/consumer  finance  180 

Juffali  family/Saudi  Aiabia/constructjon,  truck  distribution  163 

Kadoorie  family/Hong  Kong/utilities,  hotels  200 

Kanoo  family/Bahrain/sbippjng,  airline  168 

Kato,  Masao/(apan/syrup.  real  estate  185 

Kawamoto,  Genshiro/Japan/reai  estate  197 

Kawamura  family/Japan/iny<,  chemicals  184 

Kipp,  Karl-Heinz/Germany/vanety  stores  143 

Kobayashi,  Heizo/Japan/restaurants,  supermarkets,  hotels  192 

Koc,  Vehbi/Turkey/con^Jomerate  170 

Koo  family/Korea/congiomerate  207 

Koo  family/Taiwan/banA^ng.  diversified  201 
Kumagai  family/Iapan/consfrucuon  184 

Kwek  family/SingaporeZ/inance,  property  209 

Lee  family/Singapore/banAjng,  rubber  uading  208 

Lee  Byung-chull  family/Korea/tradjng,  retaihng,  consumer  206 
Li  Ka-shing/Hong  Kong/property  development,  industry  198 

Ligresti,  Salvatore/Italy/insurance,  construction  138 

Lundberg,  Fredrik  and  family/Sweden/cong7o/nerate.  real  estate      162 

March  lamily/Spain/ban/dng,  real  estate  158 

Marinho,  Roberto  Sr./Brazil/medja  124 

Matsuoka,  Seijiro/Japan/reai  estate  192 

Matsushita  family/Japan/eiectronics  1 76 

Maxwell,  Robert/U.K./pubiisbing  130 

Miller,  Robert/Hong  Kong/retaibng  200 

Moores,  Sir  |ohn/UK. /retajiing  132 

Morita  family/lapan/consumer  electronics  172 

Mulliez  family/France/bypermar/cets  150 

Murata,  lunichi/lapan/^ax,  industrial  machinery  173 

Murayama  family/Japan/pubbsbing  178 
Nangaku,  Masao/|apan/propert>'  develop,  electronics  retailing         190 

Oetker,  Rudolf  August  and  family/Germany//ood,  brewing  146 
Olayan,  Suliman  Saleh/Saudi  Aiabia/consfnicuon,  investments      163 

Otsuka,  Masahito/Iapan/pbarmaceufjcays  176 

Otto  family/Germany/maiy  order  146 

Packer,  Kerry/Australia/medja.  investments  210 
Pao,  Sir  Yue-kong/Hong  Kong/sbrpping,  property  development        198 

Peugeot  family/France/aufos  151 

Rodriguez  Gacha,  Gonzalo/Colombia/cocaine  122 

Sabanci  brothers/Turkey /conglomerate  170 
Sacher,  Paul  and  Sacher-Stehlin,  Maja/Switzerland/ 

pharmaceuticals  158 

Safra  brothers/Lebanon/ban/ting  168 

Sagawa,  Kiyoshi/Iapan/debvery  service  181 

Schickedanz  family/Germany/maj/  order  146 

Siemens  family,  von/Germany/e/ectncay  machinery  148 

Swarovski  family/Austna/rbinestones  158 

Swire  brothers/Hong  Kong/far  East  trading,  airline  200 

Takei,  Yasuo/Iapan/consumer  finance  180 
Thyssen-Bomemisza,  Hans  Heinrich/Switzerland/art. 

manufacturing  156 

Tsai  Wan-lin/Taiwan/jnsurance.  construction  201 

Tsutsumi,  Seiji/Iapan/retaibng  172 

Uehara,  Shoji/lapan/pbarmaceuOcais  180 

Vuitton  family/France/Zuxury  jjoods  151 

Wang,  Y.C./Taiwan/p/astJcs  202 

Werhahn  family/Germany/retajbn^,  banking  148 

Yokoi,  Hideki/Iapan/rea7  estate  196 

Yoshida,  Tadao/Iapan/zippers.  building  materials  172 
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Some  of  our  best  ideas  come  out  of  the  blue. 


IBM  has  spoken. 

And  what  they've  said  can  be  summarized  in  three  simple  but  highly  important  letters:  SAA  (Systems 
Application  Architecture). 

SAA  is  a  set  of  standards  that  finally  allows  for  integration  of  computer  systems. 

And  as  IBM  goes,  so  goes  MSA.  Therefore  we  are  proud  to  be  the  first  major  software  company 
committed  to  delivering  the  most  extensive  line  of  SAA-compliant  software  in  the  industry.  BrightView™ 
applications  software  already  complies  with  SAA's  most  advanced  component,  Common  User  Access. 

By  harnessing  the  power  of  cooperative  processing,  BrightView  allows  intelligent  work  stations  to  be 
something  they  never  truly  were  before:  intelligent.  It  does  this  by  unleashing  the  power  and  potential  within 
the  work  station,  freeing  you  from  dependence  on  valuable  mainframe  time,  and  dramatically  increasing  the 
efficiency  of  all  application  users. 

This  efficiency  is  further  heightened  by  BrightView's  CUA  compliance,  which  yields  a  friendly, 
consistent  look  and  feel  to  work  stations,  maximizing  your  investment  in  personnel  and  hardware.  All  of  which 
makes  it  a  rather  brilliant  idea  to  call  Robert  Carpenter  at  404-239-2000.  ^^SZJSS   S 

IBM  believes  SAA  is  the  future.  We  recommend  our  software  to  anyone  intending  SSS  '^S  ^S 
to  spend  some  time  there. 


<^  1989  Manogement  Science  America,  Inc 

BnghtView  is  a  fracJemark  of  Manogement  Science  America,  Inc   (MSA} 

Systems  Application  Architecture  &TbM'  ore  trodemorks  of  Internotional  Business  Mocfiines  Corporotion 


The  Software  Company 
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cman.TheTVandVCR 
for  people  with  outside  interests.   * 


Whoever  said,  "You  can't  take  it 
with  you"  didn't  have  the  Sony  Video 
Walkman'"  Personal  TV/ VCR 
in  mind. 

It's  the  first  compact  portable  TV 
and  VCR  that  can  actually  be  held 
in  the  palm  of  your  hand.  So  if 
you're  someone  who's  gomg  places, 
It'll  come  in  very  handy 

If  you're  someone  without  a  lot 
of  time  on  your  hands,  therefe  a  built- 
in  8mm  VCR,  With  an  easy-to-use 
timer  So  you  can  record  up  to  4 
hours  of  your  favorite  TV  programs. 


And  watch  them  or  your  favorite 
movies  in  your  own  good  time. 

All  of  which  makes  the  Sony 
Video  Walkman  perfect  for  time- 
shifting.  And  place-shifting. 

Not  only  can  you  use  the  Video 
Walkman  whenever  or  wherever 
you  want,  you  can  use  it  however 
you  want.  You  can  watch  its  3" 
color  LCD  TV  screen  with  unbe- 
lievable sharpness  and  color 
fidelity  Or  connect  it  to  any  other 
ordinary  TV 

But  you  ain't  seen  nothin'  yet. 


The  Video  Walkman  weighs  a 
lightweight  IV^  lbs.,  but  it's  not 
light  on  features.  It  has  high-spee( 
picture  search.  A  sleep  timer  that 
turns  It  off  one  hour  after  you've 
turned  yourself  off.  A  worldwide, 
multi-voltage  AC  adapter  battery 
charger  And  a  built-in  TV  tuner 
with  full  VHF  and  UHF  reception. 
Which  brings  us  to  another  fea- 
ture sure  to  get  a  great  reception. 
Our  highly  adaptable  audiovisual 
input.  You'll  be  sky-high  on  it 
because  it  lets  you  record  and 


<■  1989  Sony  Corporalion  o(  Ametic*.  Sony.  Video  Walkman.  Video  8  and  The  One  and  Only  are  trademarks  of  Sony  Simulated  television  picture   All  titles  used  with  permissioi 


olay  back  your  Video  8"  home 
novies.  Of  edit  them,  no  matter 
what  format  you  shot  them  on. 

Now,  if  you  think  all  this  sounds 
oretty  good  wait  until  you  hear 
the  Video  Walkman.  With  its  ex- 
ceptional high-fidelity  sound. 

Besides  getting  a  lot  of  enjoy- 
ment out  of  the  Video  Walkman,  you'll 
get  a  lot  of  enjoyment  into  it.  For 
there  are  over  1300  movie  titles  now 
available  on  8mm.  Like  Crocodile 
Dundee  11.  The  Accidental 
Tburist.  Coming  to  America.  The 


Dead  Pool.  And  A  Cry  In  The  Dark. 
And  if  all  that  wasn't  enough,  the 


sky's  the  limit  on  the  home  instruc- 
tion, travel  and  video  magazines 
available.  They're  part  of  the  video 
publishing  software  on  8mm. 

So,  if  your  interests  take  you  out. 
Or  m.  Up.  Or  down.  Check  out  the 
Sony  Video  Walkman  Personal 
TV/VCR. 

It's  the  most  incredible  TV  and 
VCR  you'll  find  anywhere. 


THE  ONE  AND  ONLY* 


This  is  the  age  of  dealmakers,  but  even 
dealmakers  have  to  know  something 
about  management.  Or  else  they  11  end  up 
like  Artra  Group — behind  the  eight  ball. 

Cleverness 
isn't  enough 


By  Marcia  Berss 


So  MUCH  MONEY  has  been  made 
from  pure  dealmaking  that  the 
mere  running  of  a  business  has 
come  to  seem  boring.  But  take  a  look 
at  Artra  Group,  a  New  York  Stock 
Exchange  company  and  a  pure  play  in 
the  leveraged  buyout  busmess.  It  is  a 
case  study  in  what  can  go  wrong  if 
your  managers  are  heavy  on  buyout 
skills  and  weak  on  management. 

The  controlling  stockholders  of  Ar- 
tra are  Peter  and  John  Harvey,  Chica- 
go brothers  who  between  them  own 
15%,  or  $8  million  worth,  of  Artra 
shares.  Peter,  54,  is  a  trained  pharma- 
cist, and  lohn,  57,  is  a  former  stock- 
broker. The  brothers  (both  declined  to 
be  interviewed)  had  some  early  suc- 
cess buying  outfits  with  tax  losses, 
fusing  them  with  profitable  firms, 
then  selling  out.  At  Artra  they've 
done  the  reverse,  turning  profitable 
companies  into  losers. 

Like  Sargent- Welch.  The  $71  mil- 
lion (sales)  distributor  of  laboratory 
equipment  paid  dividends  for  30 
years  before  being  bought  by  Artra 
in  1986.  It  had  a  good  name,  under- 
used warehouses,  no  debt,  and  $31 
million  in  cash.  Artra  bought  the 
outfit  for  $100  million  with  Sar- 
gcnt-Wclch's  own  cash.  It  was 
nicely  profitable  when  Artra 
bought  it:  Between  1976  and  1985 
the  firm  posted  operating  earnings 
between  $5  million  and  $10  mil- 
lion. Last  year,  as  part  of  Artra,  its 
operating  loss  was  $8  million. 

The  Harveys  saw  the  cash  and 
nothing  else.  "I  couldn't  get  the 
Harveys  to  look  at  the  plant,"  re- 
calls one  former  Sargent-Welch  top 
executive.  If  they  had,  they  would 
have  seen  warehouses  in  need  of 
automation  to  keep  the  company 
competitive    with    such    national 


distributors  as  Henley  Group's  Fisher 
Scientific.  "I  don't  think  the  Harveys 
realized  the  extent  this  company 
needed  investment,"  says  Dieter  Tan- 
nenberg,  president  at  Sargent-Welch 
since  just  before  Artra  took  over. 

But  how  could  Artra  invest  in  its 
subsidiary?  It  isn't  set  up  for  invest- 
ment— just  for  leveraging  up  and  get- 
ting out.  Artra  has  tiny  equity  of  $3.6 
million  supporting  debt  of  $153  mil- 
lion. Its  debt  IS  frequently  in  default 
and  regularly  restructured. 

Stripped  of  cash  and  burdened  by 
debt  service,  Sargent-Welch  dragged 
Its  feet  paying  suppliers,  a  lot  of 
whom  stopped  supplying.  That  hurt 
customer  service,  and  many  custom- 
ers left.  Sargent-Welch  recently  an- 
nounced closure  of  five  of  its  seven 
warehouses  serving  big  industrial 
buyers,  to  focus  on  its  science  educa- 
tion sales  and  small  industrial  buyers 
"where  delivery  requirements  are  not 
as  tough,"  says  Tannenberg. 

Artra  also  holds  70%  of  American 
Exchange-listed  Lori  Corp.,  a  $92  mil- 


lion (sales)  distributor  of  costume 
jewelry  that  the  Harveys  assembled 
by  spending  $48  million  for  three  jew- 
elry firms  in  1985  and  1986.  The  Har- 
veys bought  at  the  top.  Lori  had  pro 
forma  operating  income  of  $13.5  mil- 
lion in  1986;  in  1988,  $1.5  million. 

While  Artra  floundered,  the  Har- 
veys went  on  dealing.  In  October  1987 
Peter  Harvey  made  an  unsuccessful 
$106  million  bid  to  buy  Holly  Sugar. 
In  November  1987  a  Harvey-con- 
trolled oil  exploration  firm  settled  a 
$27  million  loan  default  by  giving  the 
Federal  Deposit  Insurance  Corp.  oil 
properties  and  15%  of  the  company's 
stock.  And  in  January  1988  another 
firm  in  which  the  brothers  were  big 
shareholders,  Rymer  Co.,  went  on  the 
block;  Peter  chairs  the  executive  com- 
mittee at  the  food  producer,  which 
lost  money  last  year  on  sales  of  $376 
million.  No  buyer  has  been  found. 

The  brothers  were  more  successful 
with  other  deals  in  1988.  Peter  pock- 
eted $6  million  as  a  big  owner  of 
shares  in  Matrix  Corp.  and  Technical 
Tape,  both  acquired  by  European  buy- 
ers. And  Vader  Group,  another  Amex- 
listed  Harvey  firm,  sold  its  operating 
asset,  Magicsilk,  a  silk  flower  distrib- 
utor, for  $25  million.  A  Magicsilk  ex- 
ecutive says  the  firm  was  sold  because 
it  lacked  cash  to  pay  suppliers,  re- 
stricting growth.  Deja  vu,  Sargent- 
Welch.  Vader,  now  a  shell  of  loss  car- 
ryforwards, is  seeking  deals. 

Then  there  is  Envirodyne.  Artra  as- 
sembled a  26%  stake  in  the  $488  mil- 
lion (sales)  packaging  company  in  the 
early  1980s.  Desperate  to  raise  cash, 
the  Harveys  put  Envirodyne  into  play 
a  year  ago,  but  no  buyer  was  found. 
Then  Artra  tried  to  buy  the  74%  it  did 
not  own,  but  bankers  balked  at  lend- 
ing it  more  money.  Finally,  in  March, 
Donald  Kelly,  the  Chicago  dealmaker, 
offered  $40  a  share  cash  ($735  million) 
for  the  public  shares.  If  Artra  had 
received  the  same  terms,  it  would 
have  collected  $193  million.  In- 
stead, it  got  only  $75  million  cash 
and  was  forced  to  take  the  rest  in 
unappealing  paper,  a  $21  million 
note  and  a  27%   equity  stake  in 
now-private  Envirodyne. 

Why  did  Artra  get  worse  terms 
than  the  public?  Because  the  Har- 
veys' hyperactive  leveraging  boxed 
their  company  into  a  comer.  Kelly 
knew  how  desperate  Artra  was  for 
cash,  and  dictated  that  Artra,  in 
effect,  subsidize  the  transaction. 

In  the  last  five  years  the  stock 
market  has  more  than  doubled.  Ar- 
tra stock  is  right  where  it  was,  at 
16.  A  cautionary  tale  for  people 
who  think  all  the  spoils  these  days 
go  to  dealmaking.  ■ 
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Peugeot  405  DL 


1988  Best  European  Car  of  Che  Year. 
s(  Imported  Car  of  the  Year. 


The  Success 
Hasn't  Gonclb 
Our  Price. 

Since  it-^  introduction,  the  Pciiircot  K)5 
has  been  enjo\in<ithe  rarefied  kind  of  success 
only  a  lanthnark  auloinohile  can  enjov. 

h  impressed  Kuropes  most  discriminatinji 
automoti\e  journahstsas  no  car  ever  had  helore. 
winnirif:  the  coveted  Furopean  (lar  olthe  ^ear 
av\ard  lor  I9K8  hv  the  vsidest  manj:in  in  historv. 

Its  dehul  in  \merica  v\a>  no  less  auspi- 
cious. In  fjrand  stvie  it  v\on  the  Motorin*:  Pres> 
.Associations  liest  Imported  (^ar  lor  l<W)oul- 
shininj:  estahlishetl  stai-s  like  the  Mercedes-Hen/ 
190,  the  BMW  53.').  and  iheAcura  l.e«;en(l  Coupe. 
All  cai-s  that  are  legendan  lor  their  perlonnance. 


\nd  iegendarv  for  their  price. 

Ha[)pilv.  as  vou  can  see.  all  th 
prai>e  hasn't  swelled  the  -K)5"s  [)ric<'. 
\nd  included  in  it  are  manv  standard 
amenities  like  air-con(litionin<i  with 
automatic  climate  control  and  power 
door  lock-s.  As  vv<dl  as  the  |)rotection 
ola  3-v«'ar/."U).(M)()-mile  Humper-to- 
liumper  limited  warrantv:  a  5-vear/ 
50.( Kit  1-mile  limited  |)owertrain 
warrantv:**  arid  the  most  compre- 
hensive roadside  assistance  plan 
availahic 


IS 


405 


S 

SIT -(Mr 

Mi  16 
S2(K7m' 


So  whv  not  call  l-«()()-447-28«2  lor  the 
name  ol  a  dealer  v\here  vou  can  investigate  one  ol 
the  hest  automotive  values  on  the  market  todav: 
The  Iront-wheel  drive  Peugeot  105.  It'll  grant  vou 
the  experience  oldrivinga  world  class  automobile. 
And  >pare  vou  the  experience  ol  pav  ing  lor  one. 

•M'^lil'  I  vrluilr>  (|i'-*i,  ritargr.  tux.  iiib-.  npiioiis  Jiiil  r<'gi>l ration.  •*Srr  your  dealer  ftir  ilclails 
of  iht-oi'  w«l^ranlif•^.  ***Mi*mht>r>hi|><'iihji*cl  In  the  riili^und  n'ffuUtinn^uf  ^^. 
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THE  COVER:  French  technology  takes  off —a 
modern  rendering  of  a  MontgoKier  balloon. 


by  Judson  Gooding  and  Alexander  Dorozynski 

TWO  hundred  years  ago,  in  July  1789,  the  people  of 
Paris  cast  off  the  fetters  of  centuries,  storming  the 
Bastille  prison  and  giving  violent  birth  to  the  liberty 
of  France.  The  editors  of  American  Heritage  salute  the  bi- 
centennial with  a  review  of  two  centuries  of  French  techno- 
logical innovation — from  the  first  manned  flight  in  1793 
to  today's  supersonic  airliner,  from  the  discovery  of  the  ba- 
sic principles  of  chemistry  to  the  latest  in  nuclear  power, 
from  the  inception  of  photography  to  new  advances  in 
outer-space  optics.  These  accomplishments  are  the  very 
embodiment  of  the  French  spirit  of  freedom — and  audacity. 

Judson  Gooding,  a  former  foreign  correspondent  for  Time  and  a  member  of  the  U.S.  delegation 
to  UNESCO,  is  author  of  The  Job  Revolution.  He  is  now  a  free-lance  writer  based  in  Paris  and 
in  Walpole,  New  Hampshire.  Alexander  Dorozynski,  an  American  science  writer  and  author  liv- 
ing in  Paris,  is  associate  editor  of  the  French  magazine  Science  et  Vie.  He  is  author  of  a  biogra- 
phy of  the  Soviet  Nobel  Prize-winning  physicist  Lev  Landau. 
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TWO 


HUNDRED 

YEARS  OF 

FRENCH 

INNOVATION 


One  hundred  years  ago  Gus- 
tave  Eiffel  provided  a  gigan- 
tic iron  exclamation  point 
for  an  era  of  creativity  and 
industrialization  in  France  that  had 
changed  the  country's  way  of  thinking 
and  its  way  of  life.  In  building  the  au- 
dacious tower  that  bears  his  name,  he 
reached  new  heights  in  precision  tech- 
nology as  well  as  in  altitude.  The  tow- 
er, which  even  today  makes  first-time 
visitors  gasp,  was  built  to  celebrate 
the  technological  progress  France  had 
made  over  the  hundred  years  since  the 
Revolution.  At  the  same  time,  it  fore- 
shadowed the  variety  of  discoveries 
and  advances  that  still  lay  in  France's 
future. 

In  tribute  to  the  spirit  of  discovery 
that  suffused  postrevolutionary  France, 
the  names  of  seventy-two  men  of  sci- 
ence and  invention  were  inscribed 
around  the  tower's  first-level  gallery  in 
bold  gilded  letters  two  feet  high.  France 
has  always  admired  its  men  of  science. 
It  is  a  country  that  seeks  intellectual  ad- 
venture and  that  treeusures  a  sense  of 
improvability,  of  progress,  of  a  bright- 
er future. 

The  French  Revolution  —  and  the 
end  of  the  monau-chy — not  only  freed 
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minds  but  established  new  institutions 
where  those  minds  could  envision  and 
create.  But  there  was  a  good  base  to 
stcirt  from,  for  even  before  the  Revolu- 
tion France  had  more  scientific  institu- 
tions than  any  other  country.  "Paris 
was  the  world's  scientific  capital,"  says 
Jean  Dhombres,  mathematician  and 
research  director  at  Paris's  School 
of  Higher  Studies  in  Social  Sciences. 
"Young  men  who  wanted  to  perfect 
their  scientific  formation  converged  on 
Paris,  just  as  painters  from  the  north 
went  to  Rome." 

However,  t>efore  the  uprising  of  1789 
an  autocratic  world  view  had  often 
stifled  innovative  thought.  Irrational 
hypotheses  were  pervasive  in  physics 
and  chemistry.  The  Revolution  put  an 
end  to  the  clergy's  domination  of  the 
universities  and  created  specific  new 
institutions  to  promote  innovation. 
The  leading  one  was  the  Ecole  Poly- 
technique,  with  its  engineering  and 
technical  schools,  which  still  today 
attracts  an  intellectual  elite.  Others 
were  the  Ecole  Normale,  a  highly  pres- 
tigious teachers'  college  emphasizing 
research,  and  the  Schools  of  Public 
Health,  which  replaced  medical  univer- 
sities. The  Conservatoire  des  Arts  et 


Metiers  was  also  established,  a  con 
Crete  gesture  of  homage  to  emerging 
industrialization.  The  system  was  elit- 
ist, to  be  sure,  but  now  meritocracy  re- 
placed aristocracy. 

More  than  a  century  earlier  Des 
cjutes  had  taught  that  systematic  doubt 
and  logical  reasoning  were  the  begin 
ning  of  true  knowledge.  He  was  a  pre- 
cursor of  what  came  to  be  called  th 
Enlightenment,  the  eighteenth-centu: 
movement  mairked  by  an  emphasis  o 
reason  and  human  progress.  No  sin 
gle  current  of  thought  dominated  the 
debates  of  the  Enlightenment,  but  all 
flowed  from  a  questioning  of  authority. 

Scientists  played  a  crucial  role  in  the 
Enlightenment.  The  great  political  phi- 
losopher Montesquieu  went  so  far  as 
to  suggest  that  knowledge  of  the  laws 
of  nature  could  be  used  to  improve  the 
institutions  of  existing  societies.  The 
quest  for  greater  knowledge  was  a 
Europewide  phenomenon,  but  it  wais 
dominated  by  the  image  of  French 
splendor  left  by  Louis  XIV  and  by  the 
French  language  itself. 

The  greatest  literary  realization  of 
the  Enlightenment,  and  an  enormous  in- 
fluence on  the  evolution  of  knowledge, 
was  the  Encyclopedie,  a  huge  compila- 
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Lavoisier,  the  first  modem 
chemist,  with  his  wife,  painted  in 
1788  by  Jacques  Louis  David. 


lution  can  be  brought  about  only  by  an 
able,  enthusiastic  and  bold  chemist 
who,  finding  himself  in  a  favorable  po- 
sition .  .  .  would  awciken  the  attentior 
of  scientists,  first  by  noisy  ostentation, 
by  a  decisive  and  affirmative  tone,  and 
...  by  reason."  Lavoisier  was  the  man, 
and  he  was  to  dethrone  some  of  the 
fundamental  notions  described  in  the 
encyclopedia. 


tion  of  information  published  between 
1751  and  1772.  It  filled  twenty-eight 
dense  volumes  and  included  quantities 
of  illustrations  and  drawings.  Produced 
under  the  general  editorial  direction 
of  Denis  Diderot,  a  philosopher,  critic, 
and  novelist,  and  of  Jean  L>e  Kond  d'AI- 
embert  for  the  mathematical  sections, 
the  Encyclopedic  was  a  compendium 
of  contributions  from  leading  French 
and  European  scientists  and  thinkers. 
Fascinating  reading  even  today,  the 
Encyclopedie  reveals  both  the  achieve- 
ments and  the  shortcomings  of  the 
science  of  the  time.  It  illustrates  the 
uncertain,  transitional  status  of  scien- 
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tific  disciplines  but  also  makes  clear 
the  growing  desire  to  go  beyond  estab- 
lished notions.  Thus,  one  entry  begins: 
"chemistry.  Chemistry  is  little  developed 
among  us.  This  science  is  only  F>oorly 
diffused,  even  among  scientists,  in 
spite  of  the  pretension  to  universal 
knowledge  that  is  today  the  dominant 
mode." 

Antoine  Laurent  Lavoisier,  the  most 
distinguished  single  scientific  figure  of 
the  revolutionairy  f>eriod,  wcis  still  only 
a  child  when  the  Encyclopedie  began 
to  appear,  but  Diderot  presciently  de- 
scribed the  part  Lavoisier  would  play. 
The  encyclopedist  wrote  that  a  "revo- 
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THE  FATHER  OF 
CHEMISTRY 

Lavoisier  is  universally  acknowledgi 
to  be  the  founder  of  modern  chemis 
try.  He  named  oxygen  and  describe 
its  role  in  combustion.  He  quantifi© 
chemical  reactions,  and  he  introducet 
the  modern  notion  of  the  chemical  ele- 
ment. Today  in  France  his  name  is 
most  often  aissociated  with  the  Revolu 
tion;  countless  French  schoolchildren 
have  learned  that  Lavoisier  wcis  guillo- 
tined and  that  the  public  prosecutor 
said  of  his  execution,  "The  republic 
hcis  no  need  of  scientists."  The  quota- 
tion is  now  believed  to  be  apocryphad. 

In  a  pivotal  series  of  experiments  iri 
the  1770s,  Lavoisier  heated  mercury 
so  that  it  absorbed  oxygen  from  a 
closed  vessel  and  measured  the  weight 
of  the  resulting  mercuric  oxide.  Then 
he  heated  the  mercuric  oxide  to  exf>el 
the  oxygen  into  another  vessel  and 
found  that  the  amounts  of  mercury 
and  of  oxygen  remained  unchanged. 
Perceiving  that  in  combustion  only 
part  of  the  air  was  absorbed,  he  called 
that  part  oxygen,  meaning  "acid  pro- 
ducer," believing,  mistakenly,  that  it 
was  at  the  origin  of  all  acids.  Careful 
measurement  of  substances  entering 
into  chemical  reactions  led  him  to  his 
historic  conclusion  that  "nothing  is 
lost,  nothing  created:  everything  is 
transformed" — and  to  quantitative 
chemical  analysis. 

Lavoisier  realized  his  findings  shook 
traditional  chemistry  off  its  base.  His 
Traite  Elementaire  de  Chimie  wais  pub- 
lished  in  1789— the  first  year  of  the 
Revolution — and  in  the  words  of  Berna- 
dette  Bensaude-Vincent,  of  the  History 
of  Science  and  Techniques  Research 
Center  in  Paris,  "it  was  also  Year  1  of 
chemistry." 
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The  Fine  Art  Of  Flying 
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Phenomena  Points  North,  South,  East,  West  by  Jenkins.  Declaring  himself  an  avid  admirer  of  our  style,  the  american  painter, 
Paul  Jenkins  dedicated  his  vibrant  work  to  the  pleasure  felt  when  flying  on  Air  France  wherever  one  goes.  Which  we  feel  is  actually 
not  really  a  phenomenum,  but  something  you  can  expect  everytime  you  fly  with  us. 


It's  simply  a  matter  of  care  in  the  air 
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Lavoisier  was  a  versatile  genius  who 
refined  the  method  for  producing  gun- 
powder and  Wcis  made  commissioner 
of  powder  production,  ran  a  model 
farm,  and  envisioned  socioeconomic 
reforms  through  savings  banks,  insur- 
emce  companies,  aind  worker  housing. 
After  the  Revolution  he  was  elected  to 
the  Paris  Commune,  which  governed 
the  city;  he  was  made  a  member  of  the 
revolutionary  national  guard  and  an 
administrator  of  the  national  treasury. 
When  the  Committee  of  Public  Seifety 
instituted  the  Reign  of  Terror  in  1793, 
Lavoisier  was  arrested,  along  with 
twenty-seven  others,  for  having  earlier 
served  the  royal  government  as  a  tax 
collector.  Condemned  on  May  8,  1794, 
he  wcis  guillotined  that  same  afternoon. 

Lavoisier  wcis  not  modest  about  his 
accomplishments.  Shortly  before  his 
death  he  said,  "This  theory  is  not — as 
I've  heard  it  said — the  theory  of  French 
chemists;  it's  mine,  it's  a  property  I 
claim  from  my  contemporaries  and 
from  posterity."  Posterity  weis  quick  to 
recognize  him.  In  1796  a  twenty-five- 
foot-tall  pyramid  with  marble  caryat- 
ids supporting  a  crowned  bust  of  the 
"immortal  Lavoisier"  was  unveiled  in 
Pciris  during  an  elaborate  ceremony  of 
homage  to  the  great  chemist. 

THE  MESSAGE  OF 
CHAMiE 

The  Revolutionciry  era  wcis  a  time  that 
gave  optimism  to  people  who  for  cen- 
turies had  believed  that  the  world  was 
in  decline.  Mankind  could  improve,  life 
could  become  better,  people  could 
hope  someday  to  have  a  degree  of  con- 
trol over  their  destinies.  These  were 
among  the  first  stirrings  of  what  came 
to  be  called  the  idea  of  progress.  Set- 
ting a  new  philosophical  tone  were 
works  like  those  of  Condorcet,  who 
wrote  about  th-^  "progress  of  the  hu- 
man spirit." 

It  was  obvious  to  Diderot  and  to  oth- 
ers of  his  time,  though,  that  if  people 
were  to  communicate  in  the  language 
of  science,  it  was  imperative  to  have  a 
common  frame  of  reference  a  univer- 
sal standard  of  measurement.  At  the 
time  Diderot  assembled  his  encyclope- 
dia, there  were  myriad  units  oi  meas- 
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ure,  vcirying  by  country,  by  region,  and 
even  by  town.  Many  commonly  used 
meaisures,  like  the  human  foot  or  the 
palm,  vciried  from  person  to  person.  A 
French  dry-weight  meeisure  cdled  the 
boisseau  (bushel)  was  said  by  Diderot 
to  have  been  "very  vairiable  in  Framce, 
chamging  in  almost  every  jurisdiction." 
The  system  of  weights  also  varied 
widely;  the  one  used  at  the  meirket  in 
Troyes  was  considered  more  credible 
than  most,  giving  rise  to  a  term  that 
still  exists:  troy  weight. 

Thoroughly  annoyed  by  the  whole 
thing,  Diderot  wrote  that  "the  diversity 
of  measures  one  finds  in  France  has 
always  caused  frequent  disputes.  .  .  . 
•.^ould  it  not  be  more  natural  to  . . .  sim- 
plify internal  commerce?"  Somebody 
apparently  was  listening,  because  in 
1791  the  Academy  of  Sciences  fixed  a 
new  standard  of  length,  the  meter,  de- 
fined as  one  ten-millionth  of  the  dis- 
tance from  the  equator  to  the  North 
Pole,  which  gave  it  a  natural  and  immu- 
table basis.  The  precise  length  of  the 
meter  was  worked  out  by  two  geogra- 
pher-surveyors, Pierre  Mechain  and 
Jean  Delaimbre,  who  based  their  calcu- 
lations on  a  painstaking  measurement 
of  the  meridian  between  Dunkirk  and 
Barcelona.  (The  modern  measure  of  a 
meter  is  the  distemce  traveled  by  light 
in  a  vacuum  in  '/299.7S2.458  of  a  second.) 

Elements  of  the  metric  system  for 
measuring  volume  and  weight  are 
based  on  the  linear  meaisure.  A  gram 
is  the  mass  of  a  cubic  centimeter  of 
water,  and  a  kilogram  is  a  thousand 
grams.  The  thermometric  scale  is  di- 
vided into  one  hundred  degrees  centi- 
grade based  on  the  freezing  and  boil- 
ing |X)ints  of  water.  The  possibility  of 
changing  time  measurement  to  a  met- 
ric basis,  with  seconds,  minutes,  and 
hours  counted  in  tens,  was  considered 
but  rejected. 

THE  DRIVE  FOR 
POWER 

The  Industrial  Revolution,  which  over- 
lapped the  political  French  Revolution, 
was  a  human  milestone  often  com- 
pared to  the  discovery  of  fire  and  the 
advent  of  agriculture.  It  added  a  mas- 
sive energy  potential  to  the  muscle 


power  of  humans  and  domestic  ani 
mals.  Wind,  sun,  water,  and  coal — al 
were  being  hcirnessed,  and  French  sci 
entists  contributed  major  discoveries 
to  the  international  drive  toweird  Indus 
trialization. 

The  postrevolutionciry  physicist  Jo 
seph  Louis  Gay-Lussac  pioneered  the 
study  of  gases  and  established  laws  de 
scribing  their  physical  properties  cine 
chemiced  reactions.  For  some  of  his  ex 
periments  he  ascended  in  1804  in  a  hy- 
drogen-filled balloon  to  an  altitude  o 
more  them  twenty  thousand  feet,  a  rec 


An  apparatus  used  by  Charles 
Augustin  de  Coulomb  to  measure 
electrostatic  charges. 


ord  that  remained  unbroken  until  half 
a  century  later.  In  1824  a  young  poly- 
technician,  Nicolas  Leonard  Sadi-Ccir- 
not,  published  an  essay  on  heat  and 
power  in  which  he  spelled  out  the  prin- 
ciples of  an  as  yet  nonexistent  disci- 
pline: thermodynamics. 

Charles  Augustin  de  Coulomb,  a  mili- 
tary engineer,  invented  sensitive  appa- 
ratus to  measure  forces  involved  in 
electrical  repulsions  and  formulated  a 
law  of  physics  defining  the  relation- 
ships of  these  forces.  Another  French 
scientist,  Andre  Marie  Amp>ere,  sought 
to  reconcile  magnetism  and  electricity 
and  published  in  1827  his  Malhemati- 
cal  Theory  of  Electro-Dynamic  Phenom- 
ena. His  ncime  remains  on  every  house- 
hold fuse  box  today;  the  ampere  is  a 
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measure  of  the  strength  of  an  electric 
current. 

These  advances  eventually  led  to  the 
invention  of  the  electric  dynamo,  in 
1871,  by  a  Belgian  engineer  working  in 
France,  Zenobe  Theophile  Greimme.  An- 
other important  source  of  energy  for 
the  industrial  Revolution  was  tapped 
in  the  same  period  when  Aristide  Ber- 
ges  turned  an  Alpine  waterfall  into  the 
world's  first  hydroelectric  power  plant. 

CHEMISTRY  TAKES 
CENTER  STAGE 

Revolutionairy  leaders  wanted  technol- 
ogy to  serve  the  country,  and  this  re- 
quired that  inventing  be  made  profit- 
able for  inventors.  The  Constituent 
Assembly  sought  to  assure  such  prof- 
its by  passing  a  law  in  1791  creating 
a  patent  office.  Previously  there  had 
been  an  idiosyncratic  system  under 
which  letters  patent  were  granted  by 
the  king. 

The  new  patent  law  quickly  came 
into  useful  play.  At  the  time  of  the  Rev- 
olution, there  was  very  heavy  demand 
for  sodium  carbonate,  a  crystalline 
white  salt  used  in  making  soap  and 
glass,  in  textile  whitening,  and  in  gen- 
eral cleaning.  Importing  natural  soda 
put  a  drain  on  the  national  economy, 
so  a  number  of  chemists  competed  to 
find  an  economical  way  to  produce  it. 

The  winner  was  a  doctor,  Nicolais  Le- 
blanc,  whose  historic  patent  for  indus- 
trial-scale soda  production  was  grant- 
ed in  1791.  His  two-step  process  used 
sulfuric  acid  to  produce  sodium  sulfate 
from  crystal  salt,  then  used  calcium  car- 
bonate and  heat  to  transform  the  sul- 
fate into  soda.  A  factory  was  set  up 
near  Paris,  financed  by  Philippe,  due 
d'Orleans,  a  cousin  of  the  king.  The 
duke  was  executed  in  1793,  however; 
the  soda  factory  was  sold,  and  Leblanc 
was  stripped  of  his  patent  ownership. 
He  later  committed  suicide. 

Nonetheless,  within  ten  years  the 
price  of  soda  had  been  reduced  ten- 
fold, and  a  ceiscade  of  new  products  fol- 
lowed. The  chemist  Claude  Louis  Ber- 
thollet  developed  the  use  of  sodium 
compounds  for  whitening  and  cleiining 
processes  and  began  the  industrial  pro- 
duction of  chlorine.  In  1838  U\e  c  hem- 
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ist  Frederic  Kuhlmann  developed  the 
industrial  production  of  nitric  acid  amd 
set  up  a  factory  that  beccime  one  of  the 
world's  leading  chemical  companies, 
Pechiney-Ugine-Kuhlmeinn. 

A  succession  of  major  French  chemi- 
ccil  discoveries  contributed  to  the  birth 
of  the  pharmaceutical  industry.  In  1820 
Pierre  Joseph  Pelletier  isolated  quinine, 
the  antimalarial  drug,  from  the  cincho- 
na, a  tropical  tree.  Before  long  he  amd 
other  French  scientists  had  isolated 
morphine,  strychnine,  caffeine,  and  dig- 
italis, the  powerful  ceirdiac  stimulzmt. 
In  1829  the  pharmacist  Henri  Leroux 
extracted  salicin  from  the  bark  of  a 
willow  tree.  This  led  to  the  synthesis 


Nicolas  Leblanc's  equipment  for 
the  large-scale  industrial 
production  of  sodium  carbonate. 


of  acetylsalicylic  acid — known  today 
as  aspirin. 

But  the  dominating  figure  in  medi- 
cal history  was  yet  to  apF>eeir.  In  1840 
a  young  French  student,  the  son  of  a 
tanner  in  the  Jura  Mountains  of  east- 
ern France,  graduated  from  secondary 
school  with  a  grade  of  "mediocre"  in 
chemistry.  He  squeezed  through  the 
competitive  exam  for  admission  to  the 
Ecole  Normale  in  Paris  and  tutored  stu- 
dents in  mathematics  from  six  to  sev- 
en every  morning  to  pay  his  expenses. 
His  neime  was  Lx)uis  Pasteur. 

THE  GREAT  PASTEUR 

Louis  Pasteur  moved  from  one  dis- 
cipline to  another  throughout  his  re- 
markable career;  he  started  out  as  a 
chemist  and  in  his  twenties  explained 
a  phenomenon  that  had  long  puzzled 
chemists:  the  existence  of  molecules 
that  cu-e  the  mirror  image  of  one  anoth- 


er. Then  he  created  microbiology;  lal 
er  he  extended  his  findings  to  the  fiel 
of  medicine.  When  he  died,  he  wa 
perhaps  the  most  admired  man  in  th' 
world.  Few  scientists  before  or  afte 
have  produced  such  invaluable  results 

In  his  early  work  on  the  fermenta 
tion  of  wine,  he  discovered  from  his  mi 
croscope  studies  that  the  process  onl; 
took  place  in  the  presence  of  tiny  liv 
ing  creatures,  which  at  first  he  calle( 
globules.  "The  wine  is  a  sea  of  organ 
isms,"  he  said.  "By  some  it  lives,  b; 
some  it  decays." 

Pcisteur  then  tackled  the  widely  ac 
cepted  notion  of  spontaneous  generj 
ation,  according  to  which  living  orl 
ganisms  could  simply  cu^ise,  if  the  cjr 
cumstances  were  favorable,  withou 
benefit  of  parents.  Now  familiar  witt 
the  tiny  creatures  under  his  micro 
scope  lens,  he  believed  that  micro 
organisms  could  arise  only  from  oth 
er  microorgcmisms,  and  he  set  out  tc 
prove  it.  His  exjjerimentation  took  hinr 
from  musty  Paris  cellairs  to  pristine  Al 
pine  peaks  and  finally  to  a  brilliant  pub 
lie  demonstration  in  1861  that  sponta- 
neous generation  could  not  occur. 

This  led  to  a  next,  momentous  stej 
in  his  reasoning:  If  infectious  diseases 
didn't  just  happen  by  spontaneous  gea 
eration,  perhaps  they  were  caused 
the  germs  all  around  us.  Could  tho» 
germs  be  killed  or  somehow  neutral-] 
ized?  Pasteur's  contribution  to  the  ado| 
tion  of  sterile  operating  techniques 
greatly  reduced  the  dreadful  toll 
infection  and  subsequent  death  froi 
surgery. 

The  work  to  which  Pasteur  was  so 
dedicated  had  tremendous  human  and 
economic  impact.  He  developed  pas- 
teurization; saved  the  silk  industry  by 
identifying  an  organism  that  was  kill- 
ing silkworms;  and  produced  a  vaccine 
against  anthrax,  an  often  fatal  disease 
of  sheep  and  cattle. 

Pasteur's  last  major  scientific  chal- 
lenge wcis  to  develop  a  human  vaccine. 
He  concentrated  on  rabies,  a  deadly 
disease  transmitted  by  the  bite  of  in 
fected  animals.  Microscope  studies 
did  not  reveal  any  microbe  that  would 
h>e  the  causative  agent;  we  now  know 
it  was  a  virus  too  small  to  be  seen 
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through  an  optical  microscope.  But  Pas- 
teur icnew  it  must  be  there  and  proceed- 
ed as  he  had  before,  attenuating  the  vir- 
ulence by  drying  the  spinal  meirrow  of 
infected  rabbits  in  the  presence  of  oxy- 
gen. 

On  July  6,  1885,  a  nine-year-old  boy 
who  had  been  bitten  fourteen  times  by 
a  rabid  dog  was  brought  to  his  labora- 
tory. Pasteur,  after  consulting  with  doc- 


An  1885  portrait  of  Louis  Pasteur 
depicts  the  scientist  preparing 
his  vaccine  against  rabies. 


tors,  made  the  frightening  decision  to 
try  his  vaccine.  The  boy  was  given  thir- 
teen injections,  starting  with  highly  at- 
tenuated virus  and  continuing  with  in- 
crecisingly  virulent  preparations. 

After  many  sleepless  nights  for  Pais- 
teur,  it  became  apparent  that  the  boy 
would  live.  Soon  another  child  was 
successfully  vaccinated,  and  the  news 
spread  that  rabies  had  been  con- 
quered. By  late  1886  more  than  two 
thousand  people  from  many  countries 
had  come  to  Paris  to  be  vaccinated; 
only  ten  succumbed,  probably  because 
treatment  had  started  too  late. 

The  Academy  of  Sciences  created  a 
special  establishment  for  the  treat- 
ment of  rabies,  called  the  Institut  Pas- 
teur, inaugurated  in  1888.  Pasteur  was 
by  then  sixty-five,  partially  paralyzed 
by  a  stroke.  He  was  director  of  the  in- 
stitute until  his  death  in  1895. 

The  Institut  Pasteur  today  is  a  major 
center  of  biomedical  research.  Pasteuh- 
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ens,  as  its  reseeirchers  like  to  call  them- 
selves, have  made  countless  contribu- 
tions to  the  control  of  disease,  and 
eight  of  them  have  won  Nobel  Prizes. 
In  1983  Luc  Montagnier,  head  of  can- 
cer-virus resecirch  at  Pasteur,  was  the 
first  person  to  report  identification  of 
the  AIDS  virus. 

NEW  CONCEPTS  OF 
MATTER 

Henri  Becquerel,  a  graduate  of  the 
Ecole  Polytechnique,  began  a  series 
of  exciting  advances  into  atomic  and 
nuclear  physics  in  1896,  when  he  dis- 
covered the  spontameous  radiation  of 
atoms  of  uranium,  which  he  called  ura- 
nic  rays.  Marie  Sklodowska,  who  had 
come  to  Paris  from  Poland  to  study  sci- 
ence and  had  mcirried  the  physicist  Pi- 
erre Curie,  demonstrated  in  1898  that 
thorium  also  emitted  radiation.  Her 
husband  joined  her  in  her  seau-ch  for 
other  radioactive  substances,  and  to- 
gether they  discovered  polonium  and 
radium.  In  1903  Becquerel  and  the  Cu- 
ries were  honored  with  the  Nobel  Prize 
in  physics.  In  191 1  Mairie  Curie  won  2ui- 
other  Nobel  Prize,  this  time  in  chemis- 
try—  the  only  woman  to  have  been  so 
honored  twice. 

Irene  Curie,  the  daughter  of  Pierre 
and  Meirie,  later  worked  with  her  hus- 
band, Frederic  Joliot,  to  describe  ariiti- 
cial  radiation  and  contributed  to  the 
discovery  of  the  neutron.  The  Joliot- 
Curies,  as  they  were  called,  won  the  No- 
bel Prize  in  chemistry  in  1935  for  the 


Nuclear  power  plants  like  this 
one  at  N(«ent-sur-Seine  provide 
70  percent  of  France's  electricity. 


^1 


synthesis  of  new  radioactive  elements 
Joliot  and  several  colleagues  appliei 
in  1939  for  patents  on  methods 
produce  energy  through  fission — thi 
chain  reaction  that  would  lead  to  thi 
atom  bomb  cmd  nuclear  power. 

Other  French  Nobel  Prize  winner 
who  contributed  to  the  developmen 
of  nucleeir  physics  include  Jean  Perrii 
(1926),  Prince  Louis  de  Broglie  (1929) 
Alfred  Kastler  (1966),  and  Louis  Nee 
(1970).  The  French  nationwide  adop 
tion  of  nuclecir  power  is  a  testzmnent  t( 
their  achievements;  the  nation  nov 
has  forty-eight  nucleeir  reactors  in  op 
eration,  providing  70  percent  of  tht 
country's  electric  power.  France  ha« 
pioneered  in  nuclear- waste  treatmen 
with  its  construction  of  a  huge  plauit  ir 
La  Hogue  where  uranium  and  pluto 
nium  are  extracted  from  waste  for  re 
use.  Highly  radioactive  material  that  if 
unusable  is  tciken  to  the  Mau-coule  nu 
clear-research  center  for  vitrification 
before  storage. 

There  has  also  been  a  good  deal  oi 
ingenuity  applied  to  the  generation  ol 
power  from  natural  sources  in  Frauice 
A  tidal  power  plant  on  the  Ranee  Riv 
er,  near  the  English  Channel,  openec 
in  1966,  generates  up  to  five  hundrec 
thousand  kilowatts  of  electricity  with 
absolutely  no  pollution.  The  free  en 
ergy  comes  from  the  twice-daily  surge 
of  tidewater  in  and  out  of  the  river  es 
tu2uy. 

AHEAD  ON  WHEELS  .  .  . 

France's  first  bicycles  appeau^ed  in  the 
late  eighteenth  century,  aind  they  were 
rudimentau^,  with  no  pedals,  no  braikes, 
and  no  steering  gear.  They  were  pro- 
p>elled  by  pushing  on  the  ground  with 
the  feet.  This  solved  nobody's  trans- 
p>ortation  problems,  but  in  1855  a  lock- 
smith named  Pierre  Michaux  thought 
of  attaching  pedals  to  the  front  aixle, 
auid  bikes  begain  to  tcike  off.  Soon  the 
chain  drive  was  invented,  both  in 
France  and  in  England,  and  France's 
prototypical  personal-transportation 
image — the  worker  wearing  a  beret, 
baguette  of  bread  under  his  arm,  pedal- 
ing on  a  bicycle — was  created. 

The  first  automobile,  broadly  defined 
— in  France  or  anywhere — was  a  huge, 
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A  MESSAGE  TO  DOCTORS  AND  THEIR  PATIENTS 


Our  prescription  drugs  provide 

the  desired  therapeutic  benefits, 
or  they  cost  you  nothing 


Traditionally,  patients  have  always  taken  pre- 
scription drugs  at  their  own  financial  risk.  If  the 
desired  therapeutic  benefits  are  not  achieved— 
or  side  effects  nnake  it  innpossible  to  continue 
taking  the  medication— the  patient  must  still  bear 
the  cost. 

As  the  overall  cost  of  healthcare  continues  to 
mount,  paying  for  medication  that  is  not  helpful 
can  present  a  serious  financial  burden.  There- 
fore, we  announced  an  unprecedented  program 
of  cost  savings  to  Searle  medicine  users.  We  call 
this  program  the  Searle  PATIENT  PROMISE*. 

The  promise  is  that  any  time  a  Searle  prod- 
uct fails  to  achieve  the  desired  therapeutic  bene- 
fits, in  the  opinion  of  the  prescribing  physician, 
Searle  will  refund  100  percent  of  the  cost  of  the 
most  recent  prescription.  This  enables  physi- 
cians to  help  their  patients  avoid  the  cost  of 
unused  medications.  This  is  the  first  time  any 
company  has  established  such  a  program  for  all 
its  prescription  drugs. 

It  has  been  said  that  a  drug  that  helps  solve  a 
problem  is  worth  paying  for,  but  one  that  does  not 
help  is  of  little  or  no  value.  As  a  practical  matter, 
the  efficacy  of  any  medical  treatment  cannot  be 
separated  from  considerations  of  cost.  A  socially 
responsible  manufacturer  must  care  about  the 


patient's  pocketbook  as  well  as  the  patient's 
health. 

It's  easy  for  the  patient  and  even 
easier  for  the  doctor 

All  that  is  required  from  the  physician  is  to  write 
his  or  her  name,  address,  and  signature  on  the 
refund  form-no  questions  asked-and  the 
patient  does  the  rest.  Searle  refunds  100  percent 
of  the  out-of-pocket  costs  for  the  most  recent 
prescription  for  that  product,  plus  the  cost  of 
postage. 

The  Searle  PATIENT  PROMISE'  applies  to 
all  Searle  prescription  products.  This  offer  is  void 
where  prohibited.  For  information  and  refund 
forms  the  physician  need  only  contact  the  Searle 
representative  or  write  to:  Searle  Processing 
Unit,  PATIENT  PROMISE,  PO.  Box395F,  Great 
Neck,  NY  11022. 

This  offer  applies  only  to  prescriptions  written  in  the  continental  U.S. 
and  its  territories 
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Nicolas  Joseph  Cugnot's 
steam-powered  automobile 
for  transporting  artillery. 


heavy,  steam-powered  vehicle  with 
three  wheels  built  by  Nicolas  Joseph 
Cugnot  in  1769.  it  was  designed  to  haul 
heavy  objects  such  as  cannon  and  had 
a  top  speed  of  2.3  miles  per  hour. 
French  engineers  made  central  contri- 
butions to  the  evolving  gasoline  en- 
gine. In  1860  Etienne  Lenoir  developed 
what  can  be  considered  the  first  in- 
ternal-combustion engine,  a  two-cycle 
job  that  ran  on  coal  gas.  He  also  de- 
vised a  spark  plug  not  unlike  those 
used  today.  Other  advances  followed 
with  the  four-  and  six-cylinder  engines 
of  Fernand  Forest  in  1888  and  1889. 

The  vehicles  built  by  France's  Rene 
Panhard  and  Emiie  Levaissor  from  1891 
to  1894  were  among  the  earliest  true 
gasoline  automobiles.  A  major  contribu- 
tion to  the  well-being  of  the  first  motor- 
ists was  made  by  the  brothers  Andre 
and  Edouard  Michelin,  who  ran  a  bicy- 
cle-tire manufacturing  company.  They 
invented  the  first  tires  that  could  be  de- 
mounted, and  put  them  on  a  car  they 
drove  in  the  1895  Paris-to-Bordeaux 
road  race.  They  didn't  win  the  race, 
but  they  won  a  lot  of  notice  and  cus- 
tomers. Their  company  developed  the 
steel-belted  radial  tire  in  1946  and  to- 
day is  the  second-largest  tire  maker  in 
the  world. 

The  explosive  increase  in  the  use  of 
cars  created  an  urgent  need  for  afford- 
able gasoline,  and  this  was  made  pos- 
sible largely  by  the  work  of  Emile  Hou- 
dry,  who  in  1925  developed  the  proc- 
ess called  catalytic  cracking,  to  break 
up  the  heavy  residues  from  refining 
into  light  by-products,  including  gaso- 
line. Almost  40  percent  of  the  world's 
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A  motorist  with  a  flat  tire 
accepts  the  gracious  largess  of 
the  Michelin  Fire  man. 


gasoline  is  produced  by  catalytic  crack- 
ing, and  it  plays  an  important  part  in 
keeping  prices  down.  Houdry  took  sev- 
eral year's  to  perfect  cat  cracking,  as  it 
is  called,  and  it  came  into  commercial 
use  only  in  1937. 

Finding  petroleum  in  the  first  place 
was  made  far  eaisier  by  another  major 
French  invention:  underground  pros- 
pecting with  electrical  currents,  or  elec- 
trical coring.  This  was  the  work  of  two 
brothers,  Conrad  cind  Marcel  Schlumber- 
ger,  and  the  methods  they  pioneered 
have  been  used  to  locate  many  of  the 
world's  known  oil  and  gas  reserves. 
Conrad,  a  professor  of  physics,  began 
experimenting  in  1912  in  the  basement 
of  the  Ecole  des  Mines  (the  Graduate 
Institute  of  Mining  Engineering)  in  Pcir- 
is,  and  with  Marcel,  an  engineer,  devel- 
oped a  method  of  charting  the  layers 
of  different  materials  underground  by 
measuring  the  resistance  to  electric 
currents  and  thus  determining  where 
oil  and  gas  deposits  might  lie. 

Well  t)efore  the  automobile  changed 
the  face  of  the  earth,  railroads  were 
speeding  transportation  for  millions, 
beginning  in  England,  where  the  first  lo- 
comotives were  built.  Marc  Seguin,  a 
brilliant  French  engineer,  imported  Brit- 
ish locomotives  in  1828  for  use  on  his 


The  record-breaking  train  de 
grande  v'rtesse  (TGV)  speeds 
through  the  French  countryside. 


rail  line  from  Lyons  to  St.  Etienne,  th 
first  railroad  in  France.  He  found  h 
had  to  replace  the  machines  with  h 
own  newly  invented  tubulcir-boiler  Ic 
comotives.  The  tubular  boiler  greatl 
increased  the  surface  area  of  pipin 
exposed  to  heat  and  thus  generate 
more  steeim  more  quickly. 

Framce's  most  striking  technologic 
contribution  to  train  travel  is  the  moc 
em-day  train  de  grande  vitesse,  o 
TGV.  The  TGVs  race  quietly  along  a 
up  to  168  mph  on  the  Paris-to-south 
eastern  France  run,  which  was  inaugt 
rated  in  1981.  The  TGV,  already  faste 
than  the  Japanese  Shinkansen  high 
speed  train,  will  reach  speeds  of  18 
mph  on  a  new  track  from  Paris  to  thi 
Atlantic.  Its  record  speed  in  test  run 
is  245  mph.  The  sum  of  a  great  many  in 
novations  in  design,  propulsion,  aerody 
namics,  braking,  and  controls,  it  is  in 
crecisingly  seen  as  offering  an  efficien 
and  pleasant  alternative  to  driving  fo 
a  country  where  seasonal  traffic  jam. 
can  be  colossal. 

.  .  .  AND  INTO  THE  AIF 

France  has  a  long  tradition  of  innova 
tion  in  flight,  from  the  first  manned  voy 
age  to  leave  the  surface  of  the  eartl 
through  World  War  1  fighter  planes 
early  jets,  the  first  supersonic  paissen 
ger  plane,  and  on  to  rocketry.  That  firs 
manned  flight  of  all  took  place  in  i 
Paris  park  in  1783  and  was  the  frui 
of  the  work  of  the  brothers  Montgol 
fier,  Joseph  and  Jacques  Etienne.  Thej 
launched  the  first  hot-air  balloon,  ir 
Annonay,  France,  on  June  4,  1783,  anc 
only  months  later  put  on  a  formal  dem 
onstration  at  Versailles  before  King 
Louis  XVI  and  Queen  Marie  Antoinette 
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Migntier  Tnan 
A  Million  Sworcls 

Two  hundred  years  ago  the  French  National  Assembly  approved 
the  Declaration  of  the  Rights  of  Man  and  of  the  Citizen. 

Within  a  month  the  U.S.  Congress  adopted  the  Bill  of  Rights. 
These  two  documents  affirm  the  spirit  of  liberty  that  inspired  both 
the  French  and  American  revolutions.  They  cemented  the  bond  between 
French  and  United  States  citizens  as  partners  in  liberty. 

The  American  Committee  on  the  French  Revolution  celebrates 
that  unity  and  the  words  that  expressed  it. 

Join  us  in  supporting  the  continued  fellowship  between  the 
two  nations  through  the  Bicentennial  Scholarship  Program. 
Write;  American  Committee  on  the  French  Revolution 
1511  K  Street,  NW  Hth  Floor,  Washington,  D.C.  20005 
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THE  Bicentennial  of  the  French  Revolution  -  France  and  America.  Partners  in  Liberty 

The  American  Committee  thanks  these  Partners  in  Liberty:  Fmana  Commilitr  Rand  V  Araskog,  Michel  Fribourg,  Felix  Rohatyn. 
John  F  Welch.  Corporaii  Down  Air  France,  M  L  Annenberg  Foundation,  Archer-Daniels  Midland  Foundation,  Arthur  Andersen 
&  Co.,  The  FA.  Bartlett  Tree  Expert  Co  ,  Chrysler  Corporation,  The  Dillon  Fund,  EI  du  Pont  de  Nemours  &  Company,  General 
Electnc  Foundation,  Inc  .  Florence  J  Gould  Foundation,  Grand  Marnier  Foundation,  Gulf  +  Western  Foundation,  ITT  Corporation, 
Lazard  Freres  &  Co  ,  MCA  Foundation,  Mission  du  Bicentenaire  de  la  Revolution  Fran(;aise  et  de  la  Declaration  des  Droits  de 
I'Homme  et  du  Citoyen,  KPMG  Peat  Marwick,  Revlon  Foundation,  Inc  ,  Warner  Communications,  Warner-Lambert  Co 
For  morr  informalion  and  a  fm  hrochuri  hsiing  Bicrnltnmal  tvrnls   circ/f  25J  on  ibf  RtaJrr  Strvicr  Card 
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Their  first  passengers:  a  rooster,  a 
duck,  and  a  sheep. 

According  to  legend,  Joseph  Montgol- 
fier  set  out  on  the  road  to  fhght  by 
observing  the  lifting  power  of  hot  air 
while  he  was  drying  a  shirt  over  a  fire. 
He  and  Etienne  constructed  trial  bal- 
loons of  cloth  and  paper  and  flew 
them  neeir  their  fcimily's  paper  factory. 

Joseph's  theories  about  the  expan- 
sive force  of  heat  contributed  to  the 
very  beginnings  of  thermodynamics; 
he  also  developed  the  concept  of  the  in- 
ternal-combustion engine,  and  another 
series  of  speculations  led  him  to  per- 
fect the  hydraulic  ram,  which  uses  the 
force  of  falling  water  to  lift  part  of  a 
stream  to  a  higher  level.  His  life's  work 
is  a  striking  illustration  of  what  a  crea- 
tive mind  could  accomplish  even  with 
limited  scientific  knowledge  and  re- 
sources. Opening  the  skies  to  man  wais 
an  epic  feat  by  any  standard. 

France's  pioneering  in  the  skies  con- 
tinued with  the  first  dirigible,  a  steam- 
powered  balloon  flown  by  Henry  Gif- 
fard  in  1852,  amd  a  first  glider  flight,  in 
1856,  by  Jean  Marie  Le  Bris.  Louis  Ble- 
riot  brought  heavier-than-air  flight  to 
maturity  in  1909,  when  he  made  the 
first  airplane  trip  across  the  English 
Channel.  And  to  make  it  all  a  little 
safer,  a  cautious  Frenchman  named  An- 
dre Jacques  Garnerin  patented  in  1802 
a  design  for  a  parachute — "to  slow  the 
fall  after  the  explosion  of  a  balloon." 

in  our  own  time  France  has  extend- 
ed the  horizons  of  air  travel  with  the 
Concorde,  the  world's  first  and  only 


An  Ariane  rocket  hurtles  skyward 
from  France's  space  complex  in 
Kourou,  French  Guiana. 


successful  supersonic  passenger  air- 
craft, an  achievement  France  accom- 
plished in  pairtnership  with  Great  Brit- 
ain. The  plane  hcis  been  flying  for  twen- 
ty years  and  is  expected  to  continue 
for  at  lecist  amother  decade. 

Today  France  is  a  world  leader  in 
rocketry,  with  a  string  of  highly  suc- 
cessful Ariane  commercial  launches 
from  its  base  in  French  Guiana,  it  has 
also  developed  advanced  aerial  weap- 
ons such  as  the  Exocet  missile,  anti- 
tank rockets,  fighter  plames,  and  heli- 
copters, which  have  helped  make  it 
the  world's  largest  arms  exp>orter  after 


the  Soviet  Union  and  the  United 
States.  Two  years  ago  France  and  Ger 
many  agreed  to  work  on  the  joint  devel 
opment  of  the  Eurocopter — a  combat 
helicopter  that  may  be  the  most  ad- 
vanced of  its  kind.  France  is  also  a  key 
player  in  the  European  consortium 
that  builds  Airbus  commercial  planes. 

SENDING  A  MESSAGE 

France  has  been  as  much  a  leader  in 
the  movement  of  ideas  and  informa- 
tion as  in  that  of  bodies,  goods,  and 
material.  An  early  step  toward  an  in- 
stantaneous long-distance  communica- 
tions system  was  the  visual  telegraph, 
or  semaphore,  developed  by  Claude 
Chappe  in  1791.  It  consisted  of  a  series 
of  towers  built  on  high  points,  on 
which  were  mounted  arms  that  could 
be  moved  to  signal  different  letters, 
just  as  a  navy  uses  signal  flags. 

The  device  was  promptly  put  to  work 
by  Charles  Havas,  who  founded  the 
world's  first  news  service.  He  started 
modestly  with  a  news  translation  serv- 
ice in  Pciris,  then  in  1835  added  corre- 
spondents, who  conveyed  their  infor- 
mation to  the  central  office  by  sema- 
phore and  homing  pigeon.  The  Havas 
agency  flourished  over  the  years,  adopt- 
ing new  technology  as  it  appeared — 
telegraph,  telephone,  teletype — and 
in  1944  split  into  the  Havas  advertising 
agency  and  the  Agence  France  Presse, 
which  remains  today  one  of  the  world's 
major  wire  services. 

While  Havas  served  the  sighted,  Lou- 
is Braille  worked  on  a  system  to  facili- 


Left:  A  MontgoHier  brothers  hot- 
air  balloon  ascends  in  1783. 
Above:  The  Concorde  today. 
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5ET-riNG     THE     RIGHT     PEOPLE    TO    THE 

eiGHT   PLACE  -   RIGHT  AWAY. crews  that  fly 
OR   THE    U.S.    Coast   Guard    search    and    rescue   teams. 

OCTORS    AND    NURSES    WORKING    WITH     RESCUE    GROUPS:    ALL 

OUNT    ON    THE    RELIABILITY    OF    , 
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OO    MEMBER    WORK     FORCE    IN    TEXAS   FULLFILL  THE   DEMANDS 
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ITALS.    POLICE    OR    CORPORATE    MANAGEMENT.    CREATING    AND 
ORKING     TOGETHER     KEEPS     US     UP     THERE.     MEET     THE     TEAM. 
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WE  HELPED  SHAPE 


In  1914,  production  of  the 
earth's  first  soft  drink  reached 
2  million  bottles  a  year.  Today, 
it's  over  2  million  bottles  a  day. 

And  how  does  Verrerie  de 
Languedoc  (a  subsidiary  cf  Perrier) 
maintain  the  coni-istent  shape 
and  quality  of  this  world-famous 
bottle? 


With  computer  systems  from  Pr 
We  gave  Verrerie  de  Languedoc  t 
capacity  to  design  and  mass  produc 
their  bottle  molds  on  digitally  contrc 
units.  This  integrated  CAD/CAM 
(Computer -Aided  Design/Compute 
Aided  Manufacturing)  system  from 
Prime  makes  production  more  effici 
and  the  drafting  board  pass^. 


RENCH  REVOLUTION 


\nd  to  cap  it  off,  we  gave  them  a  high- 
'formance  database  management  system. 
le  that  lets  everyone  share  information  fast  so 
Items  management  flows  more  smoothly. 
Df  course  their  success  is  part  of  Prime's 
:cess.  We're  a  Fortune  500  company  with 
nual  revenues  of  more  than  $1.5  billion. 
If  you'd  like  to  know  more  about  how  Prime 
1  help  your  business  become  a  cause  cd^bre, 


just  call  1-617-275-1800  ext.  5490 
(In  Canada,  1-800-268-4700). 
Prime.  Vive  la  revolution. 


Prime. 

Prime  Computer,  Inc. 

Prime  and  the  Johnson  &  Johnson  Family  of  Companies  are 
proud  co-sponsors  of  the  PBS  series  NOVA. 
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tate  communication  for  the  blind.  Blind- 
ed by  cin  accident  when  he  was  three, 
Braille  perfected  a  system  that  uses  pat- 
terns of  raised  dots  to  represent  the  let- 
ters of  the  alphabet,  it  allows  the  blind 
to  write  as  well  as  read  and  is  used 
throughout  the  world. 

A  pathbreciking  French  communica- 
tions advance  without  parallel  else- 
where is  the  nationwide  adoption  of 
the  Minitel,  a  device  with  a  keyboard 
and  screen  with  which  users  can  call 
up  information,  make  reservations, 
auid  order  other  services.  France's  p>ost- 
al  and  telephone  service  decided  in 
1982  to  put  the  nation's  entire  tele- 
phone information  data  bank  on  a  Mini- 
tel hookup  and  to  distribute  the  ma- 
chines free  to  every  telephone  sub- 
scriber who  wanted  one.  This  led  to 
practically  instant  acceptance,  and 
there  are  now  more  than  4,500,000  Mini- 
tels  in  French  offices  and  homes. 

Minitels  offer  more  than  three  thou- 
sand other  services  besides  the  tele- 
phone directory,  including  banking, 
news,  train  and  plane  ticket  reserva- 
tions, horse-race  betting,  and  games. 
Doctors  can  call  up  medical  refer- 
ences; students  can  get  help  with  home- 
work. More  than  a  century  ago  Jules 
Verne  envisioned  videophones  bring- 
ing sound  and  images  into  homes.  Now 
his  flight  of  fancy  is  a  reality.  Minitels 
tire  changing  French  life,  profoundly  af- 
fecting behavior  patterns  and  demolish- 
ing loneliness  and  isolation. 

THE  AGE  OF  LKiHT— 
AND  OF  OPTICS 

If  the  postrevolution£iry  era  was  the  pe- 
riod when  the  Enlightenment  reached 
full  flower  —  les  Lumieres,  as  the 
French  call  it,  meaning  "the  Lights" — it 
was  also  a  time  when  scientists  and 
resecirchers  became  preoccupied  with 
light  itself,  studying  its  nature  and 
means  of  capturing  it.  World-changing 
discoveries  and  inventions  were  made 
by  such  figures  as  Niepce,  Daguerre, 
and  the  happily  named  genius  of  the 
moving  picture,  Louis  Lumiere. 

Light  interested  eighteenth-century 
physicists  for  more  reasons  than  its 
f>ower  to  illuminate;  it  was  also,  obvi- 
ously, a  form  of  energy.  Lavoisier  is 


The  novelty  of  the  moving  picture 
amazes  the  audience  in  this 
poster  for  an  1897  Lumiere  film. 


credited  with  building  the  first  solar 
furnace,  shortly  before  the  Revolution. 
He  used  a  set  of  mirrors  to  concentrate 
sunlight  on  materials  he  attempted  to 
break  down  with  extreme  heat,  includ- 
ing diamonds. 

In  1839  Antoine  Cesair  Becquerel  pro- 
duced what  is  considered  the  first  so- 
lair  electric  cell;  later  two  French  inven- 
tors, Augustin  Bernard  Mouchot  and 
Abel  Pifre,  were  granted  a  patent  for 
a  solar-powered  steam  engine,  which 
they  demonstrated  at  the  Paris  Interna- 
tional Elxhibition  in  1878.  Their  design 
utilized  a  reflector  to  gather  and  con- 
centrate the  sun's  rays  amd  made  it  pos- 
sible to  move  the  reflector  so  it  was 
always  oriented  towaird  the  sun.  Much 
more  recently  French  scientists  built  a 
huge  parabolic-mirror  solar  collector 
and  furnace  in  1955  in  the  Pyrenees 
Mountains  at  Odeillo. 

Quite  another  aspect  of  light  was 
the  preoccupation  of  Joseph  Nice- 
phore  Niepce.  He  won  a  photo  finish, 
as  it  were,  over  the  English  inventor 
William  Henry  Fox  Talbot  in  making 
known  a  process  for  producing  photo- 
graphs. They  worked  along  similar 
lines  for  years,  unbeknownst  to  each 
other.  Niepce  was  a  lithographer  who 


experimented  for  a  decade  in  seau-ch  of 
a  means  of  recording  the  images  seen 
in  a  ccimera  obscura,  a  box  with  a  pin- 
hole acting  as  a  lens.  He  tried  working 
with  a  glass  plate  coated  with  silver 
chloride  and  got  a  faint  image.  His  first 
negative,  made  in  1816,  was  on  paper, 
and  the  first  photograph,  Vue  d'une 
fenetre,  in  1826,  on  metal. 

Louis  Daguerre  worked  with  Niepce 
until  the  latter  died  in  1833.  Daguerre 
developed  a  method  for  making  a  posi- 
tive image  on  a  silver  plate,  which  he 
called,  not  surprisingly,  a  daguerreo- 
type. Daguerreotypes  became  enor- 
mously p>opulcir,  providing  people  who 
could  not  afford  artists'  portraits  with 
a  way  of  preserving  likenesses. 

The  difficult  problem  of  capturing 
motion  on  film  was  solved  by  Jules 
Marey,  who  in  1887  made  the  first  mo- 
tion picture,  using  a  kind  of  rifle  that 
took  twelve  exposures  per  second.  The 
Lumiere  brothers,  Louis  and  Auguste, 
patented  their  Cinematographe  in 
France  in  1895,  for  both  making  and 
showing  movies.  This  was  the  first  com- 
plete system  for  photographing,  print- 
ing, and  projecting  moving  pictures 
onto  a  screen.  They  went  on  to  pro- 
duce the  first  true  motion-picture 
films. 

The  CinemaScope  principle,  which 
brought  new,  wider  horizons  to  mo- 
tion pictures,  wcis  worked  out  and  pat- 
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Liberty  and  Audacity: 

200  Years  of  French  Innovation  and  Technology 
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France  is  on  the  move...  France  is  more... 

France's  important  contribution  to 
Science,  Industry  and  Technology  will 
be  explored  in  seminars  at  universities, 
meetings  and  press  conferences. 


From  Fall  1989  dirough  Spring  1990, 
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ented  in  1927  by  Henri  Jacques  Chre- 
tien, a  physicist.  Chretien  used  a  dis- 
torting, or  anamorphic,  lens  to  com- 
press a  wide-screen  picture  onto  film. 
A  similar  lens  widened  the  picture 
again  when  it  wcis  projected. 

Just  in  the  last  decade  French  tech- 
nicians have  produced  the  world's 
most  sharp-eyed  civilian  observation 
satellite,  called,  appropriately  enough, 
SPOT,  for  Systeme  Probatoire  d'Obser- 
vation  de  la  Terre.  SPOT  records  im- 
ages of  the  earth  from  514  miles  up,  us- 
ing giant  551 -pound  telephoto  lenses. 
The  images,  which  are  transmitted  digi- 
tally to  land  stations,  can  register  ob- 
jects as  small  as  thirty  feet  long. 

France  is  also  a  leading  peirticipant 
in  a  European  Space  Agency  effort  to 
build  and  put  into  orbit  the  ISO  (Infra- 
red Space  Observatory)  resccirch  pro- 
ject. The  satellite  should  be  in  place 
by  1993.  France's  big  state-owned  avia- 
tion company,  Aerospatiale,  is  the 
prime  contractor  for  the  effort  and  is 
constructing  the  infrared  telescope  for 
the  satellite. 

NEW  MACHINES  FOR  A 
NEW  WORLD 

In  the  period  after  the  French  Revolu- 
tion, as  the  spirit  of  freedom  mingled 
with  the  excitement  of  the  Industrial 
Revolution  sweeping  Europe,  there 
arose  a  vast  interest  in  new  mechani- 


Jacquard's  1801  loom  introduced 
digital  technology  with  its  system 
of  punch-card  programming. 
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A  segment  of  the  Suez  Canal, 
which  connected  the  Red  Sea 
and  the  Mediterranean  in  1869, 


cal  solutions  to  old  manufacturing 
problems.  A  visit  to  Frzmce's  high  tem- 
ple of  invention,  the  museum  of  the 
Conservatoire  des  Arts  et  Metiers  in 
Paris,  makes  c\ear  just  how  f>ervasive 
the  innovative  spirit  was.  In  gallery  af- 
ter gallery,  displays  of  vehicles,  clocks, 
machines,  equipment  for  agriculture, 
and  electrical  and  radio  gear  testify  to 
the  vciriety  of  France's  technical  ambi- 
tion and  imagination.  Glistening,  new 
jet  engines  and  rotary  aircraft  motors 
are  displayed  in  what  was  once  a  great 
twelfth-century  abbey. 

A  key  exhibit  focuses  on  the  inven- 
tions of  Joseph  Mcirie  Jacquaird,  an  in- 
genious weaver  who  lived  from  1752  to 
1834  and  worked  in  Lyons.  Jacquard's 
introduction  in  1801  of  a  card-con- 
trolled loom  for  weaving  designs  into 
cloth  was  an  advance  whose  full  impor- 
tance could  not  be  dreaimed  of  at  the 
time,  but  it  won  him  a  medal  at  the 
1801  Paris  Industrial  Exposition  and, 
five  years  later,  a  lifetime  income  plus 
royalties  on  all  the  Jacquard  looms 
that  were  sold.  At  first  angry  workers 
rioted  and  destroyed  the  new  labor- 
saving  looms,  but  gradually  the  de- 
vices won  broad  acceptamce. 

The  ultimate  importance  of  Jac- 
quard's achievement  lay  in  the  princi- 
ple of  using  numeric  signals,  or  con- 
trols, to  operate  machinery,  a  princi- 
ple that  Charles  Babbage,  the  English 
inventor,  applied  to  the  calculating  ma- 
chine he  described  in  1834  but  never 


built.  The  Englishman  had  cis  his  inspi- 
ration a  portrait  of  Jacqucird  that  had 
been  woven  with  the  aid  of  a  program 
made  up  of  twenty-four  thousand  per- 
forated cards.  And  thus  began  digital 
technology.  Essentially  similar  cards 
continued  in  use  with  computers  until 
the  1970s,  and  the  concept  of  numeric 
controls  in  running  machine  tools,  for 
exEunple,  is  flourishing  more  than  ever 
today. 

While  weaving  was  being  mecha- 
nized by  Jacquard,  another  ingenious 
spirit  was  modernizing  the  manufac- 
ture of  paper.  Nicholas  Louis  Robert 
sought  a  means  to  avoid  the  laborious 
handwork  traditionally  involved  in  mak- 
ing paper  sheet  by  sheet.  In  1799  he 
was  granted  a  patent  for  a  process  for 
making  continuous-form  paper,  using 
an  endless  belt  of  screening  that  could 
cairry  along  the  watery  mix  of  ficix  and 
hemp  fibers  while  allowing  excess  liq- 
uid to  drain  off,  after  which  the  remain- 
ing matter  could  be  pressed  with  roll- 
ers. By  lowering  the  cost  of  paper,  the 
invention  genuinely  made  it  possible 
to  circulate  ideas  and  knowledge  more 
freely. 

engineering  on  the 
(;r/\ndest  scale 

Ferdinand  de  Lesseps  demonstrated  to 
France  and  the  world  that  man  could 
dominate  nature — and  change  the  re- 
lations between  oceans.  He  did  so  by 
building  the  Suez  Canal.  Lesseps  led  a 


When  we  set  out  to  contribute 

to  French  technology,  we  didn't  have  to 

look  far  for  inspiration. 

The  names  Eiffel,  Pasteur  and  Bleriot  stand 
as  much  for  change  and  innovation  as  they 
do  for  engineering  medicine  and  aeronautics. 
Today,  GE,  working  with  a  new  corps  of 
i  French  scientists  and  engineers,  is 
following  their  lead  in  areas  as  diverse  as 
medical  systems,  aircraft  engines  and  plastics. 

And  while  names  like  Jean-Pierre  Lechevalier, 
Jean  Lienard,  andjacques  Rossignol  may  not  yet 

be  well-known,  some  of  their  accomplishments, 
like  medical-imaging  systems  and  aircraft 
engine  design,  already  are 
iH      Which  just  goes  to  show  how  much  you  can 
do  when  you  have  a  lot  to  live  up  to. 


l/l/e  bring  good  things  to  fife. 


richly  textured  life  of  movement,  dan- 
ger, and  extraordinary  technological  ac- 
complishment. He  was  a  fauniliar  of  the 
great,  a  dreamer  who  made  his  dreaims 
become  reality  by  sheer  drive  and 
force  of  personality. 

He  wcis  the  "originator  of  one  of  the 
biggest  propositions  ever  put  forward 
to  private  enterprise,"  according  to  his 
biographer  Charles  Beatty.  Lesseps's 
scheme  was  to  create  a  hundred-mile 
open  waterway  between  the  Mediterra- 
nean and  the  Gulf  of  Suez,  leading 
thence  to  the  Red  Sea.  He  said  the  ca- 
nal would  facilitate  trade,  cut  shipping 
costs,  and  inevitably  change  strategic 
relations,  "halving  the  distance  to  the 
Indies  from  both  Europe  and  America." 
People  were  "excited  by  the  grandeur 
of  the  project,"  Beatty  observes,  "as 
though  it  were  an  idol  of  the  Religion 
of  Progress." 

Lesseps  wcis  neither  a  financier  nor 
an  engineer.  He  had  been  a  diplomat 
and  while  serving  in  Egypt  had  got  the 
concession  from  the  viceroy  of  Egypt 
to  open  a  passage  through  the  Isthmus 
of  Suez.  Strong  opposition  to  the  proj- 
ect arose  in  England  and  in  Turkey, 
but  Lesseps  pressed  ahead  and  raised 
half  the  capital  needed  by  popular  sub- 
scription in  France. 

Workers  deserted,  cholera  killed  off 
others,  riots  broke  out,  food  and  water 
supplies  were  interrupted,  but  Lesseps 
persisted.  He  was  likened  to  a  "locomo- 
tive. .  .  .  The  power  of  Lesseps  was  mo- 
mentum." Failure  repeatedly  seemed 
certain,  but  Lesseps  struggled  on, 
raised  more  money,  and  saw  more  in- 
fluential people.  Rock  was  blasted,  mil- 
lions of  cubic  feet  of  sand  and  earth 
were  moved,  and  on  August  15.  1869, 
the  two  seas  met.  The  event  was  attend- 
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Stages  in  the  erection  of 
Gustavo  Eiffel's  monumental 
tower  in  Paris,  1888-89. 


ed  by  elaborate  ceremony,  and  soon  af- 
terward Lesseps  traveled  by  ship  from 
one  end  to  the  other  in  fifteen  hours. 

Lesseps  became  a  world  celebrity 
and,  probably  inevitably,  was  drawn, 
at  the  age  of  seventy-four,  into  the 
French  project  to  build  a  canal  across 
the  Isthmus  of  Panama.  The  venture 
suffered  from  insufficient  financing, 
loss  of  key  people  to  yellow  fever  or 
sheer  fatigue,  and  unforeseen  techni- 
cal problems,  and  by  1889  work  had  to 
be  stopped.  Lesseps  suffered  a  stroke 
and  died  in  1894.  The  United  States 
bought  out  the  French  company  in 
1902  for  forty  million  dollau-s  and  com- 
pleted the  canal  in  1914.  But  Lesseps 
lives  on  as  de  Lesseps  of  Suez,  a  man 
who  t>elieved  that  anything  man  want- 
ed to  do  could  be  done. 

Yet  it  was  another  French  civil  engi- 
neer who  most  completely  epitomized 
the  era:  Gustave  Eiffel.  His  breathtak- 
ing tower  was  built  as  the  centerpiece 
of  the  great  Paris  Exp>osition  of  1889  to 
mark  the  centenary  of  the  Revolution 
and  to  show  what  had  been  accom- 
plished by  mankind  over  those  hun- 
dred years.  During  the  six  months  of 
the  exposition  more  than  thirty-two  mil- 
lion visitors  saw  the  soaring  audacity 
of  the  wrought-iron  tower,  far  taller 
than  any  other  structure  on  earth.  The 
tower  is  a  perfect  symbol  of  France's 
two-hundred-year  journey  from  the 
Revolution  to  today. 

Eiffel  had  trained  at  a  top  French 
school  as  an  engineer  and  by  the  time 
he  was  twenty-five  was  in  charge  of 
constructing  a  major  Ccist-iron  bridge 
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across  the  G£ironne  River  at  Bordeaux. 
There  he  distinguished  himself  by  leap- 
ing into  the  river  to  save  a  worker  who 
had  fallen  in.  He  also  drew  notice  by 
completing  the  job  on  time,  using  an 
innovative  pile-driving  technique.  His 
career  burgeoned  with  commissions 
to  build  bridges,  gasworks,  churches, 
stores,  banks,  and  steel  mills.  Along 
the  way  he  designed  the  structural 
frcimework  for  the  Statue  of  Liberty. 

The  Eiffel  Tower's  design  was  not 
strictly  his;  it  was  by  his  chief  of  re- 
search, Maurice  Koechlin,  a  fact  Eiffel 
never  concealed.  But  Eiffel  made  the 
tower  his  own  by  his  genius  of  execu 
tion.  The  structure,  unprecedented  in 
its  daring,  was  completed  within  the 
stringent  time  limit  —  two  years  and 
two  months — at  6  percent  under  the 
budget,  which  was  the  equivalent  of 
$1,600,000. 

Not  lacking  in  a  sense  of  ceremony, 
Eiffel  announced  as  construction  start- 
ed that  the  tower  would  be  built  "to 
the  glory  of  modern  science,  and  to 
the  greater  honor  of  French  industry, 
an  arch  of  triumph  cis  striking  as  those 
that  preceding  operations  had  raised 
to  conquerors."  When  it  Wcis  complet- 
ed, he  personally  climbed  to  the  top 
and  raised  a  gigantic  blue,  red,  and 
white  French  flag  from  the  staff,  nine 
hundred  feet  above  the  Seine.  He  calcu- 
lated the  tower's  total  weight  at  9,441 
tons;  it  wcis  able  to  accommodate  ten 
thousand  visitors  at  one  time  and  to 
withstand  winds  stronger  than  any 
ever  recorded  in  Paris.  Although  he 
designed  it  so  it  could  be  dismantled 
after  the  fair,  it  has,  of  course,  lived  on 
as  the  star  of  the  City  of  Light. 

If  Eiffel  changed  the  skyline  of  Paris, 
the  renowned  Baron  Haussmann,  pre- 
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Advantage  BNP 
in  Europe. 

As  a  top-ranking  European  bank  firmly  established 
among  the  world's  leaders,  BNP  offers  you  the  power  and 
efficiency  of  its  worldwide  network. 

With  offices  in  74  countries,  BNP  monitors  major  world 
markets  24  hours  a  day,  gathering  and  analysing  up-to-the- 
minute  data  in  the  service  of  its  clients. 

With  a  specialized  international  teleprocessing  net- 
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feet  of  tfie  city  under  Napoleon  III, 
worked  equally  sweeping  changes  at 
ground  level.  Paris  had  grown  from  its 
beginnings  on  an  island  in  the  Seine  to 
encompass  large  areas  on  both  banks 
and  had  absorbed  a  number  of  villages 
that  formerly  surrounded  it,  so  streets 
were  meandering  and  often  narrow. 
Haussmann  was  what  would  now  be 
called  an  urbanist;  he  conceived  of  a 
truly  modern  Paris,  changing  it  from  a 
city  of  many  slums  and  pervading  filth, 
creating  great  wide  avenues  and  vast 
ceremonial  open  areas  like  the  Place 
de  la  Nation,  the  Opera,  and  the  Etoile. 
(There  were  allegations  that  Napoleon 
III  wanted  to  widen  the  avenues  so 
that  rioters  could  not  block  off  areas 
and  troops  could  move  more  easily 
wherever  needed,  but  the  official  mo- 
tive was  to  improve  city  living — which 
might  in  itself  fend  off  riots  anyway.) 

Another  late-nineteenth-century 
change  in  the  Paris  cityscape  also 
helped  define  modern  urban  life  —  a 
revolution  in  retailing.  It  was  started, 
in  the  most  modest  of  ways,  in  1852  by 
Aristide  Boucicaut,  a  partner  in  a  little 
Paris  store  called  Au  Bon  Marche.  He 
established  fixed  prices,  with  no  hag- 
gling; put  merchandise  on  open  dis- 
play rather  than  keep  it  out  of  sight; 
and  structured  the  store  by  specific 
departments  (making  it  the  first  depart- 
ment store),  each  with  its  own  supervi- 
sor. Salespeople  were  put  on  commis- 
sion and,  wonder  of  wonders,  custom- 
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"Smart  cards" — credit  cards  with 
computer  chips — are  changing 
the  way  people  spend  money. 


ers  were  allowed  to  return  unwanted 
merchandise.  To  top  it  off  Boucicaut  in- 
stituted free  delivery,  "as  fcir  £is  a  horse 
can  go  in  Paris."  He  pioneered  a  num- 
ber of  social  mecisures  for  employees 
as  well:  The  store  provided  free  meals 
for  staff  members,  gave  annual  leave, 
made  promotions  on  the  basis  of  merit 
and  seniority,  and  offered  professional 
training. 

In  the  twentieth  century  another 
new  vision  of  urbanism  emerged,  fol- 
lowing on  the  nineteenth-century 
plans  of  Haussmann,  this  time  from 
Charles  Edouard  Jeanneret,  a  Swiss- 
born  French  architect  known  as  Le  Cor- 
busier.  Le  Corbu,  as  some  called  him, 
dreamed  of  airier,  more  welcoming  cit- 
ies, built  on  pillars,  a  dream  realized 
to  some  extent  in  a  number  of  proj- 
ects, notably  at  L'Unite  d'Habitation, 
built  in  Marseilles  in  the  1940s.  His 
work  was  harshly  criticized  by  some 
and  remains  both  deeply  influential 
and  controversial. 

AN  UNFORESEEABLE, 
PROMISIMi  FUTURE 

Jean  Jacques,  a  historian  of  science 
and  professor  emeritus  at  the  Sor- 
h)onne,  hcis  observed  that  important  in- 
ventions are  frequently  accidents,  felic- 
itous occurrences  that  crop  up  in  the 
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course  of  doing  unrelated  work.  Tt 
word  he  uses  for  this  phenomenon 
I'impreuu — "the  unforeseen." 

Just  one  example  of  the  kinds  • 
things  coming  out  of  inventors'  garag« 
and  offices  in  France  will  give  an  id( 
of  what  may  lie  eihead.  It  is  the  sma 
ccu-d.  Roland  Moreno  achieved  an  ele- 
tronic  wedding  in  1974  when  he  meh 
ed  the  ceird,  as  in  credit  caird,  with  \i 
chip,  as  in  computer  chip.  His  ingei 
ious  smart  card  appears  likely  to  pie 
a  growing  role  in  a  society  increasin| 
ly  free  of  cash  transactions.  The  ce 
stores  up  credits  and  pays  out  deb^ 
on  (authorized)  command.  It  is  now 
use  by  the  millions  in  France  and  els#  ^'■ 
where,  providing  pay-telephone  credi 
prepaid  purchases,  and  more.  By  la.' 
year  fifty-three  million  cards  had  bee 
issued. 

The  inventor  endured  long,  difficu 
yeairs  trying  to  gain  acceptance  for  hi 
idea  and  at  one  time  had  to  sell  part  ( 
his  ownership  just  to  pay  for  his  rer 
and  food.  Now  new  attention  is  focuj 
ing  on  smart  ceirds  for  parking  meter; 
among  other  things,  which  just  ma 
make  obsolete  a  lot  of  desperate  funr 
bling  for  change. 


On  August  26,  1789,  France's  Constitii 
ent  Assembly  voted  to  ratify  the  Decia 
ration  of  the  Rights  of  Man.  It  ensure< 
the  freedom  to  come  and  go  as  on 
pleases,  to  think,  and  to  express  one' 
opinions.  In  the  two  hundred  year 
that  followed.  France  has  been  througl 
two  empires,  the  restoration  of  monar 
chy  and  its  dovmfall,  popular  insurrec 
tions,  attempted  coups  d'etat,  five  re 
publics,  and  two  catastrophic  worli 
wars.  Its  population  has  doubled  t( 
fifty-six  million. 

The  French  legacy  of  inventions,  in 
novations,  and  social  advances  is  to< 
rich  and  varied  to  be  tallied  in  a  fev 
pages.  It  includes  many  momentou: 
achievements  and  few  immortally  frivo 
Ious  ones,  such  as  French  fries  and  th< 
bikini — and  also  that  barest  of  all  out 
fits,  Chanel  No.  5.  Perhaps  the  crown 
ing  achievement  of  the  French,  though 
is  their  invention  of  a  way  of  life  tha 
much  of  the  world  envies  and  not  < 
few  nations  would  like  to  emulate.  -A 
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COGECOM :  Your  Partner  for  New  Services 


A  key  player  in  the  challenging  environ- 
ment of  international  telecommunica- 
tions is  COGECOM,  the  holding  com- 
pany for  the  subsidiaries  of  the  FRANCE 
TELECOM  authority.  COGECOM  is  seeking 
worldwide  alliances.  It  is  keen  to  share  with 
foreign  partners  its  experience  in  videotex, 
packet-switched  data  transmission  and 
value  added  services  as  well  as  in  other 
state-of-the-art  telecom  technologies. 

Communications  technologies  are  essen- 
tially international  and  that  means  develop- 
ment must  be  worldwide.  This  explains  why 
COGECOM  is  focusing  strongly  on  the  North 
American  market  and  the  European  market 
in  the  perspective  of  1993. 

To  ensure  vigorous  expansion,  the  com- 
pany has  targeted  three  main  sectors:  cross- 
boarder  alliances,  value  added  services  and 
investment  in  the  growing  industry  of  audio- 
visual. In  all  of  them,  it  has  racked  up  a  num- 
ber of  successes,  both  in  France  and  world- 
wide through  its  subsidiaries. 

TRANSPAC  operates  the  world's  first 
packet-switched  data  network.  Such  net- 
works are  vital  for  business  data  communi- 
cations, videotex  and  value  added  services. 
Transpac  carries  France's  Teletel  video- 
tex service,  issued  from  Minitel  terminals  in 
more  than  4  million  French  offices  and  hou- 
seholds. It  also  provides  advice  and  assis- 
tance to  foreign  telecom  bodies  in  setting  up 
their  own  data  transmission  networks.  The 
U.S.,  Britain,  Italy  Australia,  Brazil,  Korea 
and  India  are  among  countries  which  have 
drawn  on  Transpac's  long  experience  in  this 
sector. 

Transpac  has  taken  a  15%  stake  in  the  Info- 
net  network  of  Computer  Science  Corpora- 
tion of  the  U.S.  which  offers  a  data  transmis- 
sion service  for  business  users  in  32  coun- 
tries. 


Satellite  TDF1 

INTELMATIOUE  S.A.  is  solidly  establis- 
hed in  the  U.S.  through  its  Minitel  USA  hol- 
ding. Based  in  New  York,  Minitel  USA  mana- 
ges all  videotex  investment  in  the  U.S.  for 
France  Telecom  and,  in  partnership  with  Info- 
net,  has  created  Minitel  Services  Co.  to 
develop  French  standard  videotex  systems 
in  North  America. 

TELESYSTEMES  occupies  a  leading 
position  in  managing  computer  centers. 
These  include 'Questel,  Europe's  leading 
data  base  host  and  Questel  Inc.,  its  U.S. 
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subsidiary,  which  has  been  established  in 
Washington  DC.  for  more  than  six  years.  Its 
clients  use  Dare  software  to  access  Oues- 
tel's  data  banks  on  chemicals  and  copy- 
rights. Telesystemes  is  also  active  in  Brazil 
and  Europe.  It  has  the  skills  and  resources 
to  build  and  maintain  corporate  data  and 
electronic  fund  transfer  networks  anywhere 
in  the  world. 

FRANCE  CABLES  ET  RADIO  has  unri- 
valled experience  in  international  telecom- 
munications services,  satellite  communica- 
tions and  undersea  cables.  The  company 
markets  France's  international  leased  line 
services  under  the  name  "France  Telecom 
International'.'  It  also  operates  international 
telecommunication  services  in  several  coun- 
tries around  the  world. 

France  Cables  et  Radio  frequently  uses 
satellite  technology  to  update  and  extend 
these  networks.  With  this  objective,  it  has 
recently  concluded  major  agreements  with 
countries  in  the  Middle  East  and  South  East 
Asia. 

SOFRECOM,  a  France  Cables  et  Radio 
subsidiary,  offers  a  complete  range  of  sys- 
tems engineering  and  consultancy  services. 
These  services  are  project-oriented  and 
include  planning,  feasibility  studies,  network- 
ing expertise,  consulting,  management, 
coordination,  technical  assistance  and  pro- 
ject analysis.  Since  its  creation  in  1966, 
SOFRECOM  has  handled  more  than  600 
engineering  projects  in  80  countries  on  five 
continents. 

With  the  constant  transfer  of  know-how 
between  the  communications,  video  and 
audio  sectors,  FRANCE  TELECOM  has 
become  a  pioneer  in  the  development  of 
audiovisual.  The  company  was  swift  to  dis- 
cover the  advantages  of  using  a  common 
network  to  convey  voice,  data,  sound  and 


COGECOM 

I  CROUPE  FRANCE  TELECOM  I 


20  avenue  Rapp,75007  Paris.FRANCE 
Tel    (33)  1.45.55.95.00  -  Telex  :  206  419  FRANCOM 


image.  COGECOM  offers  a  wide  choice  of 
video  services.  Its  videotransmission  and 
videoconferencing  technology  eases  corpo- 
rate communications. 

As  a  major  shareholder  in  France's  direct 
television  satellite,  TDF1,  which  was  laun- 
ched by  Europe's  Ariane  rocket  in  1988, 
COGECOM  is  spearheading  efforts  that  will 
lead  to  the  successful  introduction  of  new 
European  television  standards  and  the  deve- 
lopment of  high  definition  television. 

FRANCE  TELECOM  has  made  through 
COGECOM,  an  important  alliance  with  its 
West  German  counterpart,  the  Deutsche 
Bundespost,  to  create  EUCOM.  This  holding 
company  will  invest  in  joint-venture  offering 
value  added  services  at  international  levels. 

TELECOM  SYSTEMES  MOBILES,  ano- 
ther subsidiary,  is  responsible  for  the  deve- 
lopment, operation  and  marketing  of  "Alpha- 
page','  a  city-paging  service  enabling  people 
on  the  move  to  receive  alphanumeric  or 
"beep"  messages. 

With  its  offshoot  EGT  COGECOM  is 
active  in  marketing  terminals  such  as  tele- 
phone answering  machines,  facsimile  and 
teletex.  It  also  supplies  terminals  for  radio- 
communications  and  electronic  fund  transfer. 


MINITEL  12 

CAT,  the  venture  capital  arm  of  COGE- 
COM, finances  innovation  by  taking  minority 
equity  stakes  in  smaller  businesses  active  in 
telecommunications,  data  processing  and 
audiovisual  technology 

In  1988,  overall  consolidated  sales  of  the 
group  totalled  $900  million.  Capital  expendi- 
ture amounted  to  $175  million  and  net 
income  $37  million.  With  its  financial 
strength  and  the  dynamism  of  its  subsidia- 
ries, COGECOM  is  a  strong  competitor  and 
a  valued  partner  for  the  international  tele- 
communications industry. 
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Free  people 
remember 
this  maxim: 
We  may  acquire 
liberty,  but  it 
is  never  recovered 
if  it  is  lost'.' 

—Jean  Jacques  Rousseau 


"The  God  who  gave 
us  life,  gave  us  liberty 
at  the  same  time'.' 

—  Thomas  Jefferson 
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Building  businesses 
into  leaders 


Esso  station  in  Tok\'o 

Big  stations  in.  the  cities  and.  suburbs,  50%  more  gas  per  station. 


K(_ii  Strjiion 


Japanese  motorists  subsidize  Japanese  in- 
dustry by  paying  huge  prices  for  gasoline. 
Its  a  kind  of  tax  on  consumers  to  benefit 
manufacturers  and  exporters. 

World's  worst 
oil  policy? 


By  Andrew  Tanzer 


Tl  HE  WHOLESALE  PRICE  of  gaSolinC 
in  Japan  is  usually  double  the 
world  market  price.  At  the 
pump,  gasoline  currently  retails  for 
over  $3  a  gallon — three  times  the  U.S. 
level  and  higher  even  than  heavily 
taxed  pump  prices  in  Western  Europe. 
Yet  Japan's  $70  billion  crude  oil  re- 
fining and  marketing  industry  is  sick. 


Among  the  symptoms  are  excess  re- 
fining capacity,  cockeyed  product 
pricing,  gas  stations  in  the  wrong 
places  and  paper-thin  profit  margins. 
The  villain  here  is  Japan's  mighty 
Ministry  of  International  Trade  &  In- 
dustry. The  mess  miti  has  made  here 
and  elsewhere  in  the  Japanese  econo- 
my should  be  a  caution  to  those  in  the 
U.S.  who  admire  Japan's  system  of 
government-directed  economic  poli- 


cy. For  decades  miti  has  tightly  regu- 
lated and  coddled  the  country's  refin- 
ers, wholesalers  and  retailers  of  oil 
products.  "The  industry  has  lost  its 
independent  spirit,"  says  Yuji  Ide- 
mitsu,  executive  vice  president  of  his 
family's  Idemitsu  Kosan  Co.,  the  in- 
dustry's second-biggest  company. 
"The  government .  .  .  interfered  in 
many  things." 

Almost  totally  dependent  on  im- 
ports to  meet  its  oil  needs,  Japan  has 
tightly  controlled  the  oil  industry 
since  the  1930s.  A  grab  for  oil  was  one 
reason  Japan  invaded  Southeast  Asia 
during  World  War  II.  After  the  war, 
foreign  oil  majors  quickly  built  up  a 
big  presence  in  the  Japanese  oil  indus- 
try. Again  feeling  vulneiaDle,  the  gov- 
ernment passed  an  oil  law  in  1962 
that  strengthened  miti's  powers  to  in- 
tervene in  the  oil  market  and  protect 
refiners  against  foreign  competitors. 

After  the  first  oil  crisis,  miti  began 
to  intervene  with  a  vengeance.  Its  ra- 
tionale: "If  we  had  allowed  competi- 
tion, half  the  firms  would  have  gone 
bust,"  says  an  official  in  miti's  Agen- 
cy of  Natural  Resources  &  Energy. 
"The  government  didn't  want  bank- 
ruptcies." Yet,  as  any  free-market  ad- 
vocate   knows,    bankruptcy    is    the 
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Courtney  Skinner  and  a  35-person  team  used  a  Murata  fax  to  relay  v/eather  reports,  ice  and  snow 
warnings,  and  experimental  fmdings  via  satellite.  The  Murata  was  used  at  a  base  camp  17,000 
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THE  SKINNER  EXPEDITION  BEGAN  ITS 

ASSAULT  ON  MT  EVEREST  WITH 

4800  FT.  OF  LIFELINE,  15  TONS  OF  GEAR 

AND  A  MURATA  FAX  MACHINE. 


1)^* 
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feet  above  sea  level  for  more  than  fifty  days  v^thout  a  single  malfunction. 
So,  imagine  what  it  could  do  in  your  office.    y|y||  IPJA^^V  / 


fbrTlie  Most  Important  Business 
InlheWorid.YoursJ'' 


Nppon  Oil  tanker 

"Structural  change  never  happened.. 


cleansing  agent  of  a  capitalist  system. 

So  MiTi  allocated  crude  oil  to  refin- 
eries to  protect  the  weak,  set  produc- 
tion quotas  for  gasoline  to  prop  up 
prices,  sharply  limited  refined  prod- 
uct imports,  and  regulated  gas  sta- 
tion openings,  which  shielded  un- 
competitive stations.  Thus,  poorly 
situated  stations  remained  open  and 
the  industry  suffers  from  a  glut  of 
gas  stations. 

"In  a  sense,"  says  the  miti  official, 
"structural  change  never  happened." 

In  the  relatively  open  U.S.  market, 
millions  of  barrels  of  refining  capacity 
were  scrapped  in  the  1980s  as  higher 
oil  prices  led  to  more  efficient  use  of 
the  fuel.  Japanese  industry  also  be- 
came more  fuel  efficient.  But  thanks 
to  MITI,  not  enough  of  Japan's  excess 
primary  refining  capacity  has  been 
scrapped.  Last  year  Japan's  economy 
boomed.  But  the  country's  primary 
refining  industry  worked  at  only  65% 
of  capacity,  versus  over  80%  in  the 
U.S.  and  Europe. 

Produc  t  prices,  too,  "have  been  de- 
formed,' complains  Terukatsu 
Miura,  a  director  of  Showa  Shell  Se- 
kiyu,  a  50% -owned  subsidiary  of  Roy- 
al Dutch/Shell.  In  order  to  keep  indus- 
try's bill  for  oil  and  feedstocks  artifi- 
cially low,  the  government  forced 
gasoline  users  to  pay  more  than  their 
proportionate  share  of  the  oil  bill. 
Hence  gasolint^  at  over  $3  a  gallon, 
with  motorists  subsidizing  industrial 
consumers  of  oii  products.  In  many 
years,  oil  refiners  lost  money  on  all 
refined    products     except     gasoline, 


which  represents  only  20%  of  Japan's 
refined  products  volume. 

MITI  has  its  thumb  in  distribution 
as  well.  Many  Japanese  gas  stations 
are  owned  by  local  businessmen  with 
political  clout.  Under  miti's  licensing 
system,  a  new  station  may  be  opened 
only  if  an  old  one  is  closed.  But  this 
has  encouraged  oil  companies  deter- 
mined to  maintain  market  share  to 
prop  up  inefficient  old  stations 
against  the  time  when  they  may  want 
to  open  new  stations.  The  average  sta- 
tion in  Japan  pumps  one-third  as 
much  gas  as  the  average  station  in  the 
U.S.  and  one-half  as  much  as  in  Eu- 
rope. There  are  especially  too  many 
stations  in  Japanese  rural  areas. 

As  in  any  regulated  environment, 
there  are  winners  in  Japanese  refining. 
The  winners  are  the  most  efficient 
producers — which  in  this  case  arc 
mainly  foreign  oil  companies.  For  ex- 
ample, Toncn  Corp.  is  a  refinery  in 
which  Exxon  and  Mobil  own  25% 
each.  In  many  years,  Tonen  generates 
30%  of  the  entire  refining  industry's 
profits,  on  under  10%  of  the  indus- 
try's volume.  Tonen  has  superior 
technology  and  efficient  manage- 
ment. But  Its  most  valuable  asset  was 
Its  big,  highly  lucrative  gasoline  pro- 
duction quota. 

Or  take  Esso  Sekiyu,  Exxon's  mar- 
keting a'm.  It  profits  enormously 
from  its  highly  efficient  gas  station 
network  in  Japan.  After  the  war,  Ex- 
xon built  big  stations  in  growth  areas 
in  the  cities  and  suburbs.  Today  Esso 
Sekiyu  pumps  over  50%  more  gas  per 


station  than  the  industry  average. 

In  1987  miti  finally  admitted  defeat 
when  it  announced  a  five-year  plan  to 
deregulate  the  industry.  Already  gone 
are  restrictions  on  building  or  expand- 
ing refineries.  In  April  miti  phased 
out  the  gasoline  production  quota  sys- 
tem; in  theory,  refiners  are  now  free  to 
produce  as  much  gasoline  as  they 
wish.  Next  year  miti  will  lift  restric- 
tions on  opening  gas  stations.  In  1992 
miti  will  stop  allocating  crude  oil  to 
refineries,  a  system  that  effectively 
controls  refining  market  shares. 

Unfortunately  for  motorists  and 
fortunately  for  industrial  users,  pric- 
ing is  still  determined  more  by  poli- 
tics than  by  costs:  Power  plants  that 
buy  heavy  oil,  co-ops  that  purchase 
kerosene  and  trucking  companies 
that  use  diesel  have  much  more 
weight  in  Japan  than  motorists. 

Is  MITI  serious  when  it  says  it  wants 
to  deregulate  the  industry?  Bureau- 
crats never  give  up  power  unless  they 
are  forced  to  do  so.  Foreign  invest- 
ment and  imports  are  still  restrict- 
ed— only  refiners  are  permitted  to  im- 
port refined  oil  products.  The  govern- 
ment will  encourage  mergers  and 
capacity  reductions,  but  analysts  ex- 
pect it  will  prevent  bankruptcies 
through  "administrative  guidance." 
Dozens  of  former  ranking  miti  offi- 
cials are  in  senior  positions  in  the 
industry,  and  can  be  counted  on  to 
help  maintain  the  status  quo. 

So  much  for  the  wonders  of  miti 
and  of  Japan's  business-government 
"partnership."  ■ 
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In  South  jCarolina, 


We  mean  that  literally.  Nearly  two- 
thirds  of  all  major  markets  in  the  U.S. 
are  within  750  miles  of  our  borders. 
And  you  can  reach  them  via  one  of  the 
nation's  best  integrated  transportation 
networks,  five  interstate  highways, 
three  seaports,  six  commercial  air- 
ports and  two  major  rail  carriers. 

South  Carolina  oflFers  an  abundance 
of  new  incentives  to  help  your  business 
take  off  Examples:  A  five-year  exemp- 
tion from  county  ordinary  property 
taxes  for  new  or  expanded  facilities 
with  investments  of  S  50,000  or  more. 
And  the  option  to  negotiate  with 
counties  a  fee  in  lieu  of  property  taxes 
for  investments  over  S85  million. 
Michelin  and  Union  Camp  are  two 
major  companies  that  recently  have 
taken  advantage  of  these  new  incen- 
tives. South  Carolina  also  will  train 


your  workers  at  little  or  no  cost  to  you 
through  our  state-supported  technical 
education  system. 

In  South  Carolina,  you'll  enjoy  a 
quality  of  life  that  obviously  agrees 
with  both  management  and  work  force. 
Perhaps  that's  why  we  have  the  highest 
levels  of  productivity  and  lowest  levels 
of  work  stoppage  in  the  nation. 

We  11  do  everything  we  can  to  help 
your  business  take  off  in  new  direc- 
tions. Please  contact:  Wayne  L.  Sterling, 
C.I.D.,  Director,  South  Carolina  State 
Development  Board,  Suite  9003, 
RO.  Box  927,  Columbia,  SC  29202. 
Phone  (80^)  737-0400  or 
FAX  (803)  737-0418. 


SouthCarcJina 


Our  one  million-pixel  display 
enables  engineers  tp^  redefine 
automotive  excellence. 


Hitachi  displays  help  people  with  big  Ideas. 


Its  screen  is  21  feet  wide.  And  widi  one  million 
pixels,  resolution  and  brightness  are  at  levels  never 
before  attained. 

But  high-definition  rear-projection  displays 
represent  more  than  a  quanmm  leap  in  picmre 
quality  For  die  applications  of  diis  technology  are 
vast  and  varied 

These  projectors  are  finding  a  place  in  automo- 
tive engineering.  In  computer  training.  In  telecon- 

C  1989  Hiuchi,  lid  All  nghts  reserved       Piciurr  simulated 


ferencing  In  traffic  control.  In  power  stations.  I 
CAD/CAM  systems.  In  medical  diagnosis  syst< 

And  Hitachi  is  at  the  forefront  of  this  comrr 
cation  revolution.  Building  displays  of  every  si; 
Every  shape.  Meeting  every  need 

This,  of  course,  should  come  as  no  surprisi 
Because  Hitachi  isn't  just  an  electronics  compa 
Or  a  computer  company.  Or  a  household  appli* 
company. 


Our  115,200-pixel,  5"  liquid  crysta'. 
color  TV  is  a  clear  standout,  too. 


Some  of  our  biggest  ideas  are  incredibiy  small. 


lAfe're  a  US$48  biUion  international  corpora- 
i'  Our  20,000  products  include  telecommunica- 
\-  equipment.  Construction  machinery.  Rail 
i;portation  Everything  from  vacuum  cleaners 
)wer  plants. 

ncluding  consumer  electronics.  Such  as  you 
lere  in  our  115,200-pLxel,  5"  liquid  crystal 
|r  television  It's  super  clear  Ana  it,  too,  is 
■aed  with  the 'technological  excellence  found  in 


every  Hitachi  product.  No  matter  how  big.  Or  small. 
And  that's  the  bottom  line. 

*US$48,496  million;  net  sales  for  the  year  ending  March  31, 1989.  US$1=¥132. 


0  HITACHI 

Hitachi,  Ltd.  Tokyo,  Japan 


he  avoid  the  fate  of  so  many  before  him? 

Is  this  one 
for  real? 


By  John  marcom  Jr. 


Carlton  Communications  young  Michael  "^Sr^^^^ZntsTwZ^^^^^^ 
Green  is  Britain  5  latest  business  hero.  Can  eo  magic  for  customers  uke  fox  and 

Disney. 

In  broadcasting,  Carlton  owns  20% 
of  Central  tv,  serving  Britain's  Mid- 
lands region.  It  is  also  trying  to  cash  in 
on  European  broadcasters'  growing 
hunger  for  cheap  programming;  Carl- 
ton at  latest  count  produces  27  game 
shows  in  the  U.K.  A  small  film-pro- 
duction unit  packages  higher-brow 
fare  for  Central  and  foreign  customers 
like  Home  Box  Office. 

If  all  this  growth  seems  too  fast  to 
be  solid,  here's  the  explanation:  The 
London  market,  having  shaken  off  its 
pre-Thatcher  stuffiness,  becomes  eas- 
ily enamored  of  fast-rising  young 
business  stars.  Green  fills  the  role  ad- 
mirably. To  swing  the  $780  million 
Perelman  Technicolor  deal,  for  exam- 
ple, he  sold  the  largest  rights  issue  in 
London  since  the  October  1987  crash. 
The  market  gobbled  the  issue.  At  cur- 
rent prices,  Carlton  shares  are  trading 
at  15  times  the  earnings  Robert  Flem- 
ing Securities  Ltd.  projects  for  the  cur- 
rent year;  the  London  market  as  a 
whole  is  trading  at  less  than  1 1  times 
estimated  earnings. 

The  London  market  has 
a  way  of  pushing  the 
stocks  of  nonestablish- 
mcnt  upstarts  like  Carl- 
ton to  ridiculous  highs, 
and  then  driving  them 
down  to  equally  ridicu- 
lous lows.  Then  the  estab- 
lishment has  a  good  laugh 
at  the  expense  of  the  hu- 
miliated entrepreneur.  It 
builds  them  up,  then 
knocks  them  down.  Saat- 
chi  &  Saatchi's  Saatchi 
brothers  are  but  the  best- 
known  recent  example. 
For  years  they  could  do  no 
wrong;  now  they  can  do 
no  right. 

Green  bristles  at  the  no- 
tion that  Carlton  is  slated 
for  a  similar  fate.  Carlton, 
says  Green,  has  "real  as- 
sets" in  technology  and 
manufacturing.  And  he 
says  that  he  takes  inspira- 
tion  and   guidance   from 


icHAEL  Green,  41,  is  one  of 
the    brash    young    business 
people  who  have  risen  from 
oblivion  to  prominence  in  the  new 
free  enterprise  spirit  that  has  flour- 
ished under  Margaret  Thatcher.  Six 
years  ago  he  took  over  an  obscure 
publisher  of  a  stock  mar- 
ket tip  sheet.  Today  he 
presides      over      Carlton 
Communications   Pic,    a 
media     empire     with     a 
stock    market    value    ap- 
proaching $2.5  billion  (as- 
suming its  latest  deal  goes 
through).  Green's  person- 
al holdings  in  the  compa- 
ny have  a  market  value  of 
$160  million. 

Who  is  Michael  Green? 

Very  much  the  young- 
man-in-a-hurry.  Green 
grew  up  in  the  comfort- 
able suburbs  to  London's 
north.  Skipping  universi- 
ty, he  headed  straight  for 
business,  and  settled  on 
the  media,  tv  stations  and 
movie  studios  were  be- 
yond his  reach.  So  Green 
grabbed  what  he  could — 
first  a  couple  of  post-pro- 
duction houses,  followed 
by  a  prop-hire  company 
and  a  broadcasting  equip- 
ment manufacturer.  His 
grew  with  the  eating. 

Last  October  Green  doubled  his 
revenue  base  with  the  $780  million 
purchase — for  cash — of  Ronald  O. 
Perelman's  Technicolor  Holdings.  Be- 
sides processing  film  prints.  Techni- 
color also  profits  from  transferring 
film  images  to  videotape  cassettes  for 
Hollywood  to  sell. 

In  May  Green  announced  another 


similar-size  deal:  a  $795  million  (at 
the  pound's  recent  rate  of  $1.55)  take- 
over of  UEi  Pic,  a  diversified  British 
engineering  concern  that  Green  cov- 
eted for  its  supersophisticated  video 
editing  gear.  The  deal  is  expected  to 
close  soon.  With  uei,  Carlton's  sales 
will  shoot  past  the  $1  billion  mark,  up 
from  less  than  $300  million  in  the 


('.cnlloti's  Michael  divcii.  u  iih  RkIhikI  Ai  cdoii  plxi/oiiniph 
"Real  assets,"  he  says,  behind  the  highjlying  image 


appetite 


year  ended  last  Sept.  30.  Green  says  he 
plans  to  market  uei  equipment  along- 
side Carlton's  other  editing  gear,  tak- 
ing on  Tektronix,  Ampex  and  Sony. 

Strategy,  or  just  opportunistic  ac- 
quisitionecring:  A  bit  of  each. 

Operating  with  minimal  headquar- 
ters staff  from  an  elegant  Mayfair 
town  house  bedecked  with  contempo- 
rary art,  Carlton  now  processes  film 
and  video,  edits  programs  and  com- 


the  esteemed  Lord  Weinstock,  head  of 
Britain's  giant  General  Electric  Co. 
(no  kin  to  ge  of  the  U.S.).  Carlton's 
financial  reports.  Green  vows,  aim  for 
"no  surprises." 

He  means  no  unpleasant  surprises 
such  as  those  that  have  brought  dis- 
credit on  many  an  earlier  British  fi- 
nancial boy  genius.  With  his  stock 
holding  at  a  nice  premium  to  the  mar- 
ket, Green  can  ill  afford  a  misstep.  ■ 
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Metallurgical  Masterpiece 
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High  integrity  castings  of  lightweight  nnetal  alloys  are  essential 
to  the  design  and  operation  of  today's  new  generation  of 

^^  jet  aircraft  engines.  J^^^b 

Typical  of  the  intricate  shapes  and  metallurgical  complexity  of 

these  components  is  this  magnesium  alloy  support  frame  sand 

casting  (above),  for  the  Avco  Lycoming  ALF-502  jet  engine. 

This  casting  was  produced  by  Fansteel's  Wellman  Dynamics 
operation;  and  is  one  of  many  achievements  the  company  has 
pioneered  in  support  of  major  programs  in  the  aerospace 
j^s^m    industries.  . 

Fansteel's  Wellman  Dynamics,  another  reason  why 
it  will  pay  you  to  know  more  about  us. 


^ansteel 


^r 


An  integrated  producer  of  refractory  metals  and  fabricated  products  for  the  electronics, 
electrical,  aircraft/aerospace,  metalworking,  energy  and  chemical  industries. 


FANSTEEL  INC.  Number  One  Tantalum  Place  •  North  Chicago,  IL  60064  •  (312)  689-4900 
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ADVERTISEMENT 


Untangling 

Telecommuniccrtions 

Technology 


usiness  activity  is 
no  longer  defined 
by  the  size  of  a  town 
or  the  boundaries  of 
a  nation  but,  rather, 
by  the  telecommuni- 
cations networks  that 
transcend  the  barriers  of 
time  and  space.  Nowadays,  the  nation's 
telecommunications  infrastructure  —  a 
complex  s\'stem  of  optical  fibers,  communi- 
cations satellites,  microwave  transmitters, 
copper  wire,  cellular  telephone  and  elec- 
tronic switches  —  influences  virtually  every 
facet  of  our  business  and  personal  lives. 

Today,  almost  half  the  U.S.  work  force  is 
employed  in  information-handling  activi- 
ties. Unlike  natural  resources  such  as  iron 
ore,  coal  or  oil  that  are  depleted  with  use, 
information  gains  value  when  it  is  pro- 
cessed and  used. 

More  and  more,  intelligence  is  built  into 
the  computer  terminals  and  telephone  net- 
works, allowing  the  networks  to  link  offices 
around  the  world,  control  inventory 
through  just-in-time  manufacturing,  im- 
prove deliver}'  of  government  services,  and 
enhance  the  daily  lives  of  all  Americans. 

Just  think,  for  example,  of  the  ease  and 
efficiency  by  which  states  operate  their 
lottery  systems.  That  same  technolog)', 
transmitted  over  telephone  lines,  is  equally 
applicable  to  other  public  services  such  as 
voting,  motor  vehicle  registration,  jury 
duty,  and  food  stamps  and  medicaid  dis- 
bursements. 

During  the  past  hundred  years,  most 
Americans  have  become  so  accustomed  to 
low-cost,  universal  telephone  service  that 
all  too  often  they  take  the  telecommunica- 
tions infrastmcture  for  granted.  Yet,  the 
potential  of  the  touchtone  phone  remains 
largely  untapped.  Not  until  we  are  able  to 
manage  our  households  through  our  kitch- 
en phone  with  commands  from  afar  will  we 
be  full  participants  in  the  Information  Age 


By  Mitchell  L.  Moss 

Information  is  of  limited  value  unless  it 
can  be  transmitted  from  supplier  to  user, 
from  headquarters  to  back  office,  and  from 
laboraton  to  factory.  And  this  can  best  be 
done  through  a  state-of-the-art  public  tele- 
communications network  that  is  available 
to  all  households  and  firms  in  cities  and  in 
outlying  areas. 

All  citizens  have  a  stake  in  maintaining 
a  robust  telecommunications  infrastructure 
that  improves  our  productivity  by  harness- 
ing technology  to  meet  the  diverse  needs  of 
individuals  and  business. 


"Mof  unlil  we  are  able  to 
manag9  our  households 
fhrougk  our  kihhen  phone 
whh  iommands  from  afar 
will  we  be  hll  parficipants 
in  the  Inhrmation  Age/' 


ii 


For  example,  telecommunications  tech- 
nology can  readily  improve  public  sector 
productivity  by  providing  medical  monitor- 
ing in  the  home  rather  than  in  the  hospital, 
by  facilitating  electronic  filing  of  taxes,  and 
by  equipping  the  elderly  with  special  home 
security  s\stems.  Equally  important,  tele- 
communications makes  it  possible  to  im- 
prove our  schools  by  using  telephone  lines 
to  connect  the  classroom  with  specialized 
instructors  and  curriculum  materials.  This 
technolog}'  is  particularly  meaningful  to 
residents  in  rural  areas. 

But  we  can  no  longer  assume  that 
traditional  regulatory  policies  will  promote 
the  necessaiy  network  innovation  and  in- 
vestment essential  for  advanced  information 
services,  economic  development  and  global 
competition.  The  nation's  long-term  future 
hinges  on  our  ability  to  maintain  a  high 
quality  and  ubiquitous  telephone  network, 
one  thai  allows  individuals  and  firms  to 
compete  on  a  worldwide  basis  through  the 


deployment  of  advanced  telecommunica- 
tions. 

To  do  so,  public  policy  must  first  recog- 
nize the  strategic  importance  of  telecom- 
munications to  domestic  economic  growth. 
Poliq'  must  then  foster  investment  in  com- 
munications, eliminate  barriers  to  provision 
of  new  information  services,  and  regulate 
prices  rather  than  earnings.  Further,  policy- 
makers must  acknowledge  the  vital  impor- 
tance of  stimulating  domestic  research  and 
development  and  strengthening  the  nation's 
capacity  to  compete  in  manufacturing  tele- 
communications equipment. 

The  rise  of  global  financial  capitals  such 
as  New  York,  London  and  Tokyo  demon- 
strates that  communications  technology  is 
not  a  substitute  for  face-to-face  contact,  but 
a  way  to  extend  the  geographic  reach  of 
human  beings.  Today,  business  converts 
ideas  and  decisions  into  goods  and  services 
that  are  then  distributed  and  marketed 
through  telecommunications  networks  that 
span  the  world. 

Information  is  the  most  valuable  raw 
material  the  United  States  produces,  but 
maximizing  the  use  of  information  tech- 
nology will  require  new  policies  to  assure 
that  technological  advances  are  not  ham- 
pered by  outmoded  regulations. 


Mitchell  L.  Moss 
is  director 
of  the  Urban 
Research  Center 
at  New  York 
University  and 
deputy  to  the 
chairman  of 
the  New  York 
State  Gover- 
nor's Council 
on  Fiscal  and 
Economic 

Priorities.  ^B 

He  is  the  author  ^»- 
of  numerous 
articles  on 
telecommunications 
and  economic  growth 


In  this  third  of  a  four-part  series  .WNEX  pn-sents  global  telecommunications  perspectives  by  leading  experts. 
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Howard  Tbrailkill  of  FFS  Computhig 
"I  talk  to  CMiStomers  every  week." 


Idhn  MjcJdock  Kiihc-ns 


It's  an  old  story.  It  pays  to  listen  to  your 
customers.  Floating  Point  Systems  forgot 
to,  and  now  it  is  struggling  to  survive. 

"We  wont 
make  that 
mistake  again" 


By  Kathleen  K.  Wiegner 

Fl  ROM  THE  VERY  BEGINNING, 
Floating  Point  Systems  of  Bea- 
verton,  Ore.  was  focused  on  a 
simple  business  opportunity — name- 
ly, that  most  companies  at  times 
want  to  turn  their  everyday,  general 
purpose  computer  into  a  high-speed 
number  cruncher.  Rather  like  Clark 
Kent  stepping  into  a  phone  booth  to 


become  Superman. 

In  1975,  five  years  after  he  left  Tek- 
tronix to  start  Floating  Point,  Nor- 
man Winningstad  came  out  with  a 
box  called  an  array  processor  to  maxi- 
mize a  general  purpose  computer's 
number  crunching  capabilities.  It 
wasn't  the  most  elegant  solution,  but 
it  did  a  good  job  for  customers.  Before 
Floating  Point,  if  you  wanted  a  serious 
number  cruncher,  you  had  to  shell  out 


millions  for  a  supercomputer.  But  at- 
tached to  a  Digital  Equipment  Corp. 
VAX,  say,  a  Floating  Point  processor 
acted  as  a  kind  of  supercharger,  giving 
the  VAX  something  like  the  same 
oomph  as  a  Cray  supercomputer. 
When  a  user  had  a  big  math  job,  he 
could  shuttle  it  off  to  the  Floating 
Point  array  processor  while  the  vax 
went  on  doing  something  else. 

This  technology  worked  very,  very 
well  at  the  time,  and  Floating  Point 
prospered.  Customers  included  com- 
panies doing  seismic  and  general  sig- 
nal processing  and  medical  imaging, 
such  as  CAT  scans.  While  the  market 
for  such  array  processors  was  only  a 
couple  hundred  million  dollars,  the 
good  news  was  that  Floatmg  Point 
owned  most  of  it.  In  198 1  Floating 
Point  became  the  first  company  to 
market  what  arc  called  today  minisu- 
percomputers — computers  that,  like  a 
Cray,  process  long  arrays  of  high-pre- 
cision (64-bit)  numbers  but  are  not  as 
fast  or  as  expensive.  The  success  of 
Floating  Point's  minisupers,  the  M64 
family,  showed  that  there  was  a  need 
for  a  computer  priced  well  below  a 
Cray  or  a  Control  Data  sl 
puter,  which  sells  for  anywh 
$3  million  to  $15  million,  bi 
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Carlton  Communications  young  Michael 
Green  is  Britain's  latest  business  ho^o.  Can 
he  avoid  the  fate  of  so  many  before  him? 

Is  this  one 
for  real? 


By  John  Marcom  Jr. 


icHAEL  Green,  41,  is  one  of 
the  brash  young  business 
people  who  have  risen  from 
oblivion  to  prominence  in  the  new 
free  enterprise  spirit  that  has  flour- 
ished under  Margaret  Thatcher.  Six 
years  ago  he  took  over  an  obscure 
publisher  of  a  stock  mar- 
ket tip  sheet.  Today  he 
presides  over  Carlton 
Communications  Pic,  a 
media  empire  with  a 
stock  market  value  ap- 
proaching $2.5  billion  (as- 
suming Its  latest  deal  goes 
through).  Green's  person- 
al holdings  in  the  compa- 
ny have  a  market  value  of 
$160  million. 

Who  is  Michael  Green? 

Very  much  the  young- 
man-in-a-hurry,  Green 
grew  up  in  the  comfort- 
able suburbs  to  London's 
north.  Skipping  universi- 
ty, he  headed  straight  for 
business,  and  settled  on 
the  media,  tv  stations  and 
movie  studios  were  be- 
yond his  reach.  So  Green 
grabbed  what  he  could — 
first  a  couple  of  post-pro- 
duction houses,  followed 
by  a  prop-hire  company 
and  a  broadcasting  equip- 
ment manufacturer.  His 
grew  with  the  eating. 

Last  October  Green  doubled  his 
revenue  base  with  the  $780  million 
purchase — for  cash — of  Ronald  O. 
Perelman's  Technicolor  Holdings.  Be- 
sides processing  film  prints.  Techni- 
color also  profits  from  transferring 
film  images  to  videotape  cassettes  for 
Hollywood  to  sell. 

In  May  Green  announced  another 


similar-size  deal:  a  $795  million  (at 
the  pound's  recent  rate  of  SI. 55)  take- 
over of  UEi  Pic,  a  diversified  British 
engineering  concern  that  Green  cov- 
eted for  its  supersophisticated  video 
editing  gear.  The  deal  is  expected  to 
close  soon.  With  uei,  Carlton's  sales 
will  shoot  past  the  $1  billion  mark,  up 
from  less  than  $300  million  in  the 


Car/foil's  Mic/vic/  (irccn.  iiilh  Riclxird  Aivdon  photoiiniph 
"Real  assets,"  hie  says,  behind  the  high-flying  image. 


appetite 


year  ended  last  Sept.  30.  Green  says  he 
plans  to  market  uei  equipment  along- 
side Carlton's  other  editing  gear,  tak- 
ing on  Tektronix,  Ampcx  and  Sony. 

Strategy,  or  just  opportunistic  ac- 
quisitioneermg?  A  bit  of  each. 

Operating  with  minimal  headquar- 
ters staff  from  an  elegant  Mayfair 
town  house  bedecked  with  contempo- 
rary art,  Carlton  now  processes  film 
and  video,  edits  programs  and  com- 


mercials and  manufactures  high-tech 
gear  for  generating  Star  Wars-type  vid- 
eo magic  for  customers  like  Fox  and 
Disney. 

In  broadcasting,  Carlton  owns  20% 
of  Central  tv,  serving  Britain's  Mid- 
lands region.  It  is  also  trying  to  cash  in 
on  European  broadcasters'  growing 
hunger  for  cheap  programming;  Carl- 
ton at  latest  count  produces  27  game 
shows  in  the  U.K.  A  small  film-pro- 
duction unit  packages  higher-brow 
fare  for  Central  and  foreign  customers 
like  Home  Box  Office. 

If  all  this  growth  seems  too  fast  to 
be  solid,  here's  the  explanation:  The 
London  market,  having  shaken  off  its 
pre-Thatcher  stuffiness,  becomes  eas- 
ily enamored  of  fast-rising  young 
business  stars.  Green  fills  the  role  ad- 
mirably. To  swing  the  $780  million 
Perelman  Technicolor  deal,  for  exam- 
ple, he  sold  the  largest  rights  issue  in 
London  since  the  October  1987  crash. 
The  market  gobbled  the  issue.  At  cur- 
rent prices,  Carlton  shares  are  trading 
at  15  times  the  earnings  Robert  Flem- 
ing Securities  Ltd.  projects  for  the  cur- 
rent year;  the  London  market  as  a 
whole  is  trading  at  less  than  1 1  times 
estimated  earnings. 

The  London  market  has 
a  way  of  pushing  the 
stocks  of  nonestablish- 
ment  upstarts  like  Carl- 
ton to  ridiculous  highs, 
and  then  driving  them 
down  to  equally  ridicu- 
lous lows.  Then  the  estab- 
lishment has  a  good  laugh 
at  the  expense  of  the  hu- 
miliated entrepreneur.  It 
builds  them  up,  then 
knocks  them  down.  Saat- 
chi  &  Saatchi's  Saatchi 
brothers  are  but  the  best- 
known  recent  example. 
For  years  they  could  do  no 
wrong;  now  they  can  do 
no  right. 

Green  bristles  at  the  no- 
tion that  Carlton  is  slated 
for  a  similar  fate.  Carlton, 
says  Green,  has  "real  as- 
sets" in  technology  and 
manufacturing.  And  he 
says  that  he  takes  inspira- 

tion   and   guidance   from 

the  esteemed  Lord  Weinstock,  head  of 
Britain's  giant  General  Electric  Co. 
(no  kin  to  ge  of  the  U.S.).  Carlton's 
financial  reports.  Green  vows,  aim  for 
"no  surprises." 

He  means  no  unpleasant  surprises 
such  as  those  that  have  brought  dis- 
credit on  many  an  earlier  British  fi- 
nancial boy  genius.  With  his  stock 
holding  at  a  nice  premium  to  the  mar- 
ket, Green  can  ill  afford  a  misstep.  ■ 
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The  guys  at  Pol; 
to  shoot  each  ol 


Picture  it.  Their  data  system  was  good. 

But  now^  with  the  instant  success  of  their  Spectra® 
camera^  good  suddenly  wasn^t  good  enough. 
1@#$%&*().f  Trouble. 

So  Polaroid  called  in  NYNEX— one  of  the 
information  industry's  favorite  troubleshooters. 

And  NYNEX  designed  an  integrated  voice  and 
data  network  that  connects  all  eleven  Polaroid  locations. 

And  makes  everything  from  inventory  to  finance 
to  technological  analysis  faster.  Easier.  And  more 
cost-effective. 

There  were  simply  no  negatives. 

The  NYNEX  family  of  companies  would  like  to 


iroid  were  ready 


work  with  you^  too.  We  offer  you  everything  from 
computer  networks  and  softv/are^  to  mobile  phones^  to  the 
services  provided  by  New  England  Telephone  and 
New  York  Telephone.  And  more. 

CaU  us  at  1  800  535-1535. 

Discovering  the  answer  is  NYNEX  could  be  a 
long-term  boon  to  your  business. 

We^re  hardly  a  flash  in  the  pan. 


I 


Need  to  communicate? Need  to  compute?  The  answer  is 


NYNEX 


I 
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Howard  Tljrailkill  of  FPS  Computing 
"/  talJc  to  cwistoiners  every  week. 


)hii  Mjddmk  R<ilx-ns 


It's  an  old  story.  It  pays  to  listen  to  your 
customers.  Floating  Point  Systems  forgot 
to,  and  now  it  is  struggling  to  survive. 

"We  wont 
make  that 
mistake  again" 


By  Kathleen  K.  Wiegner 

Fl  ROM  THE  VERY  BEGINNING, 
Floating  Point  Systems  of  Bea- 
verton,  Ore.  was  focused  on  a 
simple  business  opportunity — name- 
ly, that  most  companies  at  times 
want  to  turn  their  everyday,  general 
purpose  computer  into  a  high-speed 
number  cruncher.  Rather  like  Clark 
Kent  stepping  into  a  phone  booth  to 


become  Superman. 

In  1975,  five  years  after  he  left  Tek- 
tronix to  start  Floating  Point,  Nor- 
man Winningstad  came  out  with  a 
box  called  an  array  processor  to  maxi- 
mize a  general  purpose  computer's 
number  crunching  capabilities.  It 
wasn't  the  most  elegant  solution,  but 
it  did  a  good  job  for  customers.  Before 
Floating  Point,  if  you  wanted  a  serious 
number  cruncher,  you  had  to  shell  out 


millions  for  a  supercomputer.  But  at- 
tached to  a  Digital  Equipment  Corp. 
VAX,  say,  a  Floating  Point  processor 
acted  as  a  kind  of  supercharger,  giving 
the  VAX  something  like  the  same 
oomph  as  a  Cray  supercomputer. 
When  a  user  had  a  big  math  job,  he 
could  shuttle  it  off  to  the  Floating 
Point  array  processor  while  the  vax 
went  on  doing  something  else. 

This  technology  worked  very,  very 
well  at  the  time,  and  Floating  Point 
prospered.  Customers  included  com- 
panies doing  seismic  and  general  sig- 
nal processing  and  medical  imaging, 
such  as  CAT  scans.  While  the  market 
for  such  array  processors  was  only  a 
couple  hundred  million  dollars,  the 
good  news  was  that  Floating  Point 
owned  most  of  it.  In  1981  Floating 
Point  became  the  first  company  to 
market  what  are  called  today  minisu- 
percomputers — computers  that,  like  a 
Cray,  process  long  arrays  of  high-pre- 
cision (64-bit)  numbers  but  are  not  as 
fast  or  as  expensive.  The  success  of 
Floating  Point's  minisupers,  the  M64 
family,  showed  that  there  was  a  need 
for  a  computer  priced  well  below  a 
Cray  or  a  Control  Data  supercom- 
puter, which  sells  for  anywhere  from 
$3  million  to  $15  million,  but  wit' 


FORBES,  JULY  24,  1989 


257 


I'I'S  foniKkr  Soniuin  Wiinihi^stcui  with  bis  tinti  engine  Cessna 
Who  needed  Unix?" 


Ku  It  F  rishnun 


Comp/Comm 


higher  performance  than  minicom- 
puters being  offered  by  a  Digital 
Equipment  or  Hewlett-Packard.  By 
the  close  of  fiscal  1984  the  company 
was  earning  $15.2  million  on  sales  of 
$118  million.  With  only  a  smidgen  of 
debt,  return  on  equity  was  18.5%. 

Then  the  company  made  what  is 
one  of  the  most  dangerous  mistakes  a 
technology  company  can  make:  It  be- 
gan to  try  to  dictate  to  its  customers 
what  kind  of  computers  they  should 
buy.  In  the  process,  fps  Computing,  as 
the  company  is  now  known,  lost  the 
market  it  had  pioneered  at  just  about 
the  time  that  market  stopped  being  a 
specialized  one  and  began  to  become 
more  mainstream. 

First  FPS  bet  on  the  wrong  computer 
architecture.  The  company's  new 
computer,  called  the  T  Series  and  in- 
troduced in  1986,  was  billed  as  the 
"world's  fastest  computer."  It  was 
based  on  a  commercially  untried 
technique  known  as  massively  paral- 
lel processing. 

Then  take  software.  Since  Seymour 
Cray  was  a  youth,  rfx-  scientific  pro- 
gramming language  has  been  Fortran. 
But  since  Fortran  was  not  available  for 
a  parallel  processing  machine,  fps 
chose  an  obscure  programming  lan- 
guage known  as  Occam  for  T  Series. 
Result?  A  dearth  of  applications  soft- 
ware written  in  Occam.  No  more  than 


ten  T  Series  systems  were  ever  sold. 

When  customers  began  clamoring 
for  stand-alone  systems  and  stan- 
dards, FPS  stuck  to  Its  attached  proces- 
sors such  as  Its  M64,  which  had  to  be 
hooked  up  to  another  computer,  usu- 
ally one  with  a  proprietary  operating 
system.  This  at  a  time  when  at&t's 
popular  Unix  operating  system  was 
gathering  momentum,  particularly 
for  engineering  applications,  and  was 
available  on  rival  computers  from  a 
growing  number  of  minisupercom- 
puter  competitors.  "As  long  as  we  at- 
tached to  a  DEC  machine,  Unix  was 
not  a  great  problem.  Who  needed  Un- 
ix?" says  Winningstad,  fps's  chair- 
man, ruefully.  "That  was  a  mistake." 

By  the  middle  of  1986  fps  was  in 
deep  trouble,  which  management 
compounded  by  continuing  to  issue 
rosy  predictions.  Remembers  one  un- 
happy analyst:  "Right  when  the  stock 
was  at  41  a  share,  the  company  held  a 
big  hyped-up  meeting  for  two  bus- 
loads of  analysts.  The  next  quarter, 
the  wheels  fell  off."  Against  a  back- 
drop of  shareholder  suits,  restated  fi- 
nancials  and  layoffs  that  cut  the  work 
force  by  66%,  fps  lost  $14  million  in 
fiscal  1986,  $29  million  in  1987  and 
$28  million  last  year.  At  its  current 
price  of  around  2'/k,  the  stock  sells 
essentially  for  liquidation  value. 

As  early  as  the  fall  of  1986  the  fps 
board  went  looking  for  someone  with 
the  stomach  to  take  on  the  job  of 
seeing  if  fps  could  be  turned  around. 
About  18  months  ago  it  found  How- 
ard ThrailkiU,  50,  former  chief  execu- 


tive at  an  fps  competitor,  Saxpy  Com- 
puter. ThrailkiU  almost  immediately 
killed  off  the  T  Series  and  acquired  a 
troubled  startup  called  Celerity  Com- 
puting Inc.,  which  had  what  fps  need- 
ed all  along — a  stand-alone  Unix- 
based  minisupercomputer — and  start- 
ed selling  Unix  superworkstations 
made  by  Stellar  Computer.  Says 
ThrailkiU:  "We  have  gotten  ourselves 
back  in  the  mainstream." 

But  it  may  be  too  late.  The  market 
for  high-performance  computers  has 
become  dangerously  overcrowded.  A 
flock  of  venture-capital-backed  com- 
panies with  names  like  Convex  Com- 
puter, Alliant  Computer,  Masscomp 
and  Multiflow  are  busily  selling  mini- 
supercomputers.  Convex,  by  far  the 
industry  leader,  earned  $5.7  million 
last  year  on  sales  of  $105  million  by 
selling  stand-alone  high-performance 
computers.  And  fps?  "It  would  be  a 
real  leap  of  faith  to  see  them  overtak- 
ing Convex,"  says  Jeffrey  Canin,  a  San 
Francisco-based  computer  analyst. 
"Convex  has  a  good  product,  good  dis- 
tribution and  pays  keen  attention  to 
software." 

The  lesson  is  painfully  obvious:  A 
company,  particularly  one  in  a  fast- 
moving  technology  field,  ignores  its 
customers'  needs  at  its  peril.  "We 
won't  make  that  mistake  again," 
promises  ThrailkiU.  "I  talk  to  cus- 
tomers every  week  and  I'm  not  the 
only  one  doing  that."  In  the  fast-mov- 
ing computer  business,  though,  few 
companies  get  a  second  chance.  ■ 
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Science  &  Technology 


Edited  by  Gary  Slutsker 

Is  superconductivity  about  to  go  the  way  of 
'  cold  fusion?  Not  so  fast,  says  little  Hypres,  a 
firm  already  selling  superconductors. 

Superconducting 

lives 


By  Ronald  Bailey 


H 


opes  for  superconductivity  be- 
gin to  fade,"  reported  the  New 
York  Times  last  month,  copy- 
catting  an  earUer  Science  magazine  ar- 
ticle calling  attention  to  some  serious 
problems  with  the  new  generation  of 
higher- temperature  superconductors 
that  captured  headlines  and  magazine 
covers  two  years  ago.  Is  superconduc- 
tivity now  dead?  Not  quite.  Hypres,  a 
venture-capital-backed  startup  in 
Elmsford,  N.Y.,  is  commercializing  a 
form  of  superconductivity. 

Science  is  right  on  target  in  ques- 
tioning the  commercial  potential  of 


higher-temperature  superconductors, 
the  ones  that  carry  electricity  with 
zero  resistance  at  temperatures  as 
warm  as  292  degrees  below  zero  Fahr- 
enheit. It  was  on  those  that  scientists, 
and  reporters,  built  dreams  of  low- 
cost  levitating  trains  and  supereffi- 
cient  appliances. 

But  what  about  the  old-style  super- 
conductors, the  ones  that  work  only 
when  cooled  almost  to  absolute  zero? 
They  are  harder  to  work  with,  but 
they  have  commercial  potential  of  a 
different  sort.  Hypres,  for  example,  is 
the  only  outfit  anywhere  to  manufac- 
ture superconducting  integrated  cir- 
cuits commercially.  These  are  inte- 


Miducl  Gluck 


grated  circuits  that  replace  semicon- 
ductors like  silicon  with  metals  like 
niobium  that  become  superconduc- 
tors when  cooled  to  minus  452  de- 
grees Fahrenheit,  the  boiling  point  of 
helium.  "It's  much  too  soon  to  write 
off  superconductors,"  says  Henry 
Kressel,  partner  at  Warburg,  Pincus  &. 
Co.,  which  has  sunk  an  estimated  $17 
million  into  closely  held  Hypres  (esti- 
mated 1988  revenues,  $2  million). 

Hypres  was  founded  in  1983  by  Sa- 
deg  Faris,  a  refugee  from  ibm's  can- 
celed Josephson  junction  project, 
which  was  to  have  created  super- 
cooled supercomputers  to  replace 
heat-producing  silicon-based  ma- 
chines. After  sinking  about  $100  mil- 
lion into  building  a  Josephson  junc- 
tion computer,  ibm  abandoned  its  ef- 
forts in  1983.  Faris'  notion  was  that 
IBM  was  aiming  too  high  in  attempt- 
ing to  create  a  superconducting  super- 
computer. Why  not  first  commercial- 
ize Josephson  junctions  in  more  spe- 
cialized, modest  devices,  such  as 
scientific  instruments? 

Josephson  junctions,  like  the  tran- 
sistors used  in  semiconductors,  can 
act  as  switches  to  control  the  flow  of 
electrons.  The  junction  consists  of 
two  superconductors  separated  by  a 
thin  layer  of  insulating  film;  under 
certain  circumstances  a  tiny  current 
can  "tunnel"  through  the  insulator. 
The  junction  is  extremely  sensitive  to 
magnetic  fields,  which  makes  it  use- 
ful in  instruments  that  Hypres  is  de- 
veloping for  the  U.S.  Navy.  The  junc- 
tion is  also  much  faster  than  semicon- 
ductor circuits,  which  makes  it  useful 
in  converting  electrical  signals  into 
digital  form.  The  device's  speed  and 
sensitivity  make  it  valuable  in  radars 
and  oscilloscopes. 

Hypres  wafer  containing  superconductor 
integrated  circuits  (left)  and  electro-mi- 
crograph showing  part  of  a  Hypres  chip. 
The  Josephson  junctions  appear  as  ovals 
and  act  as  switches,  which  control  the 
flow  of  electrons. 
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THE  PC  Add-On 

'MrV(^MAKE¥)UR 

PC  System  Seem 
AlmostHuman 
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Noivyou  ian  ufwiv,  amnuTii  on 

and  approx'i'  mjomaiwn  on  a 

computer  as  clearly  and  as  eaaly  as 

you  would  in  person. 


You  use  the  stylus jusi  like  a  pencil. 

And  your  handunlten  notes, 

questions  and  signature  appear  right 

on  vour  screen. 


BM. 


Voice  comments  are  just  as  simple. 

Puk  up  the  Freestyle  handset 

and  talk. 


The  Freestyle  system  even  lets  you 

arrange  and  rearrange  your  Freestyle 

"desktop"  exactly  the  way  you  would 

your  own  desk.  Stack  indwulual 

pages,  staple  them  together, 

move  them ,  spread  them  out 

or  throw  them  away. 


Actual  Wang  comfuitr  screens  shown  here. 


Freestyle 


Right  from  your  Freestyle  "desktop," 

you  can  mail  a  Freestyle  page  via  a 

computer  network  or  FAX  it,  find  out 

where  it's  been,  select  another 

document  to  review,  create  a  new  one, 

orpnntit. 


It's  Freestyle  from  Wang. 

Freestyle  ™  combines  the  speed  of  the  personal 
computer  with  the  simplicity  of  natural  communi- 
cations. It  lets  you  communicate  clearly  and  rapidly 
with  your  entire  organization  -  on  a  personal  level  - 
without  ever  having  to  leave 
your  desk. 

Freestyle  isn't  a  machine  or  another  PC.  It  uses  a 
personal  computer,  but  you  don't.  It  lets  you  add  your 
own  questions,  comments  and  directives  -  written  in 
your  own  hand  and  spoken  with  your  own  voice  -  to 
the  Freest\'le  screen.  Freest>de  can  be  used  with  either 
scanned  or  FAXed  information  or  information 
generated  by  any  PC  system. 

Widi  Freestyle  you  don't  work  differendy,  just 
more  effectively.  It  enhances  the  skills  you  already 
have,  it  doesn't  change  them.  And  if  you  know  how  to 
use  a  pencil,  paper,  and  phone,  you  akeady  know  how 
to  use  Freestyle. 

Freestyle  from  Wang.  A  dramatic  breakthrough 
in  communications  diat's  incredibly  simple. 


WANG 


Makes  It  Work 


ForaFreeMyledemorideoiape,calll-800-522-W.\NG.Orwriie'X'angIjboraiories,Aitn:kqmrySemce.M.S.014-03C,OneIndusmalAiCTueXowen 
kCaiiada,caUl-80O-263-3%5. Or  wnteWaigCiMda,  Ann:  .\larkeimgDepartmeni,66  Leek  Crescent.Richmond  Hill, OnianoL4BlJ7.  >£  1989  Wang  Laboratories,  Inc.  Freestyle isatrademarkofWaiigLaboratories.Inc.,  1989. 
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"It's  much  too  soon  to  write  off  superconductors." 


Science  & 
Technology 


Hypres  makes  its  superconducting 
integrated  circuit  with  SO  Josephson 
junctions  on  a  section  of  a  chip  that  is 
supercooled  with  a  constant  spray  of 
hquid  hehum.  That  may  not  sound  as 
impressive  as  Hitachi's  recently  an- 
nounced test  chip  that  packs  30,000 
josephson  junctions,  but  Hypres'  chip 
IS  a  production  model,  while  Hita- 
chi's is  a  prototype.  The  chip  isn't 
being  sold  on  its  own,  but  is  a  critical 
component  in  Hypres'  principal  prod- 
uct, a  supersensitive  oscilloscope 
used  to  test  military  radar  and  com- 
puter switches.  Hypres'  oscilloscope 
IS  50  times  more  sensitive  than  the 
best  semiconductor-based  oscillo- 
scopes currently  ottered  by  Hewlett- 
Packard  and  Tektronix.  The  Hypres 
instrument  is  able  to  interpret  electri- 
cal signals  of  very  high  frequency  at 
two  to  three  times  the  speed  of  con- 
ventional solid-state  devices. 

Meanwhile,  Hypres  is  using  knowl- 
edge gained  from  low-temperature  su- 
perconductors to  make  chips  that  op- 
erate at  somewhat  higher  tempera- 
tures. Later  this  year  Hypres  expects 
to  begin  producing  a  niobium  nitride 
chip  that  works  at  temperatures  up  to 
44.S  degrees  Fahrenheit  below  zero. 
Devices  with  this  chip  could  use  a 


more  efficient  refrigeration  system 
that  recirculates  the  liquid  helium 
coolant  instead  of  letting  it  dissipate 
at  a  S400  weekly  cost  for  cannisters  of 
liquid  helium. 

"Whoever  is  good  at  making  low- 
temperature  superconducting  devices 
IS  in  a  good  position  to  make  high- 
temperature  devices,"  says  Ted  Bcr- 
lincourt,  director  of  research  and  lab- 
oratory management  at  the  Pentagon. 
"Low-temperature  superconductivity 
IS  the  modeling  clay  for  high-tempera- 
ture superconductivity."  The  govern- 
ment is  eager  to  get  its  hands  on  com- 
mercial superconductors  for  use  in  ad- 
vanced communications,  radars, 
submarine  detection  systems,  and 
strategic  defense.  The  Department  of 
Defense  wants  a  tiny  supercomputer 
that  could  perform  over  a  billion  math 
operations  per  second.  As  ibm's  expe- 
rience shows,  however,  this  achieve- 
ment IS  not  imminent. 

Hypres  figures  that  its  head  start  in 
manufacturing  will  give  it  a  big  ad- 
vantage over  competitors.  Hypres 
built  the  world's  only  complete 
foundry  for  manufacturing  digital  su- 
perconducting devices  in  production- 
run  quantities,  adapting  conventional 
silicon  chip  making  technology. 
Hypres  Chairman  Michael  Maguire, 
who  ran  Harris'  semiconductor  opera- 
tions, says  his  company  is  two  to 
three  years  ahead  of  any  U.S.  competi- 
tion in  manufacturing  superconduct- 
ing digital  circuits.  Hypres  also  gives 
would-be  competitors  a  reason  not  to 


build  their  own  facility  by  renting  out 
its  foundry  to  make  designs  for  others. 

The  biggest  competitor  to  Hypres 
could  well  turn  out  to  be  a  govern- 
ment-backed industry  consortium. 
The  nascent  superconductor  industry 
can't  resist  waving  the  Japanese  flag 
in  front  of  Congress,  hoping  to  shake 
loose  tax  dollars  into  their  research 
coffers.  After  all,  Japanese  companies, 
while  they  may  not  have  commercial- 
ized superconducting  technology  yet, 
have  demonstrated  their  ability  to 
make  complex  low-temperature  cir- 
cuitry. Thus,  the  two-year-old  Coun- 
cil on  Superconductivity  for  Ameri- 
can Competitiveness  is  lobbying 
hard.  The  council  wants  the  govern- 
ment to  back  $1  billion  in  revenue 
bonds  that  would  be  used  to  build  a 
research  lab  and  national  foundry. 
Called  Superchip,  Inc.,  the  consor- 
tium would  be  charged  with  develop- 
ing a  "prototype  microelectronic  de- 
vice" to  serve  as  the  building  block  for 
a  superconductivity  industry. 

Not  surprisingly,  Hypres  sees  little 
merit  in  Superchip.  "Hypres  is  a 
strong  proponent  of  a  national  foun- 
dry," says  Charles  Francisco,  the 
firm's  president,  who  was  previously 
at  high-tech  instrument  maker  eg&g 
Inc.  "But  the  fastest  approach  is  to 
start  with  our  existing  facility." 

So  there  are  still  no  cheap  levitating 
trains.  But  there  is  solid  steady  pro- 
gress being  made  in  commercializing 
superconductivity. 
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Marketing 


Edited  by  Joshua  Levine 


When  you  can  afford  the  very  best,  what 
kind  of  public  relations  do  you  get?  Shand- 
wick  Pic,  the  British  outfit,  polishes  the 
image  of  one  of  the  world's  wealthiest  men. 


Selling  the  sultan 


Iet's  get  something  straight  here  course.  The  firm  maintains  its  own 
_  and  now.  His  Majesty  Sir  Muda  two-man  outpost  in  Brunei  and  draws 
I  Hassanal  Bolkiah  Mu'izzaddin  on  Shandwick  operatives  in  11  coun- 
Waddaulah,  Sultan  of  Brunei,  does  not  tries,  including  Japan,  Australia,  Sau- 
own  a  Boeing  747.  He  owns  a  Boeing  di  Arabia,  the  U.K.  and  the  U.S. 
727  and  a  Boeing  757,  and  he  once  "We  don't  necessarily  seek  a  lot  of 
negotiated  to  buy  a  747,  but  he  never  publicity,"  says  Alan  Mole,  who  runs 
bought  it,  and  he  doesn't  have 
one  now. 

Another  thing.  Nothing 
peeves  the  potentate  more 
than  when  you  call  him  the 
richest  guy  in  the  world.  Some 
estimates  have  it — though  not 
Forbes,  which  excludes  royal- 
ty or  heads  of  state  from  its 
billionaire  calculations — that 
the  sultan  is  worth  some  S2.S 
billion.  But  that's  only  be- 
cause people  are  forever  con- 
fusing the  sultan's  personal 
wealth  with  the  national  as- 
sets of  Brunei  Darussalam,  his 
oil-sodden  kingdom  that 
shares  the  island  of  Borneo 
with  Malaysia  and  Indonesia. 

In  fact,  the  sultan  will  tell 
you,  through  a  spokesman,  of 
course,  since  he  rarely  gives 
interviews,  that  he  happens  to 
know  personally  that  there  are 
"several  other  individuals" 
with  more  loot.  Well,  okay, 
how  much  is  the  sultan 
worth?  None  of  your  business. 

For  this  kind  of  thing,  the 
third-largest  public  relations 
firm  in  the  world,  Shandwick 
I'lc.  of  Britain,  may  be  collect- 
ing as  much  as  $4  million  a 
year.    It    isn't    all    gravy,    of 
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Learning  to  live  with  wealth. 


the  account  out  of  Brunei  and  London. 
"The  sultan  is  a  very  shy  man,  and 
would  be  just  as  happy  without  it." 

Nevertheless  the  sultan,  who  is 
slight,  timid-looking  and  solemn,  gets 
high-level  handling.  Shandwick's 
chairman,  Peter  Gummer,  jets  to  Bru- 
nei personally  every  six  weeks  or  so  to 
hold  the  royal  hand. 

Another  steady  pilgrim  is  Lord 
Chalfont,  a  Shandwick  director  and 
former  journalist  who  now  serves  as 
Brunei's  official  mouthpiece.  Lord 
Chalfont  recently  secured  what 
Shandwick  proudly  calls  "the  first- 
ever  TV  interview"  with  the  sultan, 
who  also  serves  as  prime  minister  and 
minister  of  defense  of  his  Delaware- 
size  country.  That  interview  is  the 
backbone  of  a  Shandwick-produced, 
25-minute  videotape  on  the  glories  of 
Brunei.  Available  to  journalists,  heads 
of  state  and  travel  agents  with  an  in- 
terest in  the  country,  the  travelog  fea- 
tures the  sultan  at  his  most  wooden. 
In  the  videotape,  for  example,  one 
learns  that  although  he  is  an  absolute 
monarch,  the  29th  of  his  line,  the 
sultan  IS  quite  ready  to  alter  this  cozy 
form  of  government.  And  that  will 
happen,  the  sultan  says,  "when  I  see 
evidence  of  a  genuine  interest  in  poli- 
tics on  the  part  of  a  responsible  major- 
ity of  Bruneians."  Since  this  "genuine 
interest"  is  nowhere  to  be  seen,  says 
Alan  Mole,  any  further  nee- 
dling of  the  sultan  on  this 
score  by  irreverent  journalists 
is  "unenlightened." 

How  do  you  get  to  do  public 
relations  for  the  sultan  of  Bru- 
nei? Shandwick  says  it  did  no 
cold-calling  for  the  work.  The 
sultan  asked  the  firm  to  take 
him  on  in  late  1987,  Shand- 
wick says,  three  years  after  his 
country  had  achieved  indepen- 
dence from  the  British.  Hardly 
anyone  in  the  industry,  how- 
ever, believes  that  the  aggres- 
sive and  ambitious  British 
firm  didn't  lobby  long  and 
hard  for  the  account.  In  any 
case,  the  Sultan  of  Brunei  has 
been  experiencing  the  kinds  of 
public  relations  problems  not 
uncommon  for  rich,  absolute 
monarchs. 

His  palace,  for  instance,  is  a 
gold-filigreed  fanciful  cross  be- 
tween an  airport  terminal  and 
a  Las  Vegas  casino.  The  sultan 
built  it  in  1983  to  make  his 
227,000  subjects  feel  good 
about  being  Bruneians.  Not 
surprisingly,  journalists  glee- 
fully catalogued  its  Guinness- 
record-setting  excesses:  1,788 
rooms,  an  800-car  garage  and  2 
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miles  of  air-conditioning.  You  could 
host  a  wedding  for  4,000  in  its  ban- 
quet hall. 

The  sultan's  hands  at  Shandwick 
are  not  amused.  One  should  keep  in 
mind  that  Istana  Nurul  Iman — as  it  is 
called  in  Malay — is  a  "working  pal- 
ace." About  60%  houses  various  gov- 
ernment ministries — still  leaving 
around  700  rooms  for  kicking  around 
in  when  the  sultan  calls  it  a  day. 

The  sultan  also  has  the  unfortunate 
habit  of  stumbling  into  other  people's 
public  relations  fiascos.  In  1985  the 
sultan's  cash  was  linked  to  Mohamed 
Al-Fayed's  questionable  takeover  of 
the  House  of  Frazer  (Forbes,  Mar.  7, 
1988],  owner  of  London's  swank  Hux- 
rods  department  store.  The  sultan  de- 
nied any  part  in  the  deal,  but  no  one, 
including  Britain's  Department  of 
Trade  and  Industry,  which  lambasted 
the  deal  recently,  believes  him. 

Likewise,  he  was  said  to  be  ex- 
tremely embarrassed  when  U.S.  Sen- 
ate hearings  implicated  him  in  the 
Iran-Contra  scandal.  It  seems  that  in 
1986,  apparently  at  the  urging  of  As- 
sistant Secretary  of  State  Elliott 
Abrams,  the  sultan  tried  to  send  $10 
million  to  the  Nicaraguan  contras, 
but  failed  because  the  money  went  to 
the  wrong  secret  Swiss  bank  account. 
Concedes  Alan  Mole,  "The  sultan 
does  feel  a  bit  bruised  about  some  of 
the  things  written  about  him." 

Actually,  Shandwick  doesn't  really 
want  journalists  to  get  any  of  this 
stuff  right  at  all.  It  wants  them  to 
forget  about  it,  to  start  treating  Brunei 
like  a  regular  country  and  to  stop  re- 
ferring to  it  as  the  personal  play- 
ground of  the  richest  man  in  the 
world.  To  that  end,  the  firm  has  pro- 
duced a  paperback  profile  of  the  coun- 
try. Lord  Chalfont's  tv  interview  and 
travelog,  plus  a  just-published  biogra- 
phy entitled  By  God's  Will. 

Is  any  of  this  working?  Doesn't 
seem  to  be.  "The  p.r.  strategy  is  a 
resounding  disaster  in  Britain,"  says 
Anita  Chaudhuri,  who  is  former  edi- 
tor of  PR  Week,  a  British  trade  journal. 
"All  anyone  writes  about  is  how  rich 
the  guy  is."  Ditto  in  the  U.S.,  where, 
even  Mole  admits,  "it's  least  notice- 
able that  coverage  has  changed." 

That's  not  surprising.  After  all,  why 
would  a  journalist  write  about  Bru- 
nei's 177  primary  schools  and  29  sec- 
ondary schools  and  the  rest  of  its  .  .  . 
umm  .  .  .  educational  infrastructure 
when  the  sultan  is  apparently  flying 
around  in  a  Jacuzzi-equipped  airplane. 

Mole,  fortunately,  is  philosophical 
about  all  this.  "This  thing  about 
wealth  is  something  the  sultan  is 
learning  to  live  with,"  he  says.  Proba- 
bly just  as  well. — J.L. 
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A  NEW  FORCE  IS  SHAPING 
LATIN  AMERICAN  OPINION 


An  important  new  Spanish- 
language  monthly  designed  for 
Latin  America's  elite  in  finance, 
commerce,  and  government. 


offers  its  readers: 

•  the  Issues  that  will  make 
headlines  in  tomorrow's  papers. 

•  the  ideas  and  challenges  that 
will  confront  a  continent. 

•  all  treated  with  the  rigor  and 
depth  of  an  essay  and  the  appeal  of 
a  colorful  feature. 


Launched  in  October,  1988,  UNO  already  enjoys  a  50,000 
plus  circulation. 

UNO  is  represented  in  the  United  States  for  advertising 
sales  by  STRUBE  COUGHLIN  ASSOCIATES,  110  Laurel 
Avenue,  Larchmont,  New  York  10538.  For  complete 
details,  call  914-834-0228. 


Ask  us  about  the  funds 

that  have  consistently 

outperformed 

more  than  90%  of 

all  mutual  funds. 


Two  of  Twentieth  Century  Investors'  mutual  funds  have  performed 
better  than  90  percent  of  all  mutual  funds  tracked  by  Upper  Analytical 
Services  Inc.,  for  each  10-year  period  for  the  past  15  years.*  To  learn 
more  about  these  top  performers,  including  charges  and  expenses, 
write  or  call  toll-free  for  an  Information  Kit  and  Prospectus.  Please 
read  the  Prospectus  carefully  before  investing. 

Call  toll-free: 

1-800-345-2021 

*  Each  10-year  period  begins  on  a  calendar  quarter. 
Figures  are  based  on  total  return.  Data  represents 
past  performance.  Investment  return  and  principal 
value  will  fluctuate  and  redemption  value  may  be 
more  or  less  than  original  cost. 


C  1989 Twentieth  Century  Investors.  Inc 


FBS 


P.O.  Box  419200,  Kansas  City,  MO  64141-6200 
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Personal  Affairs 


Edited  by  William  G.  Flanagan 

The  es  something  about  fire  engines  that 
ap]  2als  to  the  child  in  all  of  us.  Some  of  us 
w'd  never  outgrow  that  fascination. 


Unabashed 
fire  buffs 


By  Marc  Beaochamp 


ON  Christmas  morning  1955, 
George  Getz  Jr.  awoke  to  find  a 
1924  American  La  France  fire 
engine  parked  in  the  driveway  of  his 
house  in  Winnctka,  111.  That  vintage 
engine  (technically,  a  fire  engine  is  a 


pumper)  was  a  gift  from  his  wife  and 
son,  and  it  lit  a  flame  that  has  kept 
Getz  aglow  for  going  on  34  years. 

Today  Getz,  81,  owns  the  largest 
collection  of  antique  fire  apparatus  in 
the  nation — from  Colonial-era  hand 
pumpers  and  Civil  War-vintage 
steam-powered  engines  to  sleek  Ah- 


rens-Fox  and  Seagrave  motorized 
pumpers  from  the  Twenties  and  Thir- 
ties. Getz'  collection  of  over  100 
pieces,  on  display  at  his  Hall  of  Flame 
Firefighting  Museum  in  Phoenix,  is 
probably  worth  $5  million  or  more.  It 
helps,  of  course,  that  Getz  is  rich.  His 
family-owned  Globe  Corp.,  based  in 
Scottsdale,  Ariz.,  has  extensive  inter- 
ests in  banking,  agriculture  and  real 
estate  in  the  Midwest  and  Southwest. 

In  the  Fifties  and  Sixties,  Getz  had 
little  trouble  or  expense  building  his 
collection.  "At  auctions  I  was  bidding 
against  people  who  knew  nothing 
about  the  stuff,"  he  recalls. 

But  the  hobby  took  off  in  the  Seven- 
ties. The  ranks  of  collectors,  at  one 
time  mainly  ex-firemen,  swelled  to 
include  doctors,  law^yers  and  other 
professionals.  These  days  Getz  has 
plenty  of  competition  from  other 
knowledgeable  collectors  who  see 
beauty  and  value  in  old  fire  engines — 
the  bright  red  paint  and  gold-leaf 
striping,  the  highly  polished  brass  and 
nickel  valves  and  gauges,  and  the  big 
shiny  bells. 

Consider:  The  Society  for  the  Pres- 
ervation &  Appreciation  of  Antique 
Motor  Fire  Apparatus  in  America 
(spaamfaa),  founded  in  1958  by  a  cou- 
ple of  Syracuse,  N.Y.  fire  buffs  who 
pooled  their  money  to  save  a  1926 
American  La  France  pumper  from  the 
junkyard,   now  has  2,400  members 


Inv  I'Niiiiic  Diiislcr  in  k'oc/'cslir.  Mich 

For  bi(flrs,  the  next  best  thing  to  a  four-alarm  blaxe. 
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and  40-odd  chapters  in  the  U.S.  and 
Canada.  Some  2,000  of  its  members 
own  rigs. 

Most  collectors  have  just  one  or 
two  rigs — you  obviously  need  a  lot  of 
space  to  keep  them.  But  Leonard  Wil- 
liams, a  Sunnyvale,  Calif,  accountant, 
owns  six  rigs  (from  a  1929  Ahrens-Fox 
to  a  1965  Coast  pumper).  Williams 
loves  the  sound  of  a  V- 12  engine.  Says 
he:  "The  V-12  sounds  like  pure  un- 
adulterated raw  power.  There's  noth- 
ing in  the  world  like  the  sound  of  a  V- 
12  engine." 

The  space  needed  to  store  the 
trucks  and  the  cost  of  maintenance 
and  restoration  have  kept  prices  from 
getting  completely  out  of  hand — 
we're  not  talking  Impressionist  paint- 
ings here.  Fifteen  years  ago  Marshall 
Sanford,  the  society's  president, 
bought  an  unrestored  1938  Mack  fire 
engine  (noted  for  its  distinctive  bull- 
dog hood  ornament)  for  $250.  "To- 
day," says  Sanford,  45,  a  history 
teacher  in  Redding,  Conn.,  "that  en- 
gine would  cost  $1,000  and  up — even 
if  it's  got  to  be  dug  out  of  the  ground." 

A  decade  ago  you  could  have  bought 
an  unrestored  Ahrens-Fox  (considered 
the  Bugatti  of  antique  motorized  fire 
engines  for  its  ornate,  front-mounted 
pump  surmounted  with  a  shiny 
spherical  air  chamber)  for  only  $1,000 
to  $2,000.  Today  that  same  engine 
would  cost  $15,000  or  more. 

Fully  restored  rigs  are  worth  far 
more,  of  course.  A  1930-vintage  Ah- 
rens-Fox in  top  condition  would  now 
fetch  $65,000.  Back  in  the  Sixties, 
George  Getz  bought  an  1878  Silsby 
horse-drawn  steam  pumper  for  $1,000 
from  a  contractor  who  was  using  it  to 
pump  water  out  of  basements  in 
Ocean  City,  N.J.  Now  restored,  it's 
easily  worth  over  $100,000.  Still  far 
from  a  king's  ransom. 

Collectors  face  a  tightening  supply 
of  antique  equipment,  in  part  because 
fire  departments  increasingly  are  sav- 
.ing  and  restoring  their  old  rigs  instead 
•of  scrapping  them  or  selling  them  to 
collectors.  In  rural  northern  Califor- 
nia, for  example,  the  Redding  Fire  De- 
partment is  restoring  a  12-cylinder 
1922  American  La  France.  And  the 
Santa  Monica  Fire  Department  is  re- 
storing a  1952  Mack  engine.  Mark 
Bridges,  a  fireman  with  Fire  Station 
No.  5,  proudly  points  to  the  newly 
repainted  rig  covered  with  a  tarp  in 
the  parking  lot  behind  the  firehouse, 
and  says,"There's  so  much  history 
and  tradition  attached  to  it.  It's  nice 
to  keep  it  in  the  family."  Result:  New 
collectors  are  having  to  settle  for  post- 
war engines  and  trucks,  which  are 
quite  different  animals. 

The  newer  trucks  have  diesel  in- 


Antique parade  carriage  huilt  by  Buckley  &  Menitt  in  1870 
Part  of  George  Getz' Hall  of  Flame  collection. 


stead  of  gasoline-powered  engines, 
and  automatic  instead  of  manual 
transmissions.  The  engines  have  been 
moved  amidships  from  in  front  of  the 
cab.  The  old  aerodynamic  look  has 
been  replaced  by  a  boxy  shape. 

The  most  popular  rigs  were  made 
by  the  Ahrens-Fox  Fire  Engine  Co.  of 
Cincinnati,  American  La  France  Fire 
Engine  Co.  of  Elmira,  N.Y.,  the  Sea- 
grave  Corp.  of  Columbus  and  Mack 
Trucks  of  Allentown,  Pa.  Generally 
speaking,  they  break  down  into  three 
categories:  antique  (up  to  1920),  vin- 
tage (1920  to  World  War  II)  and  classic 
(World  War  II  to  25  years  ago). 

Buying  an  old  engine  or  ladder  truck 
is  but  the  first  expense.  Painting  and 
rechroming  a  rig  can  cost  $35,000  or 
more,  depending  on  what  shape  it's 
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in.  Many  old  rigs  have  spent  years 
outside  or  in  dusty  bams  or  ware- 
houses. Rebuilding  a  V-12  engine  can 
run  $5,000  and  up,  warns  collector 
Williams.  Many  fire  engines  from  the 
1950s  and  1960s,  however,  have  low 
mileage  and  are  in  good  shape. 

Some  collectors,  like  George  Getz, 
have  figured  out  a  way  to  make  their 
hobbies  pay  at  least  part  of  their  own 
cost.  Getz  has  set  up  his  Hall  of  Flame 
museum  as  a  nonprofit  educational 
foundation.  The  20,000  people  who 
wandered  through  the  30,000  square 
feet  of  exhibits  last  year  paid  only  a 
quarter  of  the  museum's  $250,000- 
plus  operating  budget. 

Besides  a  tax  writeoff  the  museum 
gives  him  a  place  for  his  rigs — an  old 
ladder  truck  can  be  70  feet  long  and 
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There's  one  news  analysis  program  considered  "can't  miss"  by  Washington  officials. 
The  McLaughlin  Group. 

Among  its  chief  assets  are  the  wit  and  intellect  of  John  McLaughlin,  Eleanor  Clift, 
Fred  Barnes,  Morion  Kondracke,  Pat  Buchanan  andjack  Germond. 

They  provide  insightful,  often  prescient,  political  commentary  on  the  most  up-to- 
the-minute  developments.  Often  with  heated  exchanges. 

-So  tune  in  to  The  McLaughlin  Group.  It's  comprehensive,  contentious  and... 
contagious. 

Made  possible  by  a  grant  from  GE. 

THE  McLAUGHUN  GROUP 

Check  your  local  listing  for  station  and  time 


We  bring  good  things  to  life. 


The  Manila  Hotel's  Suite  Deal  Offer 

—  a  little  investment  in  Manila's  most  historic  hotel 

with  a  lot  of  pleasurable  dividends 


If  you  are  visiting  Manila  between 
now  and  December  this  year,  we  h.ive 
just  the  suite  offer  to  spice  up  vour  stay 

Ask  lor  our  Suite  Deal  Manila 
package  and  get  a  one-bedroom  suite 
with  a  late  check-out  in  Manila's 
most  historic  hotel  at  the  incredible 
rate  of  US$175-  •*. 

The  Suite  Deal  Manila 
package  includes: 
One-bedroom  suite  f4)r  a 
niaximuni  ot  2  adults 
and  2  children  12vears 
old  and  below, 
Continental  breaktasts 
lor  a  maximum  ot  2 


persons,  Airport  transfers  (provided 
with  flight  information).  Late 
check-out  till  6  p.m.  at  no  extra 
charge  (subject  to  availability). 
Welcome  drinks  and  fruits. 

Next  time  vou're  on  a  visit, 
don't  forget  to  ask  for  our  Suite  Deal 
Manila  offer. 


Valid  till  Pixcwbcr  31.  1989. 

Bookni^^  must  he  identified 

and  certain  restrictions  may 

apply.  Advance  reseri<atioits 

required.  *  •  •  Suhiect  to 

10%  seri'ice  ciiar<^eand 

13.7%goivrnment  tax. 


IhiTC  are  perhaps  a  di>u>n  incredible  places  you  must  see  in  the  Orient.  One  o(  them  is  a  hotel. 


.jein, 


(Mj 


Ri/jI  Park  (P  O   Box  K)7),  Manila  Philippine>     Telex   40S17  MHOTbL  PM 

l.ix   (hj)(2)  47  1124  or  4K  24W     lelephone  (t.:»)(2)  474HI11    Or  conlacl   R  K.  Warner  Inc   New  York. 

lohn  letlev  Co   Los  Anneli-s,   Llell  International-Sahara.  KLM  Golden  lulip  Inll  U A 
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weigh  10  tons  or  more. 

Where  to  find  an  old  rig?  Ask  at 
your  neighborhood  fire  station  (the 
average  engine  has  a  useful  life  of 
about  25  years).  Check  legal  ads  or 
estate  sales  in  the  new^spaper.  The 
collecting  society's  Enjine.'-Enjine.' 
quarterly  publication  runs  want  ads. 

Surely  the  best  place  to  see,  and 
maybe  buy,  antique  fire  apparatus  is 
at  a  muster.  Musters,  which  date  to 
before  the  Civil  War,  are  organized 
outdoor  activities  for  fire  engines,  old 
and  new.  Teams  compete  against  the 
clock  to  lay  hose  or  raise  aerial  lad- 
ders. There  are  bucket  brigade  compe- 
titions and  parades  of  antique  rigs.  For 


fire  buffs  it's  the  next  best  thing  to  a 
four-alarm  blaze. 

Two  big  annual  musters:  Green- 
field Village,  Mich.,  during  the  third 
weekend  in  July,  and  Croton-on-Hud- 
son,  N.Y.  at  the  end  of  lunc.  Smaller 
musters  are  held  each  summer  in 
nearly  every  state.  Check  with  your 
local  SPAAMFAA  chapter. 

Another  good  way  to  see  equipment 
is  to  visit  one  of  the  growing  number 
of  fircfighting  museums  around  the 
country.  Keith  Franz,  a  construction 
equipment  distributor,  has  a  44-piece 
collection  in  Slinger,  Wis.,  30  miles 
north  of  Milwaukee.  In  Luthervillc, 
Md.,  just  north  of  Baltimore,  Stephen 
Heaver  Sr.,  71,  a  retired  real  estate 
developer,  owns  the  Fire  Museum  of 
Maryland,  which  has  40-odd  rigs. 
Other  museums  of  note  include  the 
St.  Francis  Hook  &  Ladder  Society's 
museum  in  San  Francisco  and  the 
Connecticut  Firemen's  Historical  So- 
ciety museum  in  Manchester. 
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No  title  in  golf  is  more  difficult  to 
capture  or  more  prized  than  the  U.S. 
Open.  Beyond  the  competition  of 
some  156  of  the  game's  best  players, 


Oak  mi  Country  Club,  stte  of  the  1989  U.S.  Open. 

the  Open  champion  must  contend  with 
a  course  on  which  greenskeepers  have 
been  instructed  to  narrow  the  fairways, 
nurture  the  rough,  and  bring  the 
greens  to  championship  speed. 

The  stature  of  today's  event  could 
hardly  have  been  foreseen  by  the 

golfers  at  the  first 
Open.  There  were 
just  eleven  that 
October  day  in 
1895,  and  only  200 
spectators  to  cheer 
them  through  36 
holes  at  the 
Newport  Golf 
Club.  Briton 
Horace  Rawlins  bested  nine  fellow 
pros  and  one  amateur  to  win  a 
medal  and  a  modest  cash  prize 

Americans  had  to  wait 
sixteen  years  for  one  of  their 
own  to  take  the  title.  John  J. 
McDermott  did  it  in  1911. 

Today  as  many  as  6,000 
entrants  vie  for  a  spot  in 
the  field,  and  professionals  -^ 


1911:  ]ohn].  McDermott. 
first  American  to  win. 


Curtis  Strange,  winner  of  the  1988  and  1989  U.S.  Open. 

The  U*S*  Open  and  Rolex: 

two  of  the  gamers 

most  venerable  names* 

play  for  a  total  purse 
of  more  than  a  million 
dollars.  But  beyond 
the  financial  rewards  is 
the  immortality  achieved 
in  having  one's  name 
etched  on  the  championship 
silver  trophy. 
At  an  event  so  distinguished 
it  has  become  a  classic,  it  isn't 
surprising  that  a  classic    .». 
timepiece  is  so  often  the  )^ 

one  of  choice— Rolex.  "ROTP^Tf 


Oyster  Perpetual  Day-Date  in  18kt  gold  with  12  diamonds  on  bezel  and  bark  finish  President  bracelet. 
Write  for  brochure.  Rolex  Watch  U.S.A.,  Inc.,  Dept.  690,  Rolex  Building,  665  Fifth  Avenue,  New  York,  New  York  10022-5383. 

©  1989  Rolex  Watch  U.S.A.,  Inc. 


Rolex.  Oystef^Perpetual.  Day-Date  and  President  are  trademarks. 


Careers 


Many  executives  pay  lip  service  to  risk- 
taking.  Kay  Koplovitz,  president  of  the  USA 
cable  television  network,  actually  takes 
risks.  The  secret  to  her  high-wire  act? 


Never  look  down 


By  Dyan  Machan 


KAY  Koplovitz  is  fearless.  In 
her  youth,  she  overcame  a  se- 
vere illness  and  went  on  to 
win  trophies  as  a  speed  skater  in  state- 
wide competition.  She  always  angled 
to  be  captain  of  her  baseball  teams, 
feeling  instinctively  that  she  was  up 
to  the  task.  Early  in  her  professional 
career,  Koplovitz  would  leave  any  )ob 
almost  immediately  once  she  realized 
it  wouldn't  take  her  to  the  top.  lob 
security?  She  never  gave  it  a  thought 

Today  Koplovitz,  44,  is  president  ot 
USA  Network.  This  makes  her  the 
highest-ranking  woman  in  cable  tv. 
She  still  believes  in  the  kind  of  risk- 
taking  that  got  her  there.  Says  she, 
"Too  many  people  are  afraid  to  take 
responsibility  for  deciding  they  will 
succeed." 

Koplovitz'  latest  risk:  She  is  spend- 
ing some  $250  million  to  finance  24 
original  movies  and  other  television 
programming  over  the  next  two  years. 
Proportionate  to  revenues,  that  is  like 
NBC  spending  $4  billion  on  new  pro 
grams.  For  a  cable  network,  even  one 
owned  by  rich  entertainment  outfits 
such  as  MtA  and  Paramount,  this  is  a 
nail-biting  gamble. 

But  in  today's  turbulent  business 
environment,  risk-taking  has  becomi. 
a  virtue  rather  than  a  vice.  Playing 
safe  by  doing  things  the  old-fashioned 
way  is  playing  dumb.  Increasingly 
common  (and  rewarded)  in  the  execu- 
tive suite  are  executives  like  Koplo 
vitz,  motivated  by  the  need  to 
achieve,  not  by  fear  of  failure. 

Koplovitz  has  swung  smoothly 
from  one  career  vine  to  the  next,  nev- 
er setting  her  sights  on  being  anything 


less  than  the  boss.  After  graduating 
Phi  Beta  Kappa  from  the  University  of 
Wisconsin  in  1967,  she  went  to  work 
producing  a  sports  talk  show  at  radio 
station  wtmj  in  Milwaukee,  her 
home  town.  Within  a  year,  she  made 
an  assessment  that  others  were  better 
at  this  line  of  work  than  she.  More 
important,  this  was  no  path  to  where 
she  wanted  to  be:  the  top. 
Soon  she  was  enrolled  at  Michigan 


State  University,  writing  her  master's 
thesis  on  satellite  communications. 
After  graduation  she  moved  to  Wash- 
ington and  looked  for  work  with 
Comsat  Corp.,  a  satellite  launching 
company.  "I  was  surprised  when  I 
foimd  out  they  weren't  waiting  for 
me,"  she  says. 

After  six  months  of  phone  calls, 
interviews,  suggestions  and  letters, 
Koplovitz  wore  them  down  and  fina- 
gled a  job  in  Comsat's  public  relations 
office.  But  it  wasn't  hard  to  figure  out 
that  p.r.  was  a  dead  end.  "I  remember 
saying  to  myself,  'Kay,  you  know  this 
isn't  getting  you  anywhere.'  " 

Again  it  was  time  to  move.  This 
time  she  joined  forces  with  her  hus- 
band. Bill  Koplovitz,  a  communica- 
tions lawyer.  They  were  hired  as  a 
team  in  1973  by  U A/Columbia  to  sell 
communities  on  cable  systems.  In 
two  years  they  signed  up  an  astound- 
ing total  of  75  communities  in  New 
Jersey  and  metropolitan  New  York. 

Koplovitz  was  now  28.  Was  she  sat- 
isfied? Far  from  it.  She  was  through 
with  teamwork:  "I  wanted  to  succeed 
on  my  own  merits,  and  that  was 
that." 

She  started  her  own  consulting 
firm,  publishing  six  trade  magazines 
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FKOM  SeATO  SHmiM6  SEA^me  WIU  TO 
SU€CW>ISMRTOFTHEAMBiKAMSPIRn: 


The  instant  you  beconne  an  Annerican,  whether  by  birth 
or  by  choice,  you  are  guaranteed  a  particular  freedom 
that  is  nowhere  mentioned  in  the  Constitution,  but  in 
feet  flows  fiTom  it 

You  are  guaranteed  the  freedom  to  succeed. 

You  are  free  to  dr^am  your  own  dream  of  success, 
to  study,  to  wor1<,  to  create  and  discover  and  build,  for 
yourself  and  your  children,  the  success  you  want 

Our  deep  belief  in  that  idea  is  one  reason  that  our 
company— Citicorp  and  Citibank— has  grown  to  become 
by  fer  the  nation's  largest  financial  services  organization. 

For  over  175  years,  our  frieedom  to  innovate,  to 
create  new  financial  ideas  and  services,  has  led  to  an 
unbroken  line  of  initiatives  allowing  us  to  help  countless 
millions  of  individuals 

Today,  more  Americans  are  pursuing  college 
education  and  graduate  degrees  with  help  fiDm  us  than 
fiTom  any  other  private  lender. 


More  are  getting  what  they  want  with  the  help  of 
MasterCard '  and  Visa  cards  from  Citibank  than  finom  any 
other  company 

And  more  Americans  who  once  dreamed  of 
"some  day"  owning  their  own  homes  now  own  them,  or 
are  buying  them,  with  help  from  Citicorp  and  Citibank. 

Meanwhile,  here  at  home  and  in  90  other  countries 
around  the  world,  we  offer  the  ftjll  range  of  financial 
services,  finom  automated  machines  for  personal  banking 
to  corporate  frjnding  in  the  billions. 

Over  90,000  people  of  Citicorp  and  Citibank  serve 
over  25,000,000  customers,  thousands  of  companies  and 
many  governments  in  every  major  world  marketplace. 

We  can  help  you,  or  your  company,  achieve  success, 
here  and  abroad. 

Whether  you  get  to  know  us  as 
Citicorp  or  Citibank,  we'd  like  you  to 
get  to  know  us  better. 
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for  architects  and  a  conference  of 
mayors  and  wrote  position  papers  for 
a  couple  dozen  corporations  on  inter- 
national communications  issues. 

Though  Koplovitz  didn't  realize  it 
at  the  time,  her  many-branched  career 
path  to  that  point  had  perfectly  pre- 
pared her  for  the  fight  between  Mu- 
hammad Ali  and  Joe  Frazier  on  Oct.  1, 
1975  in  Manila.  It  was  the  first  Home 
Box  Office  program  beamed  via  satel- 
lite, and  it  convinced  UA/Columbia 
that  programs  could  be  beamed  via 
satellite  to  cable  systems  and  into 
subscribers'  homes.  In  her  1968  mas- 
ter's thesis  Koplovitz  had  predicted 
the  private  use  of  satellites,  so  it  was 
no  surprise  when  her  old  boss  at  UA/ 
Columbia  asked  her  to  shape  the  idea 
into  a  company. 

Was  Koplovitz,  now  32,  over- 
whelmed with  fear  that  she  couldn't 
pull  it  off?  Never.  Failmg  is  some- 
thing that  just  never  occurs  to  her. 
"I'm  an  action  person.  I'm  down  lovc- 
40  and  I  dig  in,"  she  says.  In  1977  she 
helped  start  Madison  Square  Garden 
Sports  Network,  with  UA/Columbia 
as  one  of  the  backers.  The  network 
primarily  covered  national  sporting 
events  until  1980,  when  it  was  re- 
named USA  Network. 

Koplovitz'  confidence  is  rooted  in 
her  upbringing,  says  her  father.  He 
learned  early  on  to  let  his  strong- 
willed  daughter  make  her  own  deci- 
sions. When  .she  was  in  kindergarten 
and  the  family  decided  to  move,  she 
instructed  her  dad  that  she  was  going 
to  finish  the  year  at  her  old  school. 
When  her  father  realized  she  was  seri- 
ous and  that  she  would  do  it  even  if 
she  had  to  walk  across  town  every 
day,  he  gave  in  and  handed  her  the 
bus  fare. 

Her  early  teenage  years  further 
honed  her  determination.  Two  things 
contributed.  As  a  child,  she  had  a 
chronic  lung  disease  that  kept  her  in 
and  out  of  hopitals  for  several  years. 
Yet  despite  her  bouts  with  illness  she 
had  loved  sports  and  was  a  superior 
athlete.  The  long,  painful  hospital 
stays  forced  her  to  realize  the  link 
between  one's  own  will  and  life's  out- 
come, something  many  adolescents 
don't  fully  absorb  until  adulthood. 

"1  knew  that  medicine  and  constant 
medical  care  helped  make  me  well, 
but  also  that  a  lot  had  to  do  with  my 
attitude,"  she  recalls.  "I  learned  my 
own  resolve  was  probably  the  most 
important  factor  in  getting  anything 
done.  It  gave  me  a  very  positive  out- 
look, in  that  I  could  control  what 
would  happen  to  me." 

It  isn't  uncommon  to  find  a  strong 
correlation  between  competitive 
sports  and  life's  later  achievements, 


and  Koplovitz  is  a  case  in  point.  Spe 
skating  was  her  first  sport.  Later  tl 
gave  way  to  baseball  and  tennis. 

Battling  her  illness  and  edging  o 
other  athletes  prepared  her  well 
the  top  job  at  usa  Network.  The  w 
work  started  out  strong,  but  by  198C 
seemed  every  media  company  in  t 
country  was  starting  its  own  cal 
channel  as  competition.  With  u 
Network  in  jeopardy  of  losing  its  lei 
Koplovitz  gambled  by  diversifyi 
away  from  sports.  She  expanded  pi 
gramming  to  24  hours  a  day  from 
hours  a  week,  adding  several  ch 
dren's  shows  and  talk  shows  to  attra 
daytime  viewers.  The  network  he 
its  own.  And,  while  many  of  the  oth 
cable  networks  shriveled  and  disal 
peared  in  the  early  1980s,  usa's  adv 
rising  revenues  continued  to  build 

Now  the  goal  is  more  than  simpi 

Was  Koplovitz  over- 
whelmed with  fear  that  si 
couldn't  pull  it  qff7  Failing^ 
is  something  that  never 
occurs  to  her.  "Vm.  down 
love-40  and  I  dig  in." 


survival.  Koplovitz  has  been  racing 
make  usa  Network  a  general  ente' 
tainment  outlet  to  compete  with  tl 
likes  of  NBC,  CBS  and  abc.  In  1986  he 
was  one  of  the  first  cable  networks  ij 
purchase  tv  scries  from  a  netwoil 
before  they  went  into  syndicatioj 
The  shows,  nbc's  RifXicJe  and  cbs' 
V^olf.  got  people's  attention.  Her  ne: 
move,  buying  top-rated  Miami  Vice  ar 
Murcltr  She  Wrote,  was  a  coup.  Viewe: 
flocked  to  them  and  advertising  do 
lars  followed. 

For  six  years  running  usa  Netwoi 
has  had  the  most  viewers  of  any  noi 
pay  cable  tv  station.  Advertising  revi 
nues  jumped  50%  this  year,  to  $14 
million.  On  top  of  that,  usa  took  i 
roughly  $60  million  more  from  cab) 
companies  that  carry  its  offering 
Now  that  Koplovitz'  network  is 
53%  of  all  American  households,  sh 
says,  "advertisers  consider  usa  Ne 
work  a  part  of  their  regular  medi 
buy."  She  did  not  get  where  she  is  b 
not  beating  her  own  drum. 

Her  current  goal  is  to  add  more  orij 
inal  programming  to  help  the  net 
work  build  an  even  stronger  identity 
strong  enough  to  challenge  the  hi 
three  broadcast  networks  in  the  ral 
ings  game.  What  if  Koplovitz'  24  mo\ 
ies  and  her  handful  of  new  tv  serie 
all  flop?  If  history  is  any  guide,  Kopic 
vitz  will  probably  make  a  happy  land 
ing  elsewhere.  "There  are  othe 
mountains  to  climb,"  she  says,  "so 
suppose  I'd  climb  them."  * 
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i        TO  FIND  OUT  WHAT  SEPARATES 
JTHEYOLYOTGO  FROM  OTHER  LUXURYCARS, 

YOU  HAYETO  GET  INSIDE  IT. 
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N^  HrTKAULl^  UNIT 
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U-^HT  ALL^Y 


Inside  the  Volvo  760  you'll  find  more 
than  just  leather-trim  seats,  power  win- 
dows, and  a  high-end  stereo  system. 

You  II  find  a  level  of  automotive  engi- 
neering that  exceeds  that  of  many  cars  in 
its  class. 

Consider,  for  instance,  Volvos  unique 
Multi-link  independent  rear  suspension. 
Unlike  conventional  systems.  Multi-link 
allows  each  wheel  to  react  individually 
to  varying  road  conditions.  The  result  is 
an  exceptionally  smooth  ride  coupled 
with  precise  ro&d  handling. 

«;  19X9  Volvo  North  America  C'orporalion. 


AP^  WHEEL  ^N^^ 


Also  consider  the  760s  choice  of 
power  plants.  You  can  have  a  highly 
responsive,  overhead  cam  V-6.  Or  an 
intercooled.  turbocharged  four  that  can 
rocket  the  760  from  0-55  MPH  in  less 
time  than  it  takes  many  so-called 
performance  sedans. 

But  even  more  important  than  0-55 
is  the  time  it  takes  to  go  from  55-0.  Which 
is  why  the  760  comes  with  a  state-of-the- 
art  anti-lock  braking  system  (ABS). 
With  ABS,  you  can  practically  stand  on 
the  brakes  with  little  chance  of  skidding 


or  losing  control.  Even  on  wet  surfaces. 

For  additional  safety,  the  760  is 
equippjed  with  a  drivers  side  Supplemen- 
tal Restraint  System.  And.  of  course,  it  is 
replete  with  all  the  safet>  features  Volvo 
has  long  been  famous  for 

All  of  which  goes  to  prove  that  if 
you're  in  the  market  for  a  luxury  car,  you 
should  look  into  the  Volvo  760. 

After  all,  no  other  car  in  its  class  has 
such  an  impressive  interior 

A  car  vou  can  belie\e  in. 
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Shopping  for  bargains 


I'uiri'  J:i  criurl.  chuj  c.wlhIiw  oJ  Miold  I '  SA 
One  chain's  debt  ia  Ahold'a  opportunity. 


Pierre  Everacrt  docs  not  issue  or 
own  lunk  bonds,  but  he  is  making 
the  most  of  them.  Everaert  is  chief 
executive  of  Ahold  U.S.A.,  Inc.,  a  unit 
of  the  Dutch  food  retaihng  giant  Kon- 
inkhikc  Ahold  nv  (1988  sales,  $7.6 
billion).  In  less  than  two  years  Ahold 
has  become  the  tenth-largest  super- 
market chain  in  the  U.S.  Everaert's 
strategy?  Snap  up  stores  on  the  cheap 
as  U.S.  supermarket  chains — strug- 
gling to  meet  interest  payments  on 
their  junk  bonds — are  forced  to  sell. 

"We  are  constantly  ready  to  add 
little  pieces,  left,  right  and  center," 
says  Everaert,  50.  An  example:  With 
Kroger  Co.  feeling  a  cash  pinch  after 
its  $S  billion  leveraged  recapitaliza- 
tion, Everaert  earlier  this  year  picked 
up  21  stores  in  North  and  South  Caro- 
lina for  a  moderate  $40  million  or  so. 
A  year  earlier.  Ahold  spent  an  esti- 
mated $175  million  for  an  80%  stake 
in  First  National  Supermarkets,  Inc., 
a  115-store  chain  based  in  Cleveland. 
First  National,  which  had  gone  pri- 
vate for  S53  million  in  1985,  needed  a 
fresh  jolt  of  capital.  Everaert  has  since 
bought  another  5%  of  First  National 
and  plans  to  own  the  chain  outright 
by  1992. 

The  key  to  survival  in  the  super- 
market industry,  says  Everaert,  is  for 
"each  store  to  be  able  to  keep  market 
share  when  under  attack."  Unlike 
most  of  his  U.S.  counterparts,  Ever- 


274 


aert  is  suspicious  of  debt.  Among  the 
leading  U.S.  supermarket  chains, 
long-term  debt  and  capitalized  leases 
exceed  sharehclders'  equity  by  a  diz- 
zying average  of  9-to- 1 .  Ahold,  by  con- 
trast, has  a  modest  I-to-1  dcbt-to-cq- 
uity  ratio.  Unhampered  by  the  need  to 
pay  down  debt,  Everaert  spent  $347 
million  last  year  to  renovate  old 
stores  and  build  new  ones,  and  this 
year  he  will  spend  close  to  that.  Rath- 
er than  expand  nationwide,  however, 


he  is  so  far  sticking  to  clusters  o 
stores  in  the  South,  Northeast  anc 
Midwest.  ™^ 

Everaert's   strategy   is  paying  oH^jf' 
Last  year  the  U.S.  contributed  nearl) 
half  of  Ahold's  total  sales,  up  from  i 
third  in  1987.  Judging  by  the  acquisi 
tive  glint  in  Everaert's  blue  eyes,  that^^ 
trend  is  likely  to  continue. — J.Z.         W^ 


Workout  artist 

When  Texaco,  Public  Service  Co, 
of  New  Hampshire  and  ltv  Corp, 
entered  bankruptcy  proceedings,  cred-' 
itors  were  quick  to  call  Joel  Zweibel. 
A  partner  in  the  Manhattan  law  firm 
of  Kramer,  Levin,  Nessen,  Kamin  & 
Frankel,  he  has  helped  to  right  some 
of  the  most  titanic  mishaps  in  corpo- 
rate finance.  Now  Zweibel  is  trying  to 
get  Eastern  Air  Lines  out  of  bankrupt 
cy  court. 

Having  worked  the  bankruptcy 
courts  for  nearly  25  years,  Zweibel  is 
intrigued  by  a  relatively  recent  devel- 
opment. No  longer  is  bankruptcy  sim- 
ply the  means  by  which  a  company 
with  operating  difficulties  gets  back 
on  its  feet  by  urging  its  creditors  to 
scale  down  or  extend  their  claims 
"Chapter  1 1  filings  to  rehabilitate  a 
company's  business,"  Zweibel  ob 
serves,  "are  being  superseded  by  huge 
cases  that  are  using  the  process  to 
solve  a  sociopolitical  problem."  In  ef 
feet,  the  bankruptcy  courts  are  be- 
coming the  courts  of  last  resort,  tack- 
ling issues  that  legislatures  and  civil 
courts  cannot  resolve. 

Among  those  issues:  what  to  do 
about  megatorts  like  the  $11.1  billion 
damage  award  Pennzoil  won  from 
Texaco;  how  to  compensate  retirees 

Diinc  Kuhinscr 
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Solviiig  "societal  issues"  with  Chapter  11. 
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without  destroying  a  company,  as  in 
the  protracted  ltv  case;  and  how  to 
balance  the  costs  and  risks  of  nuclear 
power  against  the  compelling  need  for 
energy,  as  with  Public  Service  of  New 
Hampshire.  Zweibel  expects  that  en- 
vironmental liability,  already  a  hot 
topic,  will  be  among  the  biggest  social 
issues  faced  by  the  bankruptcy  courts. 

Troublesome  or  not,  the  broadening 
use  of  bankruptcy  courts  means  big 
paychecks  for  Zweibel.  His  firm  took 
in  about  $2  million  in  fees  on  the 
Texaco  case  alone.  The  Eastern  talks 
are  bringing  in  fees  of  about  $325,000 
a  month. 

What  of  the  future?  "More  and 
more  of  these  major  cases  involving 
societal  issues  will  end  up  in  the 
bankruptcy  courts,"  says  Zweibel. 
"They  lead  to  financial  paralysis,  and 
bankruptcy  is  the  way  to  create  a 
solution."— J.Z. 


Taking  it  on  the  road 

Scott  Sanders,  executive  producer 
of  Manhattan's  Radio  City  Music 
Hall  Productions,  rocked  the  concert 
business  ten  years  ago  by  promoting 
shows  himself.  That  means  outside 
firms  no  longer  get  to  book  the  acts, 
publicize  the  shows — and  skim  10% 
to  15%  off  the  top.  Now  Sanders,  32, 
is  taking  the  next  logical  step:  pro- 
moting shows  at  other  venues  under 
the  famous  Radio  City  name. 

Sanders  came  in  as  talent  coordina- 
tor in  1979,  after  Radio  City  had  lost 
money  for  24  years.  He  became  execu- 
tive producer  in  1984.  One  year  later, 
Radio  City  turned  a  profit,  and  it  has 
been  profitable  ever  since. 

"There  wasn't  really  any  plan  to  do 
the  broad  range  of  concerts  and  enter- 
tainment that  we're  doing  now,"  re- 
calls Sanders,  garbed  in  a  slick  double- 
breasted  Gaultier  suit.  Variety  was 
central  to  Sanders'  strategy:  He  took 
Radio  City's  menu  of  staples  like 
;  Frank  Sinatra,  Aretha  Franklin  and 
the  ageless  Rpckettes  and  spiced  it  up 
with  acts  ranging  from  rockers  like 
the  Pretenders  and  Bob  Dylan  to  illu- 
sionists Siegfried  &  Roy. 

It  worked.  Last  year  Radio  City 
grossed  $50  million,  first  among  com- 
parable U.S.  concert  venues.  In  June 
the  rock  group  the  Who  stormed  onto 
its  stage  to  perform  their  rock  opera 
Tommy.  Some  6,000  people  squeezed 
through  the  turnstiles  at  up  to  $1,000 
a  pop,  for  a  one-night  total  of  about 
$1.2  million  in  ticket  sales. 

Why  did  Sanders  take  his  acts  on 
the  road?  "We're  so  busy  with  various 
shows  at  the  Music  Hall,  oftentimes 
we  can't  accommodate  a  particular 
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Radio  City  Mitsic  f kill's  Scott  ScDuiers 
Why  not  name-brand  concerts? 

artist,"  says  the  former  disc  jockey, 
who  promoted  his  first  concert  at  age 
15.  "We  need  the  ability  to  present 
them  in  other  New  York  venues." 

Since  the  beginning  of  the  year.  Ra- 
dio City  has  promoted  shows  in  Man- 
hattan theaters  such  as  Carnegie  Hall, 
Alice  Tully  Hall,  the  Apollo  Theatre 
and  the  Joyce  Theatre.  Sanders  also 
plans  to  promote  Gloria  Estefan  &. 
Miami  Sound  Machine  in  the  20,000- 
seat  Madison  Square  Garden  in  De- 
cember. He  has  even  promoted  na- 
tionwide tours  for  the  Moscow  Circus 
and  the  jazz  vocal  group  Manhattan 
Transfer. 

And  why  not?  We  have  name-brand 
cigarettes  and  name-brand  detergents. 
What's  wrong  with  name-brand  con- 
certs?— Peter  Newcomb 


Waiting  for  destiny's  call? 

What  a  difference  an  administra- 
tion makes.  Elliott  Abrams,  as- 
sistant secretary  of  state  for  inter- 
American  affairs  in  the  Reagan  ad- 
ministration, is  now  practicing  law 
on  his  own  in  Washington,  D.C.  He 
represents  U.S.  clients  who  want  to 
do  business  in  Latin  America  and  the 
Caribbean,  and  Latin  Americans  whq 
need  help  in  the  States.  Among  other 
things,  he  is  assisting  a  U.S.  cable  tv 
company  in  South  America,  helping 
to  promote  a  German  engine  that  runs 
on  salad  oil,  and  advising  a  U.S.  firm 
that  may  use  blimps  to  haul  timber 
harvested  in  Latin  America. 

It's  a  far  cry  from  being  the  youn- 
gest assistant  secretary  of  state  m  this 
century.  Abrams,  now  41,  earned  a 
reputation  for  combativeness — some 
would  say  abrasiveness — for  his  fiery 
testimony  to  Congress  on  the  dangers 
of  communism  in  Central  America. 

His  new  calling  is  less  glamorous, 
perhaps,  but  the  job  has  its  rewards.  "I 
have  time  with  my  family,  time  to  go 
to  the  movies,  vacations.  I  pay  debts 
instead  of  incur  them.  And,"  he  jokes, 
"there's  no  more  check  kiting." 
Abrams'  government  pay  topped  out 
at  $77,500 — not  much  with  a  wife  and 
three  kids  in  Washington.  "My  econo- 
my was  similar  to  Argentina's,"  he 
quips.  "I  kept  refinancing  my  debt.  I 
always  said  I'd  quit  once  I  reached  the 
credit  limit  on  my  Visa  cards." 

Still,  Elliott  Abrams  selling  engines 
while  Central  America  smolders?  He 
seems  a  bit  like  Ulysses  S.  Grant  be- 
fore the  Civil  War,  lolling  in  his  fam- 
ily store  in  Galena,  waiting  for  des- 
tiny's call. — Jerry  Flint 


Former  policy»uiker  Elliott  Abrams 

Now  "I  pay  debts  instead  of  incur  them." 
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ONE  THIRD  IS  COVERED  BY 

LAND,  TWO  THIRDS  BY  WATER, 

AND  ALL  OF  IT  BY  CIGNA. 


f 


The  world's  a  big  place.  27459,880  square 
miles  to  be  exact. 

And  if  you're  an  international  business  buying 
insurance  country  by  country,  it  can  seem  even 
bigger. 

Dealing  with  other  customs,  policies  and  pecu- 
liarities can  be  more  than  just  complicated. 
It  can  leave  you  unsure  of  your  coverage.  If  not 
completely  uncovered. 

Thus  the  need  for  comprehensive  global  cov- 
erage. The  kind  of  coverage  that  the  CIGNA 
companies  can  provide. 

As  a  truly  global  organization,CIGNA  companies 
offer  a  wide  range  of  property  and  casualty 
insurance  all  oround  the  world.  On  both  land  and 
water.  With  local  operations  in  nearly  80  countries, 
led  by  experienced  representatives  who  know 


local  customs  inside  and  out. 

Our  global  coverage  can  also  help  eliminate 
overiopping  policies  and  gaps  in  protection. 

What's  more,  we  have  a  network  of  loss  control 
specialists  to  help  you  prevent  accidents. 

As  well  as  a  woridwide  claims-handling  system 
that  con  process  claims  quickly  should  any 
accidents  occur. 

And  with  over  48,000  employees  worldwide 
and  almost  200  years  of  global  experience,  few 
companies  can  match  our  strength. 

To  learn  more  about  our  woridwide  property 
and  casualty  coverages,  write  CIGNA  Companies, 
Dept.  R8,  1600  Arch  Street, 
Philadelphia,  PA  19103. 

And  find  out  just  how  small 
the  worid  can  be. 
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The  100  Cheapest  Foreign  Stocks 


LIB 


AS  Other  countries  rise  up  in  the  global  economy,  the 
relative  weight  of  the  U.S.  shrinks.  The  same  holds 
k  for  the  world's  stock  markets.  According  to  Mor- 
gan Stanley  Capital  International  Perspective,  which 
tracks  2,400-plus  stocks  worth  S7.2  trillion,  the  value  of 
U.S.  publicly  traded  companies  is  now  around  $2.8  tril- 
lion. But  Europe's  public  companies  are  worth  SI. 86  tril- 
lion, [apan's  are  worth  S3. 6  trillion  and  the  rest  of  the 
world's  stocks,  approximately  $400  billion.  What's  the 
point?  This:  As  the  relative  weights  of  foreign  markets 
grow,  more  investors  are  braving  the  unknowns  lurking 
overseas  and  are  searching  out  interesting  opportunities  in 
other  countries'  markets.  There  is  plenty  of  risk  in  this 
approach.  Last  year  the  New  Zealand  stock  market  index 
fell  1 7.4%,  in  dollar  terms.  But  the  rewards  are  also  consid- 
erable. The  quiet  little  Belgium  market  climbed  nearly 
50%  in  1988.  (The  Capital  International  Perspective  U.S. 
market  index,  in  contrast,  gained  1 1.6%.) 

We  again  asked  Morgan  Stanley  Capital  International 
Perspective's  Monique  Khatchadounan  and  her  crew  in 
Geneva  to  screen  their  entire  stock  universe  for  cheap 
foreign  stocks.  What  docs  cheap  mean-  Wc  asked  for 
stocks  selling  at  no  more  than  70%  of  the  pricc/carnings 


ratio  of  their  national  index.  Eliminated  were  stocks 
priced  higher  than  the  average  price/book  ratio  for  their 
country,  and  issues  with  market  values  below  $200  mil- 
lion— no  thinly  capitalized  issues,  thank  you. 

The  earnings  estimates  come  courtesy  of  the  Institu- 
tional Brokers  Estimate  System  a  service  of  New  York 
brokerage  Lynch,  Jones  &  Ryan.  Given  the  differences  in 
foreign  accounting  and  reporting  standards,  perhaps  the 
best  use  of  the  estimates  is  as  an  indication  of  the  direction 
in  which  profits  may  be  heading.  For  example,  Australia's 
Bond  Corp.  (one  of  the  world's  cheapest  big  companies, 
ranked  on  its  price/earnings  ratio  of  1.5),  earned  58  cents  a 
share  in  1988,  but  those  earnings  are  expected  to  drop  to  43 
cents  a  share  this  year. 

Ironically,  fully  half  of  the  stocks  below  are  Japanese. 
But  that's  only  because  they're  cheap  by  Japanese  stan- 
dards. Orient  Leasing,  for  example,  sells  for  15.6  times 
earnings — a  steal  (perhaps)  in  a  market  whose  average  p/e 
IS  over  55.  Other  well-known  international  companies 
that  are  selling  well  below  their  local  markets'  multiples 
include  several  automakers — Honda,  Nissan,  Suzuki  and 
Toyota  from  Japan;  Saab-Scama  and  Volkswagen  from 
Europe. 


Company/industry 

Country 

Recent 
price 

Earnings 
1988 

per  share 
I989E 

P/E 

Yield 

Price/ 
book 

Sales        Market 
(mil)    value  (mil) 

Bond  Corp  muliiindustr\' 

Australia 

$0.89 

$0.58 

$0.43 

1.5 

13.6% 

0.6 

$3,046 

$375 

Bell  Resources/energy 

Australia 

0.% 

0.28 

0.14 

2.7 

14.9 

0.4 

2,621 

421 

Baltica  Holding/insurance 

Denmark 

.SS20 

17.2.3 

8.01 

3.4 

1.8 

0.6 

701 

592 

Sofina/multi-industry 

Belgium 

314.54 

88.69 

15.82 

3.5 

3.8 

1.1 

NA 

586 

Lloyds  Bank/bjnking 

United  Kingdom 

,S.27 

1.35 

1  29 

39 

6.7 

0.9 

12,309 

4,.308 

Handelsbank  Kjobenhavns 

banking 

Denmark 

37.28 

9.55 

3.19 

3.9 

5.2 

0.7 

NA 

728 

Alcan  Aluminium  meidls 

nonier 

Canada 

22.19 

5.77 

3.28 

3.8 

5.1 

1.2 

8,529 

5,051 

Standard  C  bartered  Group/banking 

United  Kingdom 

8.12 

2.05 

1.51 

4.0 

8.8 

1.0 

5,644 

1,902 

Bond  Corp  Intl/rcal  estate 

Hong  Kong 

0.23 

0.06 

3.47 

4.1 

5.1 

0.7 

NA 

303 

National  Ui-siminster  Ban 

k  banking 

United  Kingdom 

9.19 

2.19 

1  99 

4.2 

6.5 

0.8 

18,920 

7,195 

Hrivatbankeii/li  .inking 

Denmark 

,U  14 

8.09 

4.01 

4.2 

3.8 

0.7 

2.93 

517 

OsterrElek/iH  limes 

Austria 

12.28 

2.91' 

NA 

4.2 

4.0 

0.8 

1,206 

402 

Barclays  Pk/b,ink;ng 

United  Kingdom 

7.00 

1  57 

1.39 

4.5 

6.9 

0.9 

19,474 

7,837 

Banque  \atl  Bclgique/han' 

cing 

Belgium 

884.95 

187.50 

108.88 

4.7 

5.2 

0.8 

NA 

350 

Skandin.  \isk.i  Inskilda  Bank/hanking 

Sweden 

13  96 

2.98 

1.4.3 

4.7 

2.7 

1.0 

4,985 

3,586 

Royal  Bank  iif  Scotland  b.inkmg 

Linited  Kingdom 

=1  9^ 

1  1^ 

1  l.S 

SO 

5,. 5 

0.9 

3,766 

1,795 

Pagurian/financial  svcs 

Canada 

7.36 

1,47 

0.75 

5.0 

6.8 

1.0 

NA 

370 

TSB  Group  banking 

United  Kingdom 

1  66 

0.33 

0.29 

5  1 

66 

OJ 

NA 

2,618 

De  Beers/diamiinds 

South  Africa 

14.56 

2.82 

3.10 

52 

0.2 

1.1 

1,312 

5,507 

IFI/multiindustry 

Italv 

12  90 

2.46 

2.75 

5.2 

1.4 

1.0 

NA 

1,581 

siDck  p^ll.^.^  .iikI  iMiiiiiixs  ^.•^lllll.ill■^  Will.-  I. ii ;\ L'l it^J  iiii.i  I   .s  (J<)li.ii>  USUI}.  cNi h.iiigc  Tjicv  .11  ,\l.i\   SI    H.imiiig>  aiid  rcwnue.s  tor  19«H  wciv  a)n\vrici.l  uMiig  the 

average  exch.iiige  laic-  for  llie  prcMous  12  monilv.  at  h.st.-;il  reimrting  dale      '\W~     NA  Not  .naiiable      E  Estimate 

Sources  Moifidii  "iliiiilir  Ctipiliil liili-nuilidiuil I'lTspcctiiv  I'lunin^s i-:.itmwcs pnnuk-d by llw lih>~tUulH))ial Hn>kirs FMinuue System (miiS).  a siniicc of h^^^ 
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Company/industry 

Country 

Recent 
price 

Earnings 
1988 

per  share 
1989E 

P/E 

Yield 

Price/ 
book 

Sales 
(mil) 

Market 
value  (mil) 

'  Midland  Group/banking 

United  Kingdom 

$5.27 

$0.96 

S0.92 

5.5 

6.5% 

0.8 

$11,386 

S4,117 

Den  Danske  Bank  Af  1871/banking 

Denmark 

44.18 

8.02 

4.24 

5.5 

4.7 

0.8 

NA 

1,118 

1  Canfor/forest  products 

Canada 

19.91 

3.42 

3.78 

5.8 

2.9 

1.0 

881 

452 

1  United  Paper/forest  products 

Fmland 

41.98 

7.12 

7.04 

5.9 

1.6 

1.0 

1,506 

1,103 

Bank  of  Scotland/banking 

United  Kingdom 

1.45 

0.25 

0.25 

5.9 

5.5 

1.0 

NA 

1,085 

Jyske  Bank/banking 

Denmark 

51.79 

8.62 

6.77 

6.0 

2.5 

0.6 

NA 

285 

Westpac  Banking  Group/banking 

Australia 

3.85 

0.62 

0.62 

6.2 

7.0 

0.8 

7,089 

3,938 

Ait  Canada/airlines 

Canada 

10.68 

1.68 

1.41 

6.3 

1.0 

2,784 

768 

Elf  Aquitaine  Group/energy 

France 

76.30 

1 1-.98 

9.96 

6.4 

5.9 

1.0 

21,152 

8,244 

Andelsbanken/banking 

Denmark 

43.07 

6.68 

4.06 

6.4 

4.5 

0.8 

NA 

381 

Michelin  Group/industrial  comp 

France 

29.68 

4.48 

4.33 

6.6 

1.1 

1.3 

8,699 

2,466 

Credit  Lyonnais  Group/banking 

France 

88.10 

13.21 

14.94 

6.7 

4.8 

0.9 

20,005 

574 

Kingfisher  (Woolworth)/retailmg 

United  Kingdom 

4.74 

0.71 

0.46 

6.7 

4.6 

1.5 

4,732 

2,065 

Bank  of  Montreal/banking 

Canada 

26.34 

3.92 

4.06 

6.7 

6.7 

1.0 

7,355 

2,869 

Union  Bank/banking 

Finland 

7.90 

1.16 

0.98 

6.8 

4.4 

1.0 

NA 

3,191 

Hongkong  Realty  and  Tr/real  estate 

Hong  Kong 

0.63 

9.26 

0.10 

6.8 

6.0 

0.6 

NA 

265 

Omnium  Financial  Paris/multi-industry 

France 

215.02 

29.38 

24.75 

7.3 

4.9 

1.2 

NA 

426 

Hang  Limg  Development/real  estate 

Hong  Kong 

0.62 

8.45 

0.11 

7.4 

6.8 

0.9 

NA 

714 

Unerg/utilities 

Belgium 

64.72 

8.68* 

5.68 

7.5 

8.0 

1.3 

1,173 

884 

Rieter  Holding/machinery  &  eng 

Switzerland 

1,919.7 

252.85 

222.39 

7.6 

2.7 

1.1 

1,101 

363 

Ctedito  Fondiario/banking 

Italy 

4.13 

0.54 

NA 

7.6 

3.1 

0.9 

NA 

307 

Volkswagen  Group/automobiles 

Germany 

201.21 

26.19 

24.54 

7.7 

3.9 

1.1 

33,721 

5,885 

National  Bank  of  Canada/banking 

Canada 

11.51 

1.50 

1.82 

7.7 

5.2 

1.0 

NA 

1,350 

Sovac-Ctedit  Mobilier/financial  svcs 

France 

126.92 

16.12 

16.54 

7.9 

4.6 

1.2 

NA 

504 

Saab-Scania  Group/machinery  &  eng 

Sweden 

37.82 

4.73 

6.34 

8.0 

3.1 

1.3 

6,936 

2,568 

Mo  Och  Domsjo  Akiebolag/forest  prods 

Sweden 

57.78 

7.05* 

6.54 

8.2 

2.6 

1.3 

3,087 

800 

Hoesch  Group/metals-steei 

Germany 

131.87 

15.94 

15.44 

8.3 

4.8 

1.2 

4,752 

938 

Dyno/chemicals 

Norway 

14.55 

1.70 

1.71 

8.5 

3.1 

1.7 

857 

284 

Union  Electrica-Fenosa/utilities 

Spain 

0.68 

7,85* 

7.27 

8.7 

8.7 

0.3 

1,514 

817 

Neptune  Orient  Lines/shipping 

Singapore 

0.95 

6.84 

6.65 

13.8 

1.9 

0.7 

609 

349 

Orient  Leasing/financial  svcs 

fapan 

27.85 

1.79 

1.88 

15.6 

0.5 

1.7 

NA 

1,606 

Fuji  Photo  Film/leisuregoods 

iapan 

29.54 

1.68 

1.59 

17.6 

0.3 

2.2 

6,769 

11,139 

Honda  Motor/automobiles 

Japan 

14.14 

0.77 

0.82 

18.4 

0.5 

2.2 

27,201 

13,400 

Toyo  Seikan  Kaisha/misc  matenals 

Japan 

19.62 

0.97 

0.92 

20.3 

0.3 

2.3 

4,547 

3,298 

Shimachu/retailing 

Iapan 

19.69 

0.97 

0.62 

20.3 

0.5 

2.1 

403 

637 

Asahi  Denka  Kogyo/chemicals 

Japan 

6.97 

0.34 

0.18 

20.5 

0.5 

1.9 

759 

420 

Makita  Electric  Works/elec  &  electron 

Japan 

13.57 

0.66 

0.65 

20.6 

1.0 

2.0 

1,008 

1,832 

Yokogawa  Bridge  Works/construction 

Japan 

12.94 

0.60 

0.40 

21.7 

0.4 

3.0 

416 

478 

Matsushita  Electric  Industrial/appliances 

Japan 

17.51 

0.78 

0.80 

22.4 

0.5 

2.0 

42,880 

35,956 

Tonen  Corp/energy 

Japan 

12.94 

0.56 

0.42 

23.1 

1.4 

3.1 

4,541 

7,605 

StcKk  prices  and  earnings  estimates  were  con\ened  into  US  dollars 
average  exchange  rate  for  the  pre\ious  12  months  at  fiscal  reponing 
Sources  Morgan  Stanley  Capital  International  I'erspectire  Earnings 
a  senice  of  Lynch,  Jones  &  Ryan. 

using  exchange  rates  at  May  31   Earnings  and 
date      "198"'.     N.-\:  Not  available     E:  Estimate 
estimates  provided  tn-  tlje  Instilulional  Brokers 

revenues  for  1988  were  c()n\erted  using  the 
Estimate  System  IIBES), 
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Company/industry 

Country 

Recent 
price 

earnings  per  share 
1988          1989E 

P/E 

Yield 

Price/ 
book 

Sales 

(mil) 

Market 
value  (mil) 

Toyota  Motor  Corp/automobiles 

Japan 

$19.20 

S0.84 

S0.86 

22.9 

0.7% 

2.3 

$53,818 

$54,553 

Rinnai/appliances 

Japan 

15.75 

0.62 

0.61 

25.6 

0.6 

2.4 

703 

742 

Suzulci  Motor/automobiles 

Japan 

6.48 

0.25 

0.21 

25.7 

0.7 

2.3 

6,505 

2,440 

TDK/electronic  comp 

Japan 

36.99 

1.44 

1.40 

25.7 

0.8 

2.3 

3,251 

4,456 

Kyocera/electromc  comp 

Japan 

36.92 

1.43 

1.39 

25.8 

0.8 

2.4 

2,643 

5,705 

Hitachi  Ltd/elec  &.  electron 

Japan 

11  95 

0.46 

0.47 

26.0 

0.5 

2.5 

49,897 

36,076 

Nichicon/electronic  comp 

Japan 

12.17 

0.46 

0.52 

26.3 

0.7 

2.4 

431 

783 

Nippon  Kangyo  Kakumaru/financiai  svcs 

Japan 

13.36 

0.51 

0.45 

26.4 

0.5 

3.3 

NA 

4,803 

Denny's  Japan/leisure 

Japan 

23.14 

0.87 

0.78 

26.4 

0.6 

3.2 

505 

614 

Murata  Manufacturing/electronic  comp 

Japan 

19.55 

0.73 

0.86 

26.8 

0.5 

2.3 

1,532 

3,432 

Kureha  Chemical/chemicals 

Japan 

8.37 

0.31 

0.24 

26.8 

0.6 

3.0 

853 

1,819 

Canon/leisure-goods 

Japan 

12.73 

0.47 

0.47 

26.9 

0.7 

2.7 

8,623 

7,816 

Bridgestone/mdustrial  comp 

Japan 

11.60 

0.43 

0.44 

27.0 

0.7 

3.2 

9,278 

8,320 

Royal  Co/leisure 

Japan 

17.58 

0.64 

0.61 

27.5 

1.0 

2.3 

541 

526 

House  Food/food,  household 

Japan 

14.06 

0.51 

0.50 

27.5 

0.9 

2.3 

1,169 

1,400 

Nihon  Unisys  (IJnivac)  data  processmg 

lapan 

i:  (U 

(144 

0  ^9 

:''6 

04 

3.2 

1,402 

1,309 

Iziuniya/retaihng 

japan 

15.12 

0.52 

0.50 

28.8 

0.9 

3.2 

2,586 

1,393 

Sumitomo  Corp/tradmg 

lapan 

9.63 

0.33 

0.31 

29.2 

0.5 

3.0 

115,570 

8,496 

Orient  Finance/tmancial  svcs 

Japan 

10.27 

0.35 

0.32 

29.3 

0.8 

2.5 

NA 

3,166 

Tokyo  Stvle/textile,  apparel 

lapan 

1308 

044 

0.51 

29.4 

0.7 

2.2 

460 

1,052 

Higo  Bank/bankmg 

Japan 

6.79 

0.23 

NA 

29.5 

0.5 

2.6 

NA 

1,558 

Nissan  Motor/automobiles 

lapan 

10.97 

0.36 

0.31 

30.4 

0.9 

2.5 

37,516 

27,177 

Hitachi  Maxell/leisuregoods 

lapan 

18.85 

0.61 

0  66 

30.7 

0.6 

1.8 

1,207 

1,855 

Ezaki  Glico/food,  household 

Japan 

8.79 

0.29 

0.31 

30.7 

0.8 

2.1 

1,554 

1,039 

Canon  Sales/services 

lapan 

21  94 

0.71 

068 

30.8 

0.4 

2.2 

2,489 

1,306 

Taiyo  Yuden/electronic  comp 

lapan 

10.69 

0.34 

0.29 

31.3 

1.1 

2.1 

540 

1,141 

Nippon  Shinpan/fmancial  svcs 

lapan 

9.70 

0.31 

0.34 

31.8 

0.8 

2.5 

NA 

2,909 

Renown/tcxtile,  apparel 

lapan 

7.74 

0.23 

0.67 

33.5 

1.1 

1.8 

1,779 

1,651 

lapan  Securities  Finance/fmancial  svcs 

lapan 

12.10 

0.35 

NA 

34.3 

0.3 

3.5 

NA 

1,486 

Skylark/leisure 

Japan 

18.99 

0.55 

2.08 

34.6 

0.4 

3.5 

1,085 

1,376 

Seventy-Seven  Bank'bankmg 

lapan 

696 

0.20 

1.00 

34.7 

0.5 

3.2 

NA 

2,624 

Yamazaki  Baking/food,  household 

lapan 

11  18 

032 

0.34 

34.8 

0.6 

2.9 

3,197 

2,463 

Nippon  Chemi-Con/elcctronic  comp 

lapan 

8.65 

0.25 

0.27 

35.0 

1.3 

2.1 

560 

1,012 

Hoya  personal  care 

lapan 

15.75 

0.45 

0.41 

35.1 

0.6 

2.7 

841 

1,644 

Bank  of  Fukuoka  bankmg 

lapan 

7.. 59 

0.21 

NA 

36.8 

0.5 

3.1 

NA 

3,873 

Fukuoka  Sogo  Bank  bjnkiHK 

lapan 

992 

0.26 

NA 

37.4 

0.4 

i.i 

NA 

2,010 

Kinki  Electrical  Construct/construction 

lapan 

21.03 

0.56 

0.65 

37.5 

0.3 

3.1 

2,248 

2,344 

Nitto  Denko  lElectric)/misc  materials 

lapan 

1491 

0.40 

0.4.3 

37.7 

0.5 

2.7 

1,287 

2,207 

Nisshinbo  Industries/textile,  apparel 

lapan 

10  34 

0.27 

0.21 

37.7 

0.5 

2.5 

1,626 

2,305 

Chugoku  Bank  hanking 

lapan 

14  14 

0.37 

NA 

38.0 

0.3 

2.5 

NA 

2,810 

Mock  |1ncc^  and  c.iuiiiigN  cMini.iio  were  oiineiied  itvo  I 
average  exchange  raie  lor  ihc  prexious  12  months  at  fiscal 
Soiures  Morgan  SuiiiUy  Capital  Inlenuilkmal  Perspeclii'e 
a  senicf  of  Lynch.  Joins  <~-  R)(iii 

S  d^)llar^  u>ing  exchange  rates  ai  .\la\  31   Earnings  and  Tc\enucs  for  1988  were  convened  using  the 
reporting  date      •198~     NA  Not  available      E:  Estimate 
Earnings  estimates  provided  Irf  tlx  Institutional  Brokers  Estimate  System  (IBES), 
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AR'S     PROFILE: 


DAN  RIZZIE 

HOME:  Dallas, Tfexas. 
AGE:  37. 

PROFESSION:  Artist. 
HOBBY:  Cooking  and  eating."!  go  to  Italy 
every  summer  but  not  for  art's  sake;  I  go 
for  the  food.  I've  got  my  priorities  straight." 
LAST  BOOK  READ:  Tfie  De-Definition  of 
Art,  Harold  Rosenberg. 
LATEST  ACCOMPLISHMENT:  Jbur  one- 
man  shows  in  the  past  year.  In  New  Orleans, 
Dallas ,  LA  and  New  York. 
WHY  I  DO  WHAT  I  DO: "More  than  any- 
thing else  because  I  can't  imagine  not  doing  it." 
QUOTE: "If  I  keep  pressing,  I'll  get  a  really 
strange  art  form  that's  all  mine.  Which  will 
either  be  very  interesting.  Or  unbearable. 
You  tell  me." 

PROFILE:  Witty  and  open-minded. 
"Artistic  types  are  supposed  to  live  in  New 
\brk.  right?  Wrong.  Living  in  Dallas  lets 
me  do  two  things:  Work.  And  leave  the 
infighting  to  the  experts." 
HIS  SCOTCH:  Dewar's«"White  LabelX 

and  water.  "Cocktail  hour  is  my  favcatf 
hour  of  the  day  Really  You  can 
look  it  up."  ,: 


ft    J>, 


"WbUeLakr  | 

DEWARS. 
i-'  '  BUIOEOSCOTCHWhi;- 

r  v..  tu  gHr     'ijaa  De^  i  Sons 


M 
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The  500  Largest  Foreign  Companies 


Y'  ou  won't  find  the  Deutsche  Bundespost  (1987  sales, 
$29  bilUon)  on  this  year's  hst  of  the  world's  500 
largest  foreign  companies.  Neither  will  you  find  $16 
billion  (sales)  Petroleos  de  Venezuela. 

Why  not?  It's  certainly  not  because  they  aren't  big 
enough  to  make  the  list.  Rather,  it's  because  Germany's 
post  office  and  Venezuela's  oil  company  are  state-owned 
organizations.  More  precisely,  they  are  not  publicly  trad- 
ed, private-sector  companies.  An  investor  can't  buy  stock 
in  them.  A  globetrotting  business  person  probably  doesn't 
call  on  them. 

In  this  year's  ranking  of  the  world's  500  largest  compa- 
nies, Forbes  focuses  on  the  world's  biggest  publicly  owned 
companies.  We  do  this  with  the  help  of  Morgan  Stanley  & 
Co.'s  Geneva-based  Morgan  Stanley  Capital  International 
Perspective  and  its  highly  trained  staff.  The  idea  is  to  make 
the  Forbes  Foreign  500  a  more  useful  list,  and  more  compa- 
rable to  the  Forbes  500 — our  ranking  of  the  U.S.'  largest 


The  25  largest  public  companies 

outside  the  U.S. 

Company/business 

Country 

Sales 
(Smil) 

Employees 
(thou) 

Mitsui  &  Co  Ltd/trading 

lapan 

$130,66? 

11,4 

Sumitomo  Corp/trading 

lapan 

115,570 

12.8 

C  Itoh  &  Co  Ltd/trading 

lapan 

112,327 

12.0 

Mitsubishi  Corp/trading 

lapan 

104,198 

21.2 

Marubeni  Corp/trading 

lapan 

99,475 

10,1 

Nissho  Iwai  Corp/trading 

lapan 

81,371 

7,2 

Royal  Dutch/Shell  Group/oil  &.  gas 

Holland 

78,380 

134,0 

Banco  do  Brasil/banking 

Brazil 

55,295 

135,4 

Toyota  Motor  Corp/automotive 

lapan 

53,818 

86,1 

Hitachi  Ltd/multicompany 

lapan 

49,897 

274,5 

British  Petroleum  Co  Plc/oil  &.  gas 

UK 

46,137 

125.9 

Nippon  Tele  &  Tele/communication 

>  lapan 

45,531 

291.0 

Matsushita  Elec  Ind  Co/electronics 

lapan 

42,880 

134,2 

Daimler-Benz  Group/automotive 

Germany 

41,848 

338.7 

Nissan  Motor  Co  Ltd/automotive 

lapan 

37,516 

117.3 

Toyo  Menka  Kaisha  Ltd/trading 

lapan 

36,604 

50 

Siemens  Ciroup/elcctrical  equipment 

Germany 

34,148 

3.53.0 

Fiat  Group/automotive 

Italy 

34,040 

278.0 

Volkswagen  Group/automotive 

Germany 

33,721 

252.1 

Nichimen  Corp/trading 

lapan 

32,250 

2.9' 

Unilever/food  processing 

Holland 

31,367 

295.0 

Banco  Bradesco  SA/bankmg 

Brazil 

31,326 

137.9 

Tokyo  Electric  Power  Co  "/utility 

lapan 

30,702 

40.2 

Toshiba  Corp/multiconipany 

lapan 

29,633 

125.0 

Philips  Group/electrical  equipment 

Holland 

28,382 

310.3 

*\()i  aiiiM)lidai<.'d 

public  companies,  which  we  surveyed  in  May. 

What  about  the  world's  big  privately  owned  compa- 
nies— South  Korea's  Samsung  and  Daewoo,  for  example, 
or  West  Germany's  Bertelsmann  and  Tengelmann,  or  Hol- 
land's Vendex  International?  They  can  be  found  in  the  list 
of  25  of  the  world's  non-publicly-owned  companies  below. 
In  that  list,  we  also  include  a  few  important  state-owned 
businesses,  such  as  France's  Renault  Group,  as  a  reminder 
that  in  many  countries  big  business  remains  a  potent 
manifestation  of  state  power. 

Careful  readers  will  notice  other  changes  in  the  way  the 
Forbes  Foreign  500  companies  are  presented  this  year. 
They  are  listed  first  by  their  country  of  origin.  (Country 
groupings  appear  alphabetically,  from  Australia  to  the 
United  Kingdom,  for  the  major  global  markets.  Countries 
with  smaller  markets  start  on  page  300.) 

Within  their  country  group,  companies  are  listed  in 
descending  order  of  sales.  But  be  careful  with  the  ranking 


And  25  very  large  non 

publicly 

owned 

ones 

Company/business 

Country 

Sales 
(Smil) 

Employees 
(thou) 

Nippon  Life  Insurance  Co/insurance 

lapan 

$48,062 

14.4 

Dai-ichi  Mutual  Life  Insurance  insur 

lapan 

28,344 

16.7 

Zenkyoren/insurance 

lapan 

27,760 

8.0 

Samsung  Group/multiindustry 

Korea 

27,510 

175.7 

Renault  Group/automobilcs 

France 

27,101 

181.7 

Sumitomo  Life  Insurance  Co/insur 

lapan 

25,198 

10.7 

Credit  Agricole/banking 

France 

21,275 

73,7 

Tengelmann  Group/retailing 

Germany 

20,208 

145,0 

Daewoo  Group/multi-industry 

Korea 

17,329 

93.9 

Meiji  Mutual  Life  Ins  Co/msur 

lapan 

16,766 

7,8 

Robert  Bosch  Group  automobiles 

Germany 

14,112' 

161.3 

Groupe  Usinor  Sacilor/metalssteel 

France 

13,243 

79.1 

Asahl  Mutual  Life  Insur/insurance 

lapan 

12,762 

8.5 

Norinchukin  Banky banking 

lapan 

11,830 

3.2 

Ruhrkohle 'energy 

Germany 

11,758 

125.4 

Idemitsu  Kusan  Co  Ltd  cncrgv 

l.ipjn 

11,219 

5,5 

Kuwait  Petroleiun  Corp/cnergy 

Kuwait 

10,631 

15.6* 

Mitsui  Mutual  Life  Ins  Co/insur 

lapan 

10,482 

32.0 

Kyodo  Oil/energy 

lapan 

9,537 

1.7 

Vendex  IntI  Group/rctailing 

Holland 

8,776 

55.5 

Statoil  Group/energy 

Norway 

8,642 

11,2 

Krupp  Group/metals-steel 

Germany 

8,370 

65,2 

Sunkyong  Group/multiindustry 

Korea 

7,757 

20,6 

Westdeutsche  Landesbank/bank 

Germany 

6,653 

9.7 

Bertelsmann/mcdia 

Germany 

6,539 

42.0 

'liijurc  l^  l.iicsi  .i\ailabl<.' 
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number  given  at  the  left  of  each  company.  The  number  is 
its  rank  among  the  etitire  Forbes  Foreign  500,  not  among 
the  companies  in  a  given  country. 

Look,  for  example,  at  Australia.  With  sales  last  year  of 
$9.4  billion,  retailer  Coles  Myer  Ltd.  ranks  as  Australia's 
largest  public  company.  But  v^ithin  the  Foreign  500  uni- 
verse, it  ranks  113. 

The  tables  contain  quite  a  bit  of  new  information  this 
year.  For  all  countries  represented,  basic  data — price/earn- 
ings ratio,  market  value  and  so  on — summarize  each  coun- 
try's stock  market,  courtesy  again  of  Morgan  Stanley  Capi- 
tal International  Perspective.  For  those  countries  with 
larger  financial  markets,  there  is  a  brief  description  of  the 
market. 

For  the  companies  themselves,  we  have  included  for  the 
first  time  stock  prices,  yields,  earnings  per  share  and 
estimated  earnings  for  the  year  at  hand.  These  estimates 
are  compiled  by  Lynch,  Jones  &.  Ryan's  Institutional  Bro- 
kers Estimate  System  (ibes),  which  collects  information 
from  2,775  analysts  who  follow  5,778  companies  in  26 
countries.  According  to  this  broad  consensus,  Irish  compa- 
nies are  expected  to  show  the  highest  earnings  growth  rate 
this  year,  followed  by  Thailand,  Singapore  and  Spain. 
Denmark  drags  the  bottom,  with  corporate  earnings 
shrinking  somewhat. 

Note  that  all  figures  are  in  dollars,  at  exchange  rates  in 


effect  on  May  3 1 . 

The  single  thing  that  stands  out  most  graphically  in  this 
year's  Foreign  500  is  the  weight  in  the  global  economy  of 
Japanese  companies.  With  a  market  capitalization  of 
around  $3.6  trillion  at  the  end  of  May,  the  market  value  of 
Japanese  stocks  exceeds  that  of  U.S.  stocks — and  this 
reflects  the  recent  strength  of  the  dollar  against  the  yen. 

Japanese  companies  account  for  15  of  the  25  largest 
publicly  traded  companies  outside  the  U.S.  (see  table, p.  282 
left),  including  the  top  six  spots.  Number  7?  That  belongs 
to  the  Netherlands'  $78.4  billion  Royal  Dutch/Shell, 
which  was  fifth  only  two  years  ago.  The  Japanese  also  take 
ten  spots  on  Forbes'  new  list  of  the  top  25  non-publicly- 
owned  foreign  companies,  including  the  first  three. 

In  sales,  Nippon  Telegraph  &  Telephone  ranks  only 
12th  in  the  world.  But  by  market  value — a  staggering  $165 
billion,  which  is  $1 12  billion  less  than  on  last  year's  list — 
NTT  is  far  and  away  the  world's  largest  company. 

To  sum  up,  there  are  23  countries  represented  on  this 
year's  Forbes  Foreign  500.  The  companies'  combined  reve- 
nues amount  to  $4.6  trillion;  they  employ  18.6  million 
people.  By  way  of  comparison  with  corporate  America,  the 
Forbes  Sales  500  ^Forbes,  May  1)  have  combined  revenues 
of  $3  trillion,  and  19.9  million  workers. 

An  index  beginning  on  page  306  shows  where  a  particu- 
lar company  can  be  found. 


Australia          p/£9  3 

• 

Yield  5.2% 

•     Market  value  $122.2  billion    • 

Year  to  date  price 

change -8.1% 

In  the  first  five  months  of  this  year,  the  Morgan  Stanley 
index  for  Australian  stocks  is  up  4.5% .  That's  when  the 
stocks  are  denominated  in  Australian  dollars.  But  mea- 
sured against  a  strengthening  U.S.  dollar,  the  same 
stocks  are  down  8.1% — a  vivid  reminder  of  the  havoc 

foreign  exchange  fluctuations  can  play  on  globalized 
portfolios.  In  whatever  currency,  the  Australian  market 
has  been  hurt  by  declining  prices  for  metal  ores,  and  by 
the  government's  efforts  to  cool  off  inflation  with  high 
interest  rates. 

Rank 

Company /business 

Net 
Revenue     income 

Market 
Assets         value 

Stock 
price 

E 

1988 

oe 

Yield 

Employees 
(thou) 

1989E 

113 

Coles  Myer  Ltd/retailing 

$9,410 

$242 

$3,689         $3,205 

6.39 

S0.47 

$0.57 

3.8% 

163.6 

157 

Elders  IXL  Ltd/trading 

7,626 

497 

7,383          3,486 

1.96 

0.29 

0.35 

7.3 

36.8 

172 

Westpac  Banking/banking 

7,089 

520 

66,179          3,938 

3.85 

0.62 

0.62 

7.0 

46.5 

174 

Broken  Hill  Prop/energy 

7,085 

678 

15,377          8,842 

6.27 

0.39 

0.65 

3.1 

51.0 

216 

ANZ  Banking/banking 

6,089 

379 

57,755          3,210 

3.82 

0.46 

0.63 

8.7 

42.4 

243 

National  Australia/banking 

5,597 

398 

49,847          3,908 

4.92 

0.54 

0.72 

9.2 

34.6 

310 

News  Corporation  Ltd/media 

4,388 

338 

10,998          2,889 

10.75 

1.27 

1.15 

0.7 

28.3 

323 

CRA  Limited/metals  nonfer 

4,167 

352 

6,611           3,835 

6.74 

0.62 

0.66 

4.2 

25.0 

431 

Bond  Corp/multi-industry 

3,046 

199 

7,158              375 

0.89 

0.58 

0.43 

13.6 

10.4 

466 

CSR  Group/multi-industry 

2,806 

250 

3,264'         2,269 

3.51 

0.36 

0.39 

6.9 

16.1 

482 

TNT/trucking,  RR 

2,674 

151 

2,496           1,320 

2.52 

0.30 

0.33 

4.5 

45.1 

486 

PaciKc  Dunlop/multi-industry 

2,658 

136 

2,072          2,361 

3.40 

0.23 

0.29 

3.3 

36.6 

494 

Bell  Resources/energy 

2,621 

157 

2,572              421 

0.76 

0.28 

0.14 

14.9 

1.5 

All  figures  except  per-share  items  are  in  millions  of  US  dollars.  General  note:  Revenue,  net  income  and  1988  EPS  are  convened  at  an  average  rate  of  exchange  for 

the  fiscal  year;  assets  are  converted  at  fiscal  year-end  rate.      Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For 

companies  with  January,  Februar>-  or  March  fiscal  year-ends,  1988  figures  are  used  when  more  current  data  are  not  a\ailable.     1987  EPS  are  used  when  1988  figures 

are  not  available.     Market  value  is  as  of  May  31,  1989.     'Figures  are  latest  available.     NA:  Not  available  or  not  applicable. 

Sources:  Morgan  Stanley  Capital  International  Perspective;  Forbes  Earnings  estimates  proiided  by  the  Institutional  Brokers  Estimate  System  (IBES), 

a  service  of  Lynch,  Jones  &  Ryan. 
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Belgium           p/e  u.i 

•     Yield  4.2% 

•     Market  value  $58.2  billion      • 

Year  to  date  price 

change  -4.8% 

Historically,  the  Brussels  Stock  Exchange  was  a  sleepy 
local  market.  Then  came  tax  reform.  In  1982  the  de 
Clercq  laws  reduced  taxes  on  purchases  and  issues  of 
stock;  from  1983  to  1988,  public  offerings  of  Belgian 
companies  increased  smartly  and  total  market  capital- 

ization  jumped  266% .  Last  year  Belgium  rivaled  France 
for  the  best  market  performance  in  Europe.  Andre  Ver- 
dickt,  a  vice  president  at  Morgan  Guaranty,  thinks 
progress  will  continue  as  computerized  trading  and 
hedging  instruments  are  introduced. 

Rank     Company/business 

Revenue 

Net 
income 

Assets 

Market        Stock 
value          price 

1 

1988 

PP<: 

Yield 

Employees 
(thou) 

1989E 

74     Petrofina  SA/energy 

$13,245 

$536 

$9,439 

$6,982          322.41 

$26.65 

$25.47 

4.0% 

23.9 

188     Solvay  Group/chemicals 

6,894 

504 

6,195 

3,052          368.38 

61.52 

55.44 

3.6 

44.3 

198     Generale  Bank  Group/banking 

6,660 

203 

62,422 

1,751           145.17 

17.81 

14.51 

4.4 

32.0 

234     Delhaize  "Le  Lion'Vretailing 

5,739 

61 

1,625 

1,369          133.56 

5.93 

5.79 

1.2 

49.0 

314     Bank  Bruxelles  Lambert/banking 

4,359 

109 

45,564 

1,086            86.86 

9.13 

9.76 

4.6 

16.9 

352      GB-Inno-BM/retailing 

3,802 

32 

1,430 

978            31.50 

1.66 

2.06 

2.7 

18.6 

369      Kredietbank  NV/banking 

3,559 

143 

39,126 

1,487          114.69 

9.60 

11.11 

4.1 

11.0 

396     INTERCOM/utilities 

3,314 

248 

7,205 

2,666           88.78 

8.19 

8.02 

7.6 

8.6^ 

Canada            p/e  11.3 

•     Yield  3.3% 

•     Market  value  $235.0  billion    • 

Year  to  date  price 

change 

8.4% 

Natural  resources  account  for  9.5%  of  the  Canadian 
gross  national  product,  twice  as  much  as  in  the  U.S. 
This  makes  the  Toronto  Stock  Exchange  much  more 
sensitive  to  oscillations  in  natural  resource  prices.  But 
Wilf  Gobert,  director  of  research  at  Calgary's  Peters  &. 

Co.  Ltd.,  predicts  that  the  growing  number  of  Canadian 
service  companies  will  make  the  Toronto  market  less 
volatile.  According  to  the  Morgan  Stanley  national  in- 
dexes, Canadian  stocks  are  currently  selling  at  about 
the  same  multiple  as  U.S.  issues. 

Rank 

Company/business 

Net 
Revenue      income 

Market 
Assets         value 

Stock 
price 

EPS 

1988 

Yield 

Employees 

(thou) 

1989E 

80 

BCE  Inc/telecomm 

$12,394 

$721 

$23,535         $9,305 

32.04 

$2.51 

$3.18 

6.4% 

116.0 

105 

Canadian  Pacific/multi-industry 

9,763 

630 

14,798           5,950 

18.77 

2.03 

1.87 

3.4 

76.4 

127 

George  Weston/retailing 

8,801 

111 

2,914           1,530 

33.18 

2.19 

NA 

1.6 

61.4 

133 

Alcan  Aluminium/metals  nonfer 

8,529 

931 

8,615           5,051 

22.19 

5.77 

3.28 

5.1 

56.0 

135 

Royal  Bank  of  Canada  hanking 

8,488 

570 

90,164          4,854 

36.29 

4.05 

521 

5.0 

46.1 

164 

Bank  of  Montreal/banking 

7,355 

443 

64,680          2,869 

26.34 

3.92 

4.06 

6.7 

34.1 

166 

Canadian  Imperial  Bank/banking 

7,337 

473 

77,615          4,201 

24.47 

2.68 

3.39 

4.2 

36.2 

173 

Campeau/real  estate 

7,088 

-28 

12,082              593 

13.38 

-0.85 

-0.16 

3.0 

120.0 

176 

Noranda/metals  nonfer 

7,055 

492 

9,462          3,378 

18.46 

2.57 

2.86 

4.5 

48.0 

2r 

Provigo  Incrctailing 

6,034 

50 

1,355              687 

8.09 

0.59 

0.69 

2.5 

22.0 

238 

Bank  of  Nova  Scotia/banking 

5,634 

406 

61,205           2,738 

14.83 

2.19 

2.53 

4.7 

29.1 

278 

Imasco  Ltd/bev  &.  tobacco 

4,876 

255 

4,452          3,213 

26.96 

2.04 

2.41 

3.4 

95.1 

292 

Toronto-Dominion  Bank/banking 

4,696 

535 

48,607           5,136 

34.11 

3.44 

3.90 

3.2 

22.9 

330 

Great-West  Lifeco/insurance 

4,036 

78 

14,442              954 

12.34 

1.00 

1.20 

3.4 

3.5 

338 

Seagram  Co  Ltd/bev  &  tobacco 

3,935 

589 

9,697           7,34.? 

74.76 

6.12 

5,65 

1.6 

16.2 

350 

Hudson's  Bay  Co/retailing 

3,820 

40 

2,949              773 

24.89 

0.60 

1.09 

2.0 

38.0 

360 

Intl  Thomson  Org/muhi-industry 

3,745 

173 

3,615           4,206 

14.37 

0.59 

1.61 

1.9 

23.2 

367 

Steinberg  Inc/rctailing 

3,602 

-10 

1,259             689 

32.56 

-0.93 

1.75 

1.3 

36.0 

376 

Oshawa  Group/rctaihng 

3,496 

47 

672              704 

22.40 

1.46 

1.63 

1.5 

21.7 

403 

INCO/metals  nonfer 

3,263 

691 

4,079           3,120 

3550 

6.50 

5.98 

2.7 

18.7 

All  tlgure-s  except  per-share  iiem.s  are  in  millinns  of  US  dollars  General  note  Rc\enue.  net  income  and  1988  EPS  are  convened  at  an  average  rate  of  exchange  for 

tlie  fi.scal  year;  a.s.seLs  are  converted  at  fi.sc-il  \ear-end  rate      Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For 

companies  withjanuarv',  Februan-  or  March  fiscal  year-ends.  1988  figures  are  used  when  more  current  data  are  not  aN'ailable.     1987  EPS  are  used  when  1988  figures 

are  not  available     .Market  \-alue  is  as  of  May  .SI,  1989     •'.Not  fully  consolidated     NA  Not  aN-aiiable  or  not  applicable 

Sources  Mornan  Siattle\  Capital  Intematiotuil  Perspecthv.  Fokbes.  Earnings  estinuues proiided  b\'  the  Institutional  Brokers  Estimate  S\'Stem  (IfiFS), 

a  senice  ofivncl).  Jones  €•  R)an 
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Canada 

Rank     Company/business 

Revenue 

Net 

income 

Assets 

Market 
value 

Stock 
price 

El 

1988 

>c 

Yield 

Employees 
(thou) 

1989  E 

413     Nova  Corp  of  Alberta/utilities 

$3,202 

$345 

$6,910 

$2,191 

8.92 

$1.43 

$1.63 

4.8% 

12.9 

445     Crownx/multi-industry 

2,934 

21 

1,558 

256 

9.64 

0.13 

0.27 

3.4 

29.9 

469     Air  Canada/airlines 

2,784 

80 

2,882 

768 

10.68 

1.68 

1.41 

0.0 

22.6 

480     Abitibi-Price/forest  products 

2,685 

153 

2,206 

1,156 

16.69 

2.11 

1.47 

5.0 

16.2 

485     Canada  Packers/food,  household 

2,659 

21 

701 

430 

11.93 

0.56 

0.85 

2.6 

12.0 

487     TransCanada  PipeLine/utilities 

2,656 

118 

4,211 

1,847 

12.24 

0.59 

0.80 

4.6 

1.9 

France             p/e  12 1 

• 

Yield  3.0^r 

•     Market  value  $237.7  billion    • 

Year  to  date  price 

change  0.1% 

France  has  more  individual  shareholders  than  almost 
any  other  country — although  they  tend  to  hold  very 
small  amounts  of  stock.  There  are  seven  French  ex- 
changes, but  the  Paris  Bourse  handles  95%  of  all  activi- 
ty. Among  the  French  market's  idiosyncracies:  Prices 

are  usually  set  by  specific  brokers  on  specific  stocks 
betw^een  12:30  p.m.  and  2:30  p.m.;  the  price  remains 
unchanged  until  the  process  is  repeated  on  the  next  day. 
It's  been  a  good  year  for  French  stocks:  the  Paris  market 
recently  surpassed  its  October  1987  highs. 

Rank 

Company /business 

Revenue 

Net 
income 

Market 
Assets         value 

Stock 
price 

EF 

1988 

"; 

Yield 

Employees 
(thou) 

1989E 

33 

Peugeot  Groupe  SA/automobiles 

$23,166 

$1,486 

$16,151         $6,207 

248.77 

$59.59 

$56.49 

2.5% 

158.1 

35 

Generale  d'Elec/elec  &  electron 

21,488 

363 

29,595           4,814 

64.95 

5.05 

5.27 

3.1 

219.5 

37 

Elf  Aquitaine  Group/energy 

21,152 

1,209 

28,037          8,244 

76.30 

11.98 

9.96 

5.9 

73.0 

39 

Credit  Lyoimais/banking 

20,005 

346 

178,878              574 

88.10 

13.21 

14.94 

4.8 

58.2 

51 

Banque  Nationale  Paris/banking 

18,333 

514 

196,955              649 

53.61 

7.78 

8.60 

4.8 

58.1 

68 

Generale  des  Eaux/services 

14,303 

231 

9,288          4,795 

278.93 

15.87 

15.20 

2.4 

87.1^ 

70 

TOTAL-Fran?aise  Petroles/energy 

13,933 

248 

13,579          2,905 

72.42 

6.21 

6.71 

6.2 

40.5 

71 

Societe  Generale/banking 

13,675 

510 

155,483          4,264 

72.12 

9.13 

8.53 

4.0 

45.5 

79 

Paribas  Group/banking 

12,582 

445 

121,637          4,300 

73.09 

8.28 

7.59 

3.1 

26.1 

90 

Rhone-Poulenc  Group/chemicals 

10,968 

613 

11,172          4,218 

87.20 

9.87 

10.94 

5.1 

79.7 

91 

Carrefout  Group/retailing 

10,883 

153 

4,208          2,833 

444.83 

24.01 

25.08 

2.6 

40.0 

103 

Saint-Gobain/misc  materials 

9,883 

679 

11,398           5,240 

91.24 

14.90 

11.06 

3.2 

85.3 

116 

UAP-Union  des  Assur/insurance 

9,334 

479 

35,389          4,315 

64.21 

6.31 

6.79 

NA 

30.0 

129 

Michelin  Group/industrial  comp 

8,699 

398 

9,231           2,466 

29.69 

4.48 

4.33 

1.1 

119.8 

132 

Pechiney/metals  nonfer 

8,612 

336 

6,131           2,611 

51.67 

7.64 

7.42 

5.2 

49.0 

134 

Suez  Group/banking 

8,525 

NA 

64,389'         4,619 

49.72 

4.64E 

5.15 

2.8 

20.7 

136 

Bouygues  Group/construction 

8,410 

87 

7,023           1,331 

100.94 

6.74 

6.53 

3.1 

59.2 

151 

Promodes  Group/retailing 

7,754 

36 

2,171'            724 

469.46 

23.17 

21.67 

1.8 

30.4 

175 

BSN-Groupe/food,  household 

7,080 

368 

6,410          5,485 

105.27 

7.06 

7.15 

2.1 

42.0 

191 

AGF-Assur  Generales/insurance 

6,801 

353 

19,006          2,037 

92.58 

16.04 

14.71 

2.5 

17.0 

192 

Schneider  SA/machinery  &  eng 

6,798 

94 

10,561           1,299 

113.33 

8.20 

8.54 

42.2 

60.0 

215 

CIC-Credit  Indl/banking 

6,095 

169 

63,021              783 

33.82 

7.30 

NA 

2.4 

27.0 

222 

Casino  Groupe/retailing 

5,956 

87 

2,097           1,497 

32.82 

1.87 

1.96 

4.1 

40.2 

244 

Thomson  CSF/aero  &.  defense 

5,573 

497 

9,171           3,761 

33.82 

4.48 

4.20 

4.5 

65.0 

255 

Groupe  Bull/data  processing 

5,296 

38 

4,462               53 

13.20 

0.94 

1.46 

0.0 

45.6 

257 

Credit  Foncier/banking 

5,240 

135 

49,747           1,124 

133.64 

19.22 

18.62 

5.5 

3.6^ 

260 

GAN-Assur  Nationales/insurance 

5,204 

319 

13,946                86 

102.13 

36.06 

NA 

4.1 

8.7^ 

289 

Credit  Commercial/banking 

4,721 

94 

38,515           1,319 

30.39 

2.17 

2.17 

2.2 

12.3 

All  figures  except  per-share  items  are  in  millions  of  US.  dollars.  General  note:  Re\'enue,  net  income  and  1988  EPS  are  convened  at  an  average  rate  of  exchange  for 

the  fiscal  vear;  assets  are  converted  at  fiscal  year-end  rate      Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For 

companies  withjanuan',  Februarv-  or  March  fiscal  year-ends,  1988  figures  are  used  when  more  current  data  are  not  available.     1987  EPS  are  used  when  1988  figures 

are  not  available     Market  value  is  as  of  May  31.  1989     'Figures  are  latest  available.      ^Not  fully  consolidated.     NA:  Not  available  or  not  applicable     E:  Forbes 

estimate 

Sources  Morgan  Stanlev  Capital  International  Per^aii'c;  Forbes.  Earnings  estimates  provided  by  the  Institutional  Brokers  Estimate  System  (IBES), 

a  service  of  Lynch,  Jones  €-  Ryan 
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The  500  largest  foreign  companies 


France 

Rank 

Company/business 

Revenue 

Net 
income 

Assets 

Market 
value 

Stock 
price 

EPS 

1988 

Yield 

Employees 

(thou) 

1989E 

316 

L'Aite  Liquide/chemicals 

$4,302 

$266 

$5,265 

$4,202 

93.92 

$5.94 

$6.02 

3.1% 

27.0 

320 

Groupe  Printemps/retailing 

4,227 

64 

1,547 

695 

102.58 

9.40 

7.11 

2.7 

18.0 

326 

L'Oreal  Group/personal  care 

4,104 

207 

3,472 

3,543 

614.45 

35.66 

38.67 

1.5 

27.6 

338 

CFAO-Franc  de  I'Afrique/trading 

3,948 

63 

2,599 

913 

329.00 

26.76 

20.91 

3.1 

24.7 

343 

Docks  de  France/retailing 

3,875 

31 

1,342 

630 

577.87 

28.15 

28.86 

2.1 

21.2 

346 

Eutomatche  SA/retailing 

3,844 

27 

1,230' 

526 

468.12 

23.84 

26.77 

4.8 

19.0 

351 

Lafarge  Coppee/bldg  matenals 

3,805 

316 

4,247 

2,978 

229.95 

24.34 

23.59 

2.9 

20.1 

363 

Dumez/construction 

3,689 

76 

2,418 

979 

151.86 

12.64 

11.68 

2.5 

30.0 

371 

OCP-Off  Comm  Pharm/chemicals 

3,529 

12 

751 

163 

74.67 

4.46 

NA 

3.6 

6.1 

408 

MATRA/aero  &.  defense 

3,245 

57 

3,807' 

1,108 

47.78 

2.45 

2.94 

2.8 

5.8 

417 

Lyonnaise  des  Eaux/services 

3,156 

93 

4,597' 

1,535 

255.19 

16.36 

16.02 

2.8 

40.0 

423 

SAE-Aux  d'Entreprise/construction 

3,109' 

40' 

4,406' 

619 

163.21 

11.02 

9.49 

4.1 

23.5 

441 

Generate  Occidentale/media 

2,960 

86 

1,966 

1,126 

134.69 

10.69 

9.50 

4.2 

25.3 

458 

Hachette  SA/media 

2,863' 

42' 

2,040' 

1,137 

58.09 

2.35 

2.66 

1.3 

26.0 

472 

Valeo/industnal  comp 

2,766 

137 

2,259 

1,388 

113.33 

11.21 

12.09 

16 

29.4 

473 

LVMH/bev  &  tobacco 

2,760 

336 

3,354 

7,353 

627.89 

29.04 

30.07 

1.6 

12.3 

475 

Accor  SA/leisure 

2,752 

79 

2,456' 

1,657 

100.05 

4.92 

5.06 

2.4 

62.0 

476 

IMETAL/metals  nonfer 

2,744 

97 

1,114' 

622 

56.74 

9.05 

5.35 

2.8 

5.8 

489 

HAVAS/services 

2,652 

125 

1,624 

1,859 

147.38 

9.93 

7.19 

1.7 

8.5 

497 

Chargeurs  SA/multi-industry 

2,614 

153 

3,206 

1,301 

200,24 

23.67 

22.43 

1.6 

22.0 

Germany 


P/E  14.7       •     Yield  3.6% 


Market  value  $232.2  billion    *      Year  to  date  price  change -6. 


Industrially,  West  Germany  is  a  powerhouse.  But  it  has    act  as  underwriters  and  investment  advisers  for  corpo- 


a  long  way  to  go  to  compete  as  a  world  financial  center. 
Many  foreign  bankers — even  those  who'd  like  to  see  an 
end  to  Glass-Steagall  in  the  U.S. — agree  that  reforms 
are  needed  in  a  system  where  commercial  banks  also 


rations,  as  retail  stockbrokers,  and  in  many  cases  sit  on 
their  clients'  boards.  Nor  are  there  insider  trading  laws 
in  Germany.  Futures  and  options  markets  are  sched- 
uled for  1990,  pending  legislative  approval. 


Rank      Company/business 


Net 
Revenue      income 


Assets 


Market 
value 


Stock 
price 


1988 


-EPS- 


1989E 


Employees 
Yield  (thou) 


14      Daimler-Benz  Group/aulomobilcs 


$41,848         $954       $29,169      $14,505  342.45     $34.28 


$29.49 


2.8%       338.7 


17      Siemens  Group/clcc  &.  electron 


34,148 


757         31,711        13,530 


276.39        22.89 


21.60 


3.1 


353.0 


19      Volkswagen  Group/automobiles 


33,721 


420         28,248 


5,885 


201.22        26.19 


24.54 


3.9 


252.1 


29      VEBA  Group/utihtRs 


25,276 


574         20,362 


5,982 


149.84        16.23 


15.39 


5.8 


84.7 


30     BASF  Group/chemicals 


24,979 


803 


18,385 


9,053 


158.69        19.93 


18.60 


6.0 


133.7 


32      Hoechst  Group/chemicals 


1V32S 


1,147 


17,626 


9,020 


160.21        18.34 


2080 


5.9 


164.5 


34     Bayer  Group/chemicals 


2,3,043         1,056 


19,289 


9,996 


157.18        19.36 


19.27 


6.0 


165.7 


53     Thyssen  Group/metalsstecl 


16,806 


366 


10,296 


4,048 


129.33        14.95 


16.89 


4.6 


127.8 


56      Allianz  Worldwide/insurance 


16,625E         215E       18,653' 


13,386 


892.43        23.34 


25.59 


1.1 


41.1 


61      RWE  Group/utilitics 


15,. 506 


424 


21,685  6,416 


148.06        10.81 


10.44 


4.3 


72.1 


69      BMW-Bayerische  Motor/automobiles 


13,950 


214^        52,238^        4,112 


274.11 


21.07 


25.79 


3.6 


66.0 


72      Deutsche  Bank  Group/banking 


13,459 


685       170,758        10,184 


269.30 


19.00 


26.73 


3.5 


54.8 


86      Mannesmann/machinery  &  cng 


11,628 


135 


8,349 


3,217 


124.27 


10.25 


10.89 


4.1 


121.8 


121      Dresdner  Bank/banking 


9,025 


284       129,733 


4,603 


157.94 


9.62 


14.09 


5.0 


38.0 


All  fif;iirf.s  c'xci  |M  per  sh.irc  iicm>  .ire  in  millioas  of  U  ,S  doll.irs  Cicneral  noie  Kest-nue,  net  income  and  198H  EPS  are  converted  al  an  average  rate  of  exchange  for 

the  fLscal  year.  a.vseLs  are  convened  al  fiMal  year^;nd  rate       Re\enue  figures  are  for  group  or  coasolidated  operations  and  exclude  excise  taxes  and  duties.  For 

companies  with  January,  l-ebruary  or  .Marcli  fiscal  year-ends,  1988  figures  are  used  when  more  current  data  are  not  available      1987  EPS  are  used  when  1988  figures 

are  not  available     Market  v-alue  is  as  of  Mav  31,  1989     'Figures  are  latest  available,      'Noc  fully  consolidated     NA:  Not  available  or  not  applicable,     E:  Forbes 

estimate 

Sources  Mtjrgan  Stanley  (Uiftiial  huvmatioiuil  Perspectiiv,  Fofous.  Earnings  estimates  protided  by  the  Institutional  Brokers  Estimate  System  OBES), 

a  serxKe  ofUtiiJi,  Jones  &  Kyan 
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A  technical  advantage  first  probed  by  nature. 


Laser  beams  are  also 
Emitted  from  a  central 
source.  Glass  fibers 
serve  to  cortduct 
concentrated  laser 
energy  to  a  specific 
destination,  tfius  making 
the  use  of  laser  energy 
much  more  flexible.  One 
such  application  is  a 
welding  robot  based  on 
optical  transmission 
technology  developed 
by  Schott. 


The  Aradida,  less  attractively 
known  as  the  flat  bug,  gets  its 
nourishmentfromdeepcrevices 
in  tree  bark. 

To  do  this,  it  uses  a  slen- 
der proboscis  which  stretches 
up  to  six  times  the  length  of  its 
body.  And  since  the  proboscis  is 
too  fine  to  accommodate  a 
gland,  the  digestive  fluid  is 
produced  centrally,  in  the  bug's 
body.  This  secretion  is  then 
conducted  to  its  destination 
through  a  duct. 

Schott's       transmission 

technology  works  in  a  similar 
vein.  Because  laser  emission 
equipment  is  large  and  un- 
wieldy, it  cannot  be  used  in 
restricted    situations.    But    by 


using  flexible  optical  fibers,  it 
is  possible  to  conduct  laser 
energy  from  a  centrally  located 
emitter  to  a  wide  variety  of 
destinations  with  a  minimum 
loss  of  power. 

And  because  our  optical 

fibers  are  no  thicker  than  the  flat 
bug's  proboscis,  these  energy- 
packed  rays  can  be  used  even  in 
a  very  tight  spot. 

Laser  delivery  systems 

using  flexible  optical  fibers, 
available  from  Schott  Fiber 
Optics,  are  just  one  example  of 
how  Schott's  innovative  devel- 
opment responds  to  specific 
needs.  In  today's  world  special 
glass  helps  keep  technology 
advancing. 


Schott  worldwide:  50,000 

products,  42  production  facili- 
ties, represented  in  more  than 
100  countries,  with  over  $1  bil- 
lion in  sales. 

Schott    in    the    USA:    8 

companies  employing  more 
than  1,200  people. 

Would  you  like  to  know 

more  about  our  special  glass? 
Write  to:  Schott  Corporation, 
Department  F20,  3  Odell  Plaza, 
Yonkers,  NY  10701. 


ra  SCHOTT 

Nobody  knows  more  about  glass. 


The  500  largest  foreign  companies 


Germany 

Rank 

Company/business 

Revenue 

Net 
income 

Assets 

Market 
value 

Stock 
price 



1988 

EPS 

Yield 

Employees 
(thou) 

1989E 

128 

Metallgesellschah/multi-industry 

$8,762 

$64 

$4,408 

$1,348 

210.58 

$12.92 

$12.07 

3.0% 

25.1 

130 

MAN  Group/machinery  &.  eng 

8,638 

103 

7,558 

1,945 

151.61 

8.95 

9.40 

3.4 

62.0 

142 

Asko/retailing 

8,256 

68 

2,084 

1,366 

416.60 

25.62 

28.45 

2.8 

40.5 

150 

Degussa  AG/misc  materials 

7,825 

84 

3,222 

1,691 

231.59 

16.39 

15.81 

3.6 

32.5 

168 

Commerzbank/banking 

7,301 

254 

101,107 

2,735 

120.93 

11.23 

11.40 

5.9 

27.3 

177 

Karstadt  Group/retailing 

7,046 

81 

2,766 

1,888 

262.21 

0.00 

9.82 

2.7 

67.2 

184 

Miinchener  Riick'/insurance 

6,959 

35 

15,408 

5,044 

1,047.8 

36 

5.73 

NA 

81.5 

194 

Deutsche  Lufthansa/airlines 

6,745 

46 

5,848 

2,164 

91.37 

2.56 

3.10 

3.5 

49.1 

197 

Bayer  Vereinsbank/banking 

6,686 

145 

91,221 

2,434 

187.80 

11.18 

19.66 

5.5 

14.8 

199 

Co  op  AG/retailing 

6,577 

NA 

2,127' 

726 

80.99 

NA 

NA 

0.0 

48.7 

202 

Preussag  Group/multi-industry 

6,505 

66 

2,993 

1,104 

137.38 

8.27 

10.78 

2.9 

25.5 

229 

Henkel  Group/food,  household 

5,837 

184 

4,180 

2,990 

252.34 

17.37 

16.45 

2.7 

35.0 

233 

Kaufhof/retailing 

5,754 

44 

2,533 

1,994 

239.94 

7.96 

8.13 

2.8 

42.6 

248 

Bayer  Hypotheken/banking 

5,521 

142 

75,830 

2,857 

190.33 

9.45 

18.98 

5.2 

13.6 

252 

VIAG  Group/multi-industn' 

5,393 

125 

5,797 

1,917 

165.28 

15.19 

15.34 

3.6 

32.9 

286 

Huesch  Group/metals  steel 

4,752 

38 

3,672 

938 

131.87 

15.94 

15.44 

4.8 

33.8 

303 

Feldmiihle  Nobel/misc  matenals 

4,504 

90 

3,230 

1,228 

175.40 

11.67 

11.75 

4.5 

42.9 

304 

Continental  Group/industnal  comp 

4,502 

111 

3,064 

1,240 

143.26 

16.63 

15.86 

4.4 

45.4 

397 

Philipp  Holzmann/construction 

3,307 

17 

1,352 

803 

445.96 

NA 

NA 

1.1 

22.8 

401 

VEW-Vereinigte  Elekt/utilities 

3,2^7 

85 

5,855 

1,721 

86.05 

6.04 

6.10 

5.5 

7.9 

432 

Nixdorf  Computer/data  processing 

3,044 

15 

2,716 

1,998 

163.76 

-0.05 

0.81 

1.9 

31.0 

437 

Schering  Group/personal  care 

3,002 

89 

3,146 

1,908 

337.13 

18.22 

17.97 

2.8 

24.7 

440 

Deutsche  Babcock/machinery  &.  eng 

2,962 

23 

1,396 

597 

86.81 

4.60 

4.57 

4.6 

22.4 

496 

Hochtief/construction 

2,615' 

28' 

2,653' 

1,717 

429.26 

9.46 

12.02 

1.8 

28.3 

Italy 


P/E  12.8 


Yield  2.8% 


Market  value  $123.7  billion    •      Year  to  date  price  change -8.0% 


Only  a  small  percentage  of  Italian  companies  are  pub-  plished.  This  activity  commonly  occurs  outside  the 

lie,  but  this  is  changing  with  the  approach  of  1992.  The  official  exchange  and  the  trades  are  often  not  reported, 

Milan  exchange,  Italy's  largest,  operates  on  a  "match  or  are  reported  inaccurately.  Thus  it  is  often  difficult  to 

trading"  system:  A  seller  and  buyer  must  match  specifi-  get  firm  price  quotes  on  Italian  stocks.  A  more  efficient 

cations    in    order    for    a    transaction    to    be    accom-  centralized  exchange  may  be  in  the  works. 


Rank      Company/business 


Net 
Revenue     income 


Assets 


Market 
value 


Stock 
price 


1988 


-EPS- 


1989E 


Employees 
Yield         (thou) 


18     Fiat  Group/automobiles 


$34,040      $2,325        $40,406'      $13,432 


6.64 


$0.99 


$0.96 


3.4%       278.0 


44      Ferruzzi  Oroup/multiindustry 


19,103 


426 


26,895 


2,731 


2.14 


0.31 


0.32 


0.0 


75.8 


73     STET'telctomm 


13,293 


692 


37,029 


4,689 


2.69 


0.38 


0.41 


5.2 


129.0 


100      f^eucrali  Ciiup 'insurance 


10,01.5 


440 


24,456 


14,910 


28.13 


0.65 


0.78 


0.8 


22.0 


181 

Pi             >\           r, 

200 

OlivttU  '   .        .      I; 

410 

Alitali..   .m' 

457 

SME/Ui(..l   >.   .  . 

mobiles 


7,007 


217 


NA 


1,830 


2.28 


0.20 


0.24 


3.4 


77.9 


:i  .;  processmg 


6,507 


274 


9,017 


3,232 


6.40 


0.50 


0.51 


3.7 


57.5 


3,227 


37 


3,032' 


723 


1.45 


0.12 


0.07 


3.9 


26.7 


2,869 


90 


1,923 


1,157 


2.65 


0.23 


0.20 


2.6 


3.4 


Ail  figures  except  pei  >1  i.n  •..• 
the  TlscuI  vear,  a.sseu.  .m 


>  .ire  in  r.  Ijiiis  of  IS.  doll.irs  Gener.il  note  Kevenue.  net  income  .ind  198K  EPS  are  converted  at  an  average  rate  of  exchange  for 
i.>i  ied  M  fisc.il  year-end  rale       Revenue  figures  are  for  group  or  const)lid.iled  operations  and  exclude  excise  to-xes  and  duties  For 
companies  « ithjanuai^ .  Februan  oi  .Urcf.  Hscal  ye;u--end.s,  1988  figures  are  used  when  more  current  data  are  not  available.     198"  EPS  are  u.sed  when  1988  figures 
are  not  .irallable     Market  vilut  is  ,i-  .  ■  M,.    M,  1989     'Figures  are  Litest  a\-jilable      -Not  fully  consolidated     NA:  Not  available  or  not  applicable. 
Sources  Morgan  Simile)  Capitol  /n.\  •  •..    i,/^<;/  ferspectiiv.  Forhj^  h:anitngs  estiniales provided  h\'  llx-  lnstitutionaJ  Brokers  Estimale  System  (IBES), 
a  senicc  ofLynd),  Jones  0  fhn'i 
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The  500  largest  foreign  companies 


Japan                p/e  55  4    • 

Yield  0.5% 

•     Market  value  $3.6  trillion       • 

Year  to  date  price  change 

-7.2% 

Thanks  to  sky-high  prices  and  the  strong  yen,  the 
Tokyo  stock  market  now  has  a  capitaUzation  of  $3.6 
triUion,  making  it  the  world's  largest.  In  1988  Japanese 
stocks  gained  34.8%  in  dollar  terms,  but  for  the  last  five 
months  the  index  fell  7.2%  as  the  dollar  rose.  "National 

interest"  either  limits  or  completely  prohibits  foreign 
shareholding  in  certain  industries  such  as  broadcasting, 
telecommunications  and  airlines.  But  a  more  effective 
means  of  limiting  foreign  interest  may  be  the  Tokyo 
market's  price/earnings  ratio. 

Rank     Company/business 

Revenue 

income 

Assets 

Market 
value 

Stock 
price 

EP< 

1988 

Yield 

Employees 
(thou) 

1989E 

1     Mitsui  &  Co  Ltd/trading 

$130,667 

$314 

$40,678' 

$10,783 

7.88 

$0.23 

$0.20 

0.5% 

11.4 

2     Sumitomo  Corp/trading 

115,570 

277 

35,804 

8,496 

9.63 

0.33 

0.31 

0.5 

12.8 

3      C  Itch  &  Co  Ltd/trading 

112,327 

184 

38,509 

9,256 

7.38 

0.16 

0.18 

0.5 

12.0 

4     Mitsubishi  Corp/trading 

104,198 

243 

57,039 

16,622 

10.76 

0.16 

0.20 

0.5 

21.2 

5     Marubeni  Corp/trading 

99,475 

119 

51,188 

8,945 

6.60 

0.12 

0.08 

0.5 

10.1 

6     Nissho  Iwai  Corp/trading 

81,371 

66 

24,703 

4,513 

6.78 

0.10 

0.15 

0.5 

7.2 

9     Toyota  Motor  Corp/automobiles 

53,818 

2,319 

41,156 

54,553 

19.20 

0.84 

0.86 

0.7 

86.1 

10     Hitachi  Ltd/elec  &  electron 

49,897 

1,450 

52,538 

36,076 

11.96 

0.46 

0.47 

0.5 

274.5 

12     Nippon  Tel  &  Tel/telecomm 

45,531 

1,738 

82,953 

165,032 

10,478.20 

111.43 

104.40 

0.3 

291.0 

13     Matsushita  Elec  Indl/appliances 

42,880 

1,661 

38,604' 

35,956 

17.51 

0.78 

0.80 

0.5 

134.2 

15     Nissan  Motor  Co/automobiles 

37,516 

894 

35,908 

27,177 

10.97 

0.36 

0.31 

0.9 

117.3 

16     Toyo  Menka  Kaisha/trading 

36,604 

41 

11,945 

3,823 

5.75 

0.07 

0.08 

0.6 

5.0 

20     Nichimen  Corp/trading 

32,250 

36 

13,407 

2,157 

5.91 

0.13 

0.14 

0.6 

2.9^ 

23     Tokyo  Electric  Power  ^/utilities 

30,702 

936 

78,907' 

54,847 

41.77 

0.71 

0.64 

0.8 

40.2 

24     Toshiba  Corp/elec  &  electron 

29,633 

931 

31,850 

31,135 

10.13 

0.29 

0.28 

0.6 

125.0 

26     Kanematsu-Gosho/trading 

28,299 

18 

10,929 

1,117 

6.15 

0.10 

0.16 

0.3 

2.7' 

28     Honda  Motor  Co  Ltd/automobiles 

27,201 

756 

17,300 

13,400 

14.14 

0.77 

0.82 

0.5 

58.3 

31     NEC  Corp/elec  &  electron 

24,028 

503 

25,342 

19,749 

13.22 

0.34 

0.34 

0.5 

104.0 

36     Mitsubishi  Electric/elec  &  electron 

21,206 

415 

17,775' 

18,069 

8.51 

0.20 

0.19 

0.7 

48.5^ 

47     Sumitomo  Bank  Ltd/banking 

18,842 

1,023 

359,467 

63,685 

25.25 

0.43 

0.53 

0.2 

16.5^ 

48     Fujitsu  Ltd/data  processing 

18,613 

545 

19,878 

19,185 

10.90 

0.31 

0.34 

0.5 

104.5 

49     Dai-Ichi  Kangyo  Bk/banking 

18,559 

1,096 

375,390 

66,558 

23.56 

0.42 

0.44 

0.2 

18.7^ 

52     Nippon  Steel  Corp/metals-steel 

17,109 

292 

28,318 

41,771 

6.30 

0.04 

0.10 

0.6 

61.4^ 

54     Indl  Bank  of  Japan  ^/banking 

16,801 

729 

261,444' 

72,098 

30.66 

0.31 

0.30 

0.2 

3.5 

55     Sony  Corp/appliances 

16,726 

565 

17,910 

15,303 

54.15 

1.88 

2.08 

0.6 

78.9 

57     Fuji  Bank  Ltd/banking 

16,241 

904 

327,759 

67,556 

25.25 

0.34 

0.46 

0.2 

15.5^ 

58     Miuubishi  Bank  Ltd/banking 

16,005 

875 

345,381 

59,697 

22.29 

0.33 

0.47 

0.3 

14.3^ 

60     Kansai  Electric  ^/utilities 

15,749 

538 

40,885' 

31,109 

32.77 

0.56 

0.61 

1.1 

24.4 

62     Mazda  Motor  Corp/automobiles 

15,467 

78 

9,558 

7,277 

7.10 

0.08 

0.14 

0.7 

28.4^ 

63     Daiei  Ihc/retailing 

15,155 

63 

7,964 

6,783 

18.00 

0.17 

0.19 

0.6 

28.1 

64     Sanwa  Bank  Ltd/banking 

14,908 

896 

307,392 

49,640 

18.50 

0.34 

0.45 

0.3 

14.3^ 

66     Mitsubishi  Heavy /machinery  &  eng 

14,735 

483 

22,241' 

26,844 

8.09 

0.15 

0.13 

0.5 

56.2^ 

67     Mitsubishi  Motors/automobiles 

14,514 

97 

11,473 

6,422 

8.30 

0.14 

0.12 

0.4 

25.0^ 

77     Chubu  Electric  futilities 

12,942 

554 

30,040' 

22,122 

30.59 

0.77 

0.66 

1.1 

20.7 

78     Nippon  Oil  Co  Ltd/energy 

12,771 

168 

12,759 

13,007 

10.83 

0.15 

0.12 

0.4 

10.2 

84     Ito-Yokado  Co  Ltd/retailing 

11,913 

403 

6,361 

10,417 

25.74 

0.99 

0.93 

0.6 

29.8 

85     Mitsui  Bank  Ltd/banking 

11,668 

572 

209,168 

29,906 

16.03 

0.34 

0.35 

0.4 

10.2^ 

88     Tokai  Bank  Ltd/banking 

11,410 

480 

213,525 

30,755 

15.96 

0.26 

0.29 

0.3 

12.3^ 

92     Long-Term  Credit  Bk/banking 

10,743 

374 

182,838 

31,073 

144.16 

1.85 

2.16 

0.4 

3.3^ 

93     Kawasho  Corp  ^/trading 

10,680E 

NA 

5,001 

688 

6.53 

NA 

6.12 

0.5 

1.5 

All  figures  except  per-share  items  are  in  millions  of  US  dollars  General  note:  Re\'enue,  net  income  and  1988  EPS  are  convened  at  an  average  rate  of  exchange  for 
the  fiscal  vear.  assets  are  convened  at  fiscal  year-end  rate      Rev'enue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties  For 
companies  withjanuan-,  Februar>-  or  March  fiscal  year-ends,  1988  figures  are  used  when  more  current  data  are  not  available     198"  EPS  are  used  when  1988  figures 
are  not  available.     Market  value  is  as  of  May  31,  1989     'Figures  are  latest  available.     ^Not  fully  consolidated      NA;  .Not  available  or  not  applicable.     E:  Forbes 
estimate.  Sources:  Morgan  Stanley'  Capital  intemaiional  Perspective,  Forbes.  Earnings  estimates  provided  by  the  Institutional  Brokers  Estimate  System  (IBES), 
a  service  of  Lynch,  Jones  &  Ryan 
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Ihe  500  largest  foreig 

n  cc 

^mpanies 

Japan 

Rank 

Company/business 

Revenue 

Net 

income 

Assets 

Market 
value 

Stock 
price 

El 

1988 

JC 

Employees 
Yield         (thou) 

1989E 

94 

Toyota  Tsusho  Corp^/trading 

$10,618 

$43 

$3,745 

$1,968 

8.72 

$0.21 

$0.23 

0.7% 

1.6 

95 

Sumitomo  Trust  &  Bk  ^/financial  svcs 

10,525 

455 

102,289 

22,016 

17.93 

0.39 

0.46 

0.3 

6.6 

98 

Bank  of  Tokyo/banking 

10,153 

342 

183,507 

22,619 

11.81 

0.19 

0.24 

0.4 

13.2^ 

102 

Cosmo  Oil  Co  Ltd/energy 

9,903 

56 

8,675 

3,826 

7.03 

0.10 

0.09 

0.5 

2.9^ 

104 

Showa  Shell  Sekiyu/energy 

9,839 

86 

6,572' 

2,823 

10.34 

0.31 

0.24 

0.4 

2.5^ 

107 

Kajima  Corp/construction 

9,675 

390 

12,079 

13,631 

15.19 

0.18 

0.19 

0.4 

16.0 

108 

Sanyo  Electric  Co/appliances 

9,622 

48 

13,708 

12,579 

6.80 

0.03 

0.06 

0.8 

39.2 

111 

Nippon  Express  Co/trucking,  RR 

9,434 

107 

5,581' 

11,186 

10.55 

0.10 

0.10 

0.3 

43.5^ 

112 

Jusco  Co  Ltd/retailing 

9,414 

82 

5,620 

4,053 

14.14 

0.28 

0.35 

0.9 

19.6 

114 

Taiyo  Kobe  Bank  '/banking 

9,395 

417 

166,619' 

16,744 

9.56 

0.00 

0.24 

0.4 

13.4 

115 

Isuzu  Motors  Ltd  '/machinery  &.  eng 

9,354 

51 

6,987 

6,593 

7.17 

0.06 

0.06 

0.5 

13.8^ 

117 

Bridgestone  Corp/mdustnal  comp 

9,278 

312 

10,601 

8,320 

11.60 

0.43 

0.44 

0.7 

88.1 

119 

Nippoudenso  Co/industnal  comp 

9,130 

304 

8,161 

11,563 

16.32 

0.43 

0.46 

0.6 

47.6 

122 

Taisei  Corp/construction 

8,927 

103 

13,278 

12,041 

11.96 

0.11 

0.13 

0.4 

12.1 

126 

Sharp  Corp/appliances 

8,855 

147 

12,911 

9,550 

10.06 

0.16 

0.23 

0.8 

29.3 

131 

Canon  Inc/leisuie  goods 

8,623 

289 

9,843 

7,816 

12.73 

0.47 

0.47 

0.7 

40.7 

139 

Mitsubishi  Trust  ^/financial  svcs 

8,306 

472 

106,029 

24,841 

19.13 

0.39 

0.45 

0.3 

6.1 

140 

Seiyu  Ltd/retailing 

8,281 

46 

6,132' 

2,601 

15.47 

0.27 

0.30 

0.7 

26.0 

141 

NKK  Corp/metals-steel 

8,276 

121 

18,341 

20,293 

6.36 

0.04 

0.12 

0.6 

23.9 

143 

Shimizu  Construction/construction 

8,233 

78 

9,386 

11,454 

14.91 

0.11 

0.17 

0.4 

10.2^ 

145 

Nichii  Co  Ltd/retaihng 

8,124 

105 

6,435 

4,676 

17.86 

0.39 

0.41 

0.8 

33.1 

147 

Mitsui  Trust  &  Bank/financial  svcs 

8,075 

367 

173,130^ 

16,201 

14.28 

0.33 

0.40 

0.4 

6.3^ 

153 

Asahi  Glass  Co/misc  materials 

7,702 

360 

7,549 

19,185 

16.53 

0.27 

0.32 

0.3 

9.3^ 

155 

Sumitomo  Metal  Ind/metalssteel 

7,676 

22 

15,144 

17,986 

6.33 

0.01 

0.12 

0.6 

22.3^ 

156 

Kobe  Steel  Ltd/metals  steel 

7,633 

35 

16,434 

15,904 

6.08 

0.01 

0.08 

0.6 

22.3^ 

160 

Tohoku  Electric  "/utilities 

7,503 

369 

17,982 

13,143 

27.08 

0.76 

0.61 

1.3 

13.5 

161 

Kyushu  Electric  '/utilities 

7,445 

321 

22,329 

12,189 

26.72 

0.71 

0.55 

1.3 

15.1 

163 

Taiyo  Fishery  Co/food,  household 

7,409 

1 

3,523 

1,835 

6.12 

0.00 

0.08 

0.0 

13.5 

165 

Nomura  Securities/financial  svcs 

7,339 

1,636 

31,260 

44,759 

23.35 

0.86 

0.86 

0.4 

15.0 

167 

Kawasaki  Steel  Corp/metalsstcel 

7,329 

6,3 

14,236 

21,453 

7.31 

0.02 

0.13 

0.5 

20.8^ 

169 

Nippon  Credit  Bank/banking 

7,286 

223 

113,983 

17,840 

104.78 

1.35 

NA 

0.3 

2.3 

170 

Mitsubishi  Kasei/chemicals 

7,156 

173 

9,817 

10,906 

8.23 

0.13 

0.10 

0.5 

8.8^ 

178 

Kumagai  Gumi  Co/constructiun 

7,035 

79 

12,129 

7,914 

12.10 

0.13 

0.17 

0.5 

8.2^ 

179 

lapan  Air  Lines/airlines 

7,026 

140 

8,455 

18,157 

116.03 

0.94 

1.22 

0.2 

21.0^ 

182 

Sumitomo  Chemical/chemicals 

7,000 

306 

7,807 

10,944 

6.75 

0.19 

0.15 

0.5 

12.3 

189 

Asahi  Chemical  Inds/chemicals 

6,881 

176 

7,243 

11,708 

8.79 

0.14 

0.16 

0.6 

22.1 

193 

Fuji  Photo  Film/leisure  goods 

6,769 

633 

9,316 

11,139 

29.54 

1.68 

1.59 

0.3 

18.2 

196 

Yasuda  Trust  &  Bank/financial  svcs 

6,716 

306 

73,658 

13,554 

13.15 

0.36 

0.41 

0.4 

5.4 

201 

Suzuki  Motor  Co  Ltd/automobiles 

6,505 

77 

4,615 

2,440 

6.48 

0.25 

0.21 

0.7 

12.9^ 

204 

Snow  Brand  Milk/food,  household 

6,433 

39 

1,797 

2,493 

8.93 

0.15 

0.16 

0.6 

8.3^ 

205 

Takashimaya  Co/retailing 

6,340E 

115E 

3,759' 

4,715 

21.87 

0.55 

0.70 

0.2 

12.6 

208 

Chugoku  Electric  futilities 

6,245 

242 

16,802' 

9,392 

26.51 

0.68 

0.57 

1.3 

11.6 

209 

Saitama  Bank  Ltd  '/banking 

6,200 

227 

92,202' 

10,848 

11.32 

0.00 

0.24 

0.4 

8.2 

211 

Komatsu  Ltd/machinery  &  eng 

6,183 

162 

8,243' 

9,210 

9.56 

0.17 

0.17 

0.6 

22.9 

212 

Ishikawajima-Harima/machincry  &  eng 

6,173 

4 

8,846 

10,775 

8.30 

0.00 

0.06 

0.3 

15.9^ 

213 

Matsushita  Elec  Workelec  &  electron 

6,137 

187 

5,775 

8,616 

14.77 

0.32 

0.33 

0.5 

18.2 

All  figure;,  cxcepi  per  >hare  items  are  in  millions  ol  I'  S  d(illap.  Reseinie.  net  intome  aiid  19H8  EPS  are  comened  ai  an  average  rate  ol  exchange  for  the  fiscal  \ear, 
assets  are  con\ened  ai  fiscal  \car-end  rate      Roenue  figures  are  for  group  or  constilidated  operations  aiid  exclude  excise  taxes  and  duties  For  companies  with 
Januar\'.  Febru.in-  or  March  fiscal  year -ends.  1988  figures  are  used  when  more  current  data  are  not  available      198"'  EPS  are  used  when  1988  figures  are  not 
available      Market  \ alue  is  as  of  Mas  5 1 ,  1989      'Figures  are  latest  available       "Not  fulK  coasi)lidated      NA;  Not  available      E:  Forbes  estimate     Sources  Morgan 
Stanley  Capilal  huenuuunial  I'l-n^wi  v.  F<>khh\  f-arritngs  istittuUex  prtn  tded  b\  the  histiluliotuil  Bn>kers  Estwuue  System  (IBFS).  a  sen  ice  ofLynd},  Jones  &  Ryan 
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n1889,  when  Eiffel's  engineering  masterpiece  towered  above  Paris, 
Allendale  had  been  a  top  property  insurer  for  54  years. 


WhenGustave  Eiffel  began  construction  on  his  thousand-foot 
ower  for  the  1889  Paris  Exposition,  many  thought  it  was 
Tipossible.  But,  in  spite  of  formidable  engineering  challenges, 
he  Eiffel  Tower  was  completed  in  just  2  years.  And  when  the 
irst  visitors  gazed  up  at  his  triumph,  Allendale's  engirxeers  had 
>een  pioneering  Joss  control  technology  for  54  years. 

Today,  Allendale  is  an  inten\ational  company  bringing 


erxgineering  expertise  to  clients  around  the  world.  After  a 
century  and  a  half  we're  still  shaping  the  history  of  loss  control 
with  engineering,  training,  research,  responsiveness  and  fairness 
in  the  way  we  do  business.  Allendale  Insurance,  P.O.  Box  7500, 
Johnston,  Rhode  Island  02919. 

Altendals  lnsuraiic«/Fa«t«ry  Mutual  Systam 

World  leaders  in  property  riik  management  lince  1S35. 


The  500  largest  foreign  companies 


Japan 

Rank 

Company/business 

Revenue 

Net 
income 

Assets 

Market 
value 

Stock 
price 

E 

1988 

ne 

Yield 

Employees 

(thou) 

1989E 

214 

Mitsukoshi/retailing 

$6,125 

$25 

$2,602' 

$8,124 

17.16 

$0.05 

$0.10 

0.2% 

11.4^ 

219 

Ohbayashi  Corp/construction 

5,999 

66 

9,192 

9,213 

12.87 

0.09 

0.13 

0.3 

11.0^ 

220 

Nissan  Fire  &  Marine  ^/insurance 

5,973 

25 

4,530 

4,308 

21.10 

0.12 

0.14 

0.2 

4.1 

221 

Sekisui  House  Ltd/construction 

5,971 

201 

7,120' 

7,589 

14.56 

0.42 

0.41 

1.0 

9.4^ 

225 

Daimani/retailing 

5,929 

22 

2,323' 

2,066 

8.23 

0.09 

0.11 

0.4 

7.2^ 

226 

Kyowa  Bank  Ltd  Vbanking 

5,860 

244 

103,110 

11,583 

9.78 

0.21 

NA 

0.5 

8.3 

227 

Itoman  &  Co  Ltd/trading 

5,847E 

NA 

6,738 

1,309 

9.56 

NA 

0.24 

0.5 

1.4^ 

230 

Nippon  Mining  Co/energy 

5,833 

54 

5,495 

5,631 

6.51 

0.07 

0.05 

0.6 

5.5^ 

235 

Daihatsu  Motor/automobiles 

5,690E 

NA 

3,388' 

2,477 

5.88 

NA 

0.11 

0.7 

11.2^ 

239 

Kubota  Ltd/machinery  &  eng 

5,621 

143 

5,850 

12,571 

8.93 

0.10 

0.11 

0.4 

16.0^ 

240 

Tokio  Marine  &  Fire/insurance 

5,617 

260 

23,724 

21,054 

14.35 

0.18 

0.21 

0.3 

10.7^ 

241 

Mitsubishi  Metal/metals  nonfer 

5,609 

47 

5,785 

4,978 

7.81 

0.08 

0.13 

0.5 

7.1^ 

245 

Kirin  Brewery  Co/bevs  &.  tobacco 

5,570E 

NA 

7,827 

12,411 

13,713 

NA 

0.24 

0.4 

7.7^ 

246 

Sumitomo  Electric/industnal  comp 

5,559 

136 

5,910 

7,587 

11.04 

0.20 

0.24 

0.4 

13.4^ 

249 

Dai  Nippon  Printing/services 

5,478 

195 

6,064 

11,918 

16.81 

0.30 

0.36 

0.4 

13.9 

250 

Mitsui  Real  Estate/real  estate 

5,465 

195 

17,424 

13,285 

17.51 

0.27 

0.33 

0.4 

6.7 

253 

Daiwa  Securities/financial  svcs 

5,371 

910 

35,050 

19,248 

15.12 

0.72 

0.68 

0.6 

9.6 

254 

Toray  Industries/chemicals 

5,363 

209 

7,034 

9,924 

7.24 

0.16 

0.14 

0.6 

25.4 

261 

Tokyo  Gas  Co  Ltd/utilities 

5,132 

267 

6,429 

21,278 

7.81 

0.10 

0.08 

0.5 

12.9^ 

262 

Daiwa  Bank  Ltd  Vbanking 

5,130 

254 

149,171 

16,369 

12.03 

0.19 

0.23 

0.4 

8.9 

263 

Toppan  Printing  Co/services 

5,123 

138 

5,256 

8,726 

13.92 

0.23 

0.34 

0.5 

18.0 

267 

Hokkaido  Takushoku  ^/banking 

5,074 

146 

75,887 

6,633 

7.67 

0.15 

NA 

0.6 

6.5 

270 

Fuji  Heavy  Inds/automobiles 

5,053 

54 

4,999 

4,095 

7.45 

0.13 

0.11 

0.8 

15.0^ 

272 

Toshoku  Ltd  ^trading 

5,027 

0 

2,293 

663 

6.96 

0.08 

NA 

0.5 

0.5 

273 

Mitsubishi  Oil  Co/energy 

5,002 

57 

4,181 

2,789 

8.30 

0.19 

0.09 

0.4 

2.4^ 

275 

Showa  Denko/chemicals 

4,963 

144 

4,686 

8,312 

8.51 

0.15 

0.11 

0.4 

5.0^ 

279 

Ricoh  Co  Ltd/data  processing 

4,872 

123 

5,108 

5,524 

9.21 

0.21 

0.26 

0.8 

28.0 

280 

Kawasaki  Heavy  Inds/machinery  &  eng 

4,865 

67 

7,526 

11,045 

8.30 

0.05 

0.05 

0.0 

19.2 

282 

Yasuda  Fire  &  Marine  ^/insurance 

4,834 

104 

17,993 

7,956 

9.14 

0.12 

0.14 

0.5 

10.3 

285 

Chori  Co  Ltd/trading 

4,757 

0 

2,728 

437 

6.20 

0.00 

NA 

0.0 

1.5^ 

291 

Uny  Co  Ltd/rctailing 

4,697 

70 

2,922 

2,376 

13.99 

0.41 

0.45 

0.9 

9.7 

293 

Kinki  Nippon  Railway/trucking,  RR 

4,691 

125 

7,966 

14,238 

9.70 

0.09 

0.07 

0.4 

11.5^ 

296 

Nippon  Yusen  Kaisha/shipping 

4,633 

7 

6,875 

8,584 

7.53 

0.01 

0.04 

0.4 

3.3^ 

298 

Takeda  Chemical  Inds/personal  care 

4,575 

275 

6,686 

14,857 

17.09 

0.32 

0.36 

0.4 

13.9 

299 

Funikawa  Electric  Co/industrial  comp 

4,561 

105 

5,033 

5,832 

9.42 

0.18 

0.16 

0.5 

7.0^ 

301 

Toyo  Seikan  Kaisha/misc  materials 

4,547 

163 

3,766 

3,761 

19.62 

0.97 

0.92 

0.3 

6.3^ 

302 

Tonen  Corp/encrgy 

4,541 

274 

5,017 

7,605 

12.94 

0.56 

0.42 

1.4 

2.3^ 

305 

Dainippon  Ink  &  Chem/chcmicals 

4,489 

48 

5,384 

4,846 

6.51 

0.07 

0.09 

0.6 

6.7^ 

306 

Kao  Corp/food,  household 

4,460 

136 

4,037 

6,007 

11.96 

0.27 

0.25 

0.5 

6.6^ 

311 

Hanwa  Co  Ltd  ^retailing 

4,373 

80 

9,475 

5,717 

17.09 

0.28 

0.37 

0.5 

1.2 

321 

Fujita  Corp/ construction 

4,210E 

0 

7,943' 

5,985 

13.57 

0.00 

0.16 

0.3 

5.5 

324 

Osaka  Gas  Co/utilities 

4,156 

228 

6,195 

15,152 

6.32 

0.09 

0.07 

0.6 

9.8^ 

327 

All  Nippon  Airways/airlines 

4,098 

43 

6,480 

17,771 

12.94 

0.03 

0.05 

0.2 

12.0^ 

329 

Yamaha  Motor  Co/ieisure  goods 

4,077E 

50 

3,477' 

2,332 

10.34 

0.22 

0.26 

0.4 

9.8 

331 

Toyo  Trust  &  Banking  ^/financial  svcs 

4,033 

273 

50,008 

9,491 

13.57 

0.40 

0.45 

0.4 

5.1 

332 

Fuji  Electric  Co/elcc  &.  electron 

4,026 

48 

5,128 

5,855 

8.368 

0.07 

0.11 

0.5 

12.4^ 

All  rlgurl.•^  f\(.fpi  [x-t  share  iicm>  arc  in  millnin.s  i>l  IJ  S  dollars  General  note  Revenue,  net  income  and  19H8  HPS  are  convened  at  an  average  rate  of  exchange  for 
the  focal  year;  asset.s  are  convened  at  fiscal  year-end  rate       Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For 
companies  wIth.lanuarN'.  hebruary  or  March  fiscal  year-ends,  1988  figures  are  ased  when  more  current  data  are  not  available      1987  EPS  are  used  when  1988  figures 
are  not  available      .Market  value  is  as  ol  May  31, 1989      'Figures  are  latest  available      'Not  fully  consolidated      NA:  Not  available     Sources  Morgan  Sumley  CcqjUal 
Intenuuioiutl  Itrspixtiiv:  honuR  Earnings  estxnuues  proiided  by  the  hL<iiuntio)uil  Brokers  Eslinuue  System  (IBES).  a  senice  of  Lynch,  Jones  &  Ryan 
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The  500  largest  foreign  companies 


Japan 

Rank 

Company /busi  ness 

Revenue 

Net 

income 

Assets 

Market 
value 

Stock 
price 

EPS 

1988 

Yield 

Employees 
(thou) 

1989E 

334 

Oji  Paper  Co/forest  products 

$4,004 

$128 

$3,602 

$8,028 

13.43 

$0.22 

$0.33 

0.4% 

5.5^ 

335 

Bank  of  Yokohama  ^/banking 

3,989 

131 

80,576 

10,512 

10.48 

0.16 

NA 

0.3 

6.7 

337 

Matsuzakaya/retailing 

3,976 

41 

1,392' 

7,591 

48.88 

0.26 

0.24 

0.1 

7.2^ 

340 

Teijin  Ltd/chemicals 

3,889 

145 

5,431 

5,929 

6.32 

0.16 

0.18 

0.7 

6.0^ 

341 

Kanebo  Ltd/textile,  apparel 

3,886 

-17 

4,761 

2,910 

6.01 

-0.03 

0.06 

0.6 

26.5 

345 

Ube  Industries/misc  materials 

3,845 

141 

6,433 

5,207 

6.26 

0.17 

0.07 

0.0 

7.2^ 

348 

Sekisui  Chemical/bldg  materials 

3,838 

103 

3,662 

4,884 

10.62 

0.22 

0.35 

0.5 

5.2^ 

347 

Nippon  Suisan  Kaisha/food,  household 

3,838 

30 

2,309 

1,827 

6.18 

0.11 

0.05 

0.6 

3.6^ 

353 

Nippon  Meat  Packers/food,  household 

3,802 

72 

2,348 

2,862 

14.42 

0.37 

0.42 

0.5 

13.2 

355 

Aisin  Seiki  Co/industrial  comp 

3,788 

74 

2,734 

2,955 

11.39 

0.30 

0.32 

0.7 

9.5^ 

374 

Ajinomoto  Co/food,  household 

3,506 

120 

4,884 

12,412 

19.41 

0.19 

0.22 

0.4 

13.1 

375 

Simiitomo  Metal  Mining/metals  nonfer 

3,506 

27 

2,887 

4,373 

9.92 

0.06 

0.15 

0.4 

3.0^ 

378 

Hazama-Gumi/construction 

3,479 

30 

3,661 

3,419 

11.74 

0.11 

0.11 

0.4 

4.7 

380 

Siunitomo  Rubber/industrial  comp 

3,457 

40 

3,268 

1,228 

9.00 

0.30 

0.32 

0.5 

4.9^ 

383 

Toda  Construction  ^/construction 

3,399 

26 

3,788 

2,572 

12.30 

0.13 

0.15 

0.4 

5.3 

384 

Nagase  &  Co  Ltd/trading 

3,396 

47 

1,994 

1,485 

9.85 

0.30 

0.88 

0.6 

1.2^ 

385 

Nichirei/food,  household 

3,384 

33 

1,409 

2,591 

8.79 

0.11 

0.11 

0.5 

2.4^ 

386 

Isetan/retaUing 

3,384 

59 

1,832 

3,634 

17.09 

0.28 

0.26 

0.4 

6.0^ 

387 

Yamaha  Corp/leisure  goods 

3,376 

61 

3,163 

2,485 

13.01 

0.32 

0.30 

0.5 

12.8^ 

388 

Toyobo  Co/textile,  apparel 

3,361 

46 

3,656 

4,315 

6.33 

0.07 

0.09 

0.6 

9.0^ 

389 

Daiwa  House/construction 

3,361 

115 

4,446 

6,733 

15.40 

0.27 

0.36 

0.5 

7.6 

391 

Jujo  Paper/forest  products 

3,347 

88 

4,004 

4,511 

9.56 

0.21 

0.26 

0.4 

4.5^ 

392 

Konica/leisure  goods 

3,347 

13 

3,817 

2,916 

8.22 

0.04 

0.09 

0.9 

13.0 

393 

Shinsho  Corp  ^/trading 

3,332 

3 

1,622 

523 

6.65 

0.03 

0.05 

0.3 

1.0 

395 

Marui/re  tailing 

3,325 

160 

3,793 

6,505 

19.62 

0.49 

0.58 

0.7 

8.5^ 

404 

Tokyu  Dept  Stores/retailing 

3,262 

36 

2,234' 

2,509 

10.06 

0.16 

0.16 

0.5 

4.6^ 

405 

Oki  Electric/elec  &  electron 

3,260 

25 

4,089 

4,549 

7.95 

0.05 

0.14 

0.5 

13.9^ 

406 

Nippon  Light  Metal/metals  nonfer 

3,253 

34 

3,339 

2,951 

7.10 

0.08 

0.15 

0.5 

3.8^ 

407 

TDK/electronic  comp 

3,251 

173 

4,082 

4,456 

36.99 

1.44 

1.40 

0.8 

19.6 

409 

Hino  Motors/machinery  &  eng 

3,238 

29 

1,958 

2,803 

8.02 

0.09 

0.15 

0.5 

8.1 

414 

Yamazaki  Baking/food,  household 

3,199 

71 

2,098 

2,463 

11.18 

0.32 

0.34 

0.6 

13.9^ 

415 

Mitsui  OSK  Lines/shipping 

3,159 

-72 

5,967 

7,343 

7.02 

-0.07 

-0.02 

0.0 

1.9^ 

416 

Mitsui  Toatsu  Chems/chemicals 

3,159 

54 

4,658 

5,075 

7.67 

0.08 

0.16 

0.5 

5.3^ 

418 

Hokkaido  Electric/utilities 

3,152 

182 

10,335 

5,462 

26.30 

0.90 

0.56 

1.3 

6.5 

420 

Daikyo/real  estate 

3,135 

86 

8,072 

2,499 

21.80 

0.76 

0.84 

1.0 

2.4 

421 

Shiseido/personal  care 

3,119 

74 

4,113 

3,389 

12.10 

0.26 

0.25 

0.6 

13.6^ 

424 

Nagasakiya/retailing 

3,094E 

27 

2,033' 

4,660 

32.00 

0.18 

0.18 

0.3 

3.7^ 

425 

Pioneer  Electronic/appliances 

3,089 

128 

2,358 

3,850 

25.47 

0.85 

0.91 

0.6 

12.9 

427 

General  Sekiyu  Group/energy 

3,086 

58 

2,497 

1,808 

10.69 

0.43 

0.24 

0.8 

1.4^ 

429 

Mitsubishi  Petrochem/chemicals 

3,067 

199 

4,029 

4,979 

11.53 

0.46 

0.39 

0.4 

2.9 

438 

Honshu  Paper/forest  products 

2,964 

27 

4,520 

2,216 

7.53 

0.09 

0.09 

0.5 

6.5^ 

439 

Maeda  Corp  ^/construction 

2,963E 

37 

3,376 

2,185 

13.22 

0.00 

0.25 

0.5 

4.4 

446 

Asahi  Breweries/bev  &  tobacco 

2,932 

34 

5,940 

4,739 

15.47 

0.11 

0.20 

0.4 

6.2 

450 

Sanyo-Kokusaku  Pulp/forest  products 

2,899 

71 

3,129 

3,573 

8.37 

0.20 

0.17 

0.5 

4.3- 

454 

Sankyo  Co/personal  care 

2,891 

87 

2,821 

6,182 

17.44 

0.25 

0.33 

0.3 

5.9 

All  figures  except  per-share  items  are  in  millions  of  US  dollars.  General  note:  Revenue,  net  income  and  1988  EPS  are  converted  at  an  average  rate  of  exchange  for 
the  fiscal  vear;  assets  are  convened  at  fiscal  year-end  rate      Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties  For 
companiK  with  January,  February  or  March  fiscal  year-ends,  1988  figures  are  used  when  more  current  data  are  not  available.     1987  EPS  are  used  when  1988  figures 
are  not  available.     Market  value  is  as  of  Ma\'  3 1 . 1 989     '  Figures  are  latest  avai  lable.     ^Not  fully  consolidated.     NA:  Not  available  or  not  applicable  Sources:  Morgan 
Sumlev  Capital  International  Per^iective,  Fokbes.  Earnings  estimates  proiided  by  the  Institutional  Brokers  Estimate  System  flBES), 
a  service  ofLynfh,  Jones  &  Ryan. 

FORBES,  JULY  24,  1989 


293 


The  500  largest  foreign  companies 


Japan 

Rank 

Company /business 

Revenue 

Net 
income 

Assets 

Market 
value 

Stock 
price 

EPS 

1988 

Yield 

Employees 
(thou) 

1989E 

455 

Alps  Electric/electronic  comp 

$2,885 

$65 

$2,886 

$2,159 

12.17 

$0.37 

$0.28 

0.9% 

14.1 

456 

Hitachi  Chemical/chemicals 

2,884 

28 

2,217 

2,592 

14.84 

0.16 

0.19 

0.3 

5.0^ 

459 

Nissan  Shaui  Co  ^/automobiles 

2,856 

15 

1,032 

1,089 

6.93 

0.09 

0.09 

0.9 

5.2 

462 

Iwatani  &  Co  Ltd/utilities 

2,833E 

9E 

2,045 

1,811 

7.74 

0.04 

0.08 

0.3 

2.0^ 

463 

Hattori  Seiko  Co/leisure  goods 

2,819 

-67 

2,824 

1,573 

16.39 

-0.69 

0.10 

0.4 

8.2 

467 

Shikoku  Electric/utilities 

2,805 

176 

7,986 

7,138 

26.51 

0.66 

0.56 

1.3 

5.9 

468 

Meiji  Milk  Piods/food,  household 

2,790 

21 

1,275 

2,013 

7.17 

0.09 

0.07 

0.6 

5.7^ 

470 

Toyo  Sash/bldg  materials 

2,776 

140 

2,643 

6,130 

39.59 

1.97 

NA 

0.1 

4.7^ 

474 

Taisho  Marine  &  Fire/Lnsuiance 

2,755 

206 

22,730 

6,467 

9.49 

0.30 

0.18 

0.5 

7.2^ 

478 

Sato  Kogyo/construction 

2,737 

22 

2,864 

4,384 

18.14 

0.09 

0.08 

0.2 

4.8^ 

479 

Nisshin  Steel/metals-steel 

2,696 

100 

4,106 

10,767 

11.11 

0.10 

0.24 

0.3 

7.4^ 

483 

Seibu  Railway/truckmg,  RR 

2,674 

25 

4,773 

15,784 

36.43 

0.06 

0.06 

0.1 

5.2 

484 

Toyota  Automatic  Loom/mach  &  eng 

2,660 

77 

1,975 

3,762 

14.42 

0.29 

0.35 

0.5 

6.9     . 

488 

Nagoya  Railroad/trucking,  RR 

2,653 

48 

7,223 

6,604 

9.28 

0.07 

0.07 

0.3 

8.4^ 

490 

Kyocera/electronic  comp 

2,643 

232 

3,555 

5,705 

36.92 

1.43 

1.39 

0.8 

12.3^ 

491 

Onoda  Cement/bldg  matenals 

2,638 

73 

3,683 

3,452 

7.45 

0.16 

0.19 

0.5 

1.5^ 

493 

Kawasaki  Kisen/shippmg 

2,624 

-58 

3,569 

3,953 

6.75 

-0.10 

0.02 

0.0 

1.3^ 

495 

Itoham  Foods/food,  household 

2,615 

43 

1,637 

2,232 

9.92 

0.04 

0.17 

0.9 

4.5^ 

498 

Kandenko/construction 

2,609 

55 

2,065 

2,510 

23.77 

0.53 

0.55 

0.2 

9.1 

I 


Netherlands 


P/E  10.0 


Yield  4.5% 


Market  value  $89.8  billion 


Year  to  date  price  change  2.9% 


The  Netherlands  boasts  of  having  the  world's  oldest 
stock  exchange,  dating  back  to  1611.  Of  the  569  stock 
issues  traded  on  the  Amsterdam  stock  exchange,  over 
half  are  foreign.  The  Amsterdam  Security  Account  Sys- 
tem IS  unique  in  allowing  foreign  stocks  to  be  traded  in 


their  native  currency,  and  according  to  the  rules  of  their 
home  market.  Nonetheless,  a  few  large  Dutch  outfits — 
such  as  Royal  Dutch  Petroleum,  Unilever,  Akzo,  Phil- 
ips Lamps  and  klm — account  for  up  to  half  the  trading 
volume  in  Amsterdam. 


Rank      Company/business 


Net 
Revenue      income 


Assets 


Market 
value 


Stock 
price 


1988 


-EPS- 


1989E 


Employees 
Yield         (thou) 


7      Royal  Dutch/Shell/cnergy 


$78,380      $5,237       $85,734      $54,706^         62.43         $6.25 


$6.49 


5.1% 


134.0 


21      Unilever/food,  household 


31,367        1,528  19,915        16,732' 


61.98 


5.45 


5.39 


3.1 


295.0 


25     Philips  Group/appliances 


28,382 


534 


26,432 


4,602 


17.02 


1.98 


1.77 


5.3 


310.3 


109     Naiionale-Nederland/msurance 


9,510 


398         41,005 


3,881 


27.58 


3.09 


3.02 


4.6 


23.1 


137      Akzo  Group/chcmicals 


8,393 


426 


6,741 


2,758 


65.80 


10.17 


10.23 


5.1 


71.1 


152      Ahold/reuiling 


7,728 


73 


1,931 


1,095 


52.01 


3.50 


3.69 


1.8 


49.5 


264      NV  DSM/chemicals 


5,120 


315 


4,174  2,188 


62.52 


8.99 


10.81 


3.4 


28.0 


276      AEGON  Insurance/msurance 


4,937 


195 


25,326  1,780 


43.52 


5.30 


5.08 


4.9 


9.5 


277      Schiufflberger  Ltd/energy 


4,925 


454 


5,600         9,360 


39.38 


1.72 


NA 


3.0 


48.0 


315      AMEV  NV/msurance 


4,333 


140  13,983 


1,254 


22.32 


2.56 


2.39 


5.1 


10.7 


336      Hoogovens  Groep/mctals  steel 


3,981 


152 


4,516 


945 


46.62 


7.49 


9.07 


3.9 


29.6 


426      Hrineken  NV/bcv  &  tobacco 


3,088 


147 


3,271 


1,640 


51.07 


4.99 


5.09 


3.1 


28.7 


442      KLM/airlmcs 


2,959 


184 


5,209' 


1,155 


21.87 


3.49 


3.50 


3.3 


22.2 


All  tijturt.'i  extcpi  ptT  share  iionts  art-  in  millioiii  ol  US  dollars  General  note  Revenue,  nei  income  and  1988  EPS  are  convened  at  an  average  rate  of  exchange  for 
the  llsi-al  vear.  a.s.seLs  are  convened  at  fi.vral  year -end  rate  Revenue  figures  are  for  group  or  con.s<.)lidaied  operations  and  exclude  excise  taxes  and  duties  For 
aimpanies  «.ith.Ianuar>  Fehruan'  or  March  pLscal  year -ends.  1988  figures  are  used  when  more  current  dau  are  not  available  1987  EPS  are  used  when  1988  figures 
are  n.)i  availalile.  Market  value  is  is  of  .May  31.  1989  'Figures  are  latest  av'ailable  ^Noi  fully  consolidated  'Combined  market  N-alue  for  Ro\al  Dutch 
Petroleum  &  Shell  Transpon  &  Trading  Price.  EPS  &  yield  are  only  for  Royal  Dutch  Petroleum  'Combined  market  value  of  Unilever  NV  &  Unilever  Pic  Price, 
EPS  &  yield  are  onl\-  for  L  mievvr  W      NA  Not  available  or  not  applicable      E  Forbes  estimate 

Sourca  Morgan  Siimkv  Capital  International  Perspectkv.  Fomus  Eastings  estmuites  proiided  by  the  Institutional  Brokers  Estimate  System  OSES),  a  service  cif 
Lynh  Jones  0  Ry'an 


294 


FORBES,  JULY  24,  1989 


I  Since  He  Started  His  Own  Business, 

Bill  Evans  Hasrft  Missed 
A  Day's  Work. 
-    Neither  Has  His  Konica  Copier. 


If  you  need  a  copier  that  works,  like  Bill  does, 
here's  a  toll-free  number  you  can  call  to  get  all 
the  information  about  Konica's  full  line  of  award 
winning  copiers  that  work  as  hard  as  you  do. 

Konica.  Hardworking  copiers  for  hardworking 
people. 

1-800-648-7130. 

'-  1989  Konica'Business  Machines  U.S.A.,  Inc. 


K:dnica 

COPIERS'FAX 


The  500  largest  foreign  companies 


Spain               p/E  16.7 

•     Yield  3.8% 

•     Market  value  $88.0  biUion     • 

Year  to  date  price  change 

-2.8% 

Earlier  this  year  the  Madrid  stock  exchange  began  Ust- 
ing  a  handful  of  securities  on  the  "continuous  market," 
a  computerized  trading  system  that  also  has  longer 
hours  than  the  regular  exchange.  Repsol,  Spain's  largest 
oil  company,  went  public  three  months  ago  and  is 

expected  to  join  the  new  market  by  the  end  of  summer. 
As  the  market  earnings  multiple  above  suggests,  inter- 
national investors  have  grown  most  interested  in  simny 
Spain's  economic   modernization  and  above-average 
prospects  for  growth. 

Rank      Company/business 

Revenue 

Net 
income 

Assets 

Market        Stock 
value           price 

EP! 

1988 

Yield 

Employees 
(thou) 

1989E 

101      Banco  Central  Group/banking 

$9,936 

$484 

$90,449 

$3,844           38.94 

$2.52 

NA 

3.6% 

23.8 

146     Repsol  SA/energy 

8,089 

480 

6,392 

4,967           16.63 

1.60 

$1.85 

3.8 

18.7 

187      Banco  Bilbao- Vizcaya/banking 

6,923 

730 

62,426 

7,375           56.73 

6.52 

6.77 

3.5 

32.0 

258      Telefonica/telecomm 

5,219 

528 

20,601 

7,328             7.73 

0.11 

0.64 

5.7 

67.0 

368      Tabacalera/bev  &  tobacco 

3,563 

47 

1,346 

1,397           37.94 

0.25 

2.73 

2.1 

8.5 

399      Banco  Santander/bankmg 

3,292 

337 

25,818 

5,172           49.70 

3.24 

3.61 

2.5 

15.5 

419     Banco  Hispano  Amer/banking 

3,140 

280 

27,772 

2,833           33.81 

3.42 

3.78 

3.3 

18.1 

436      CEPSA/energy 

3,021' 

65' 

1,679' 

1,184           20.06 

1.64 

1.65 

4.0 

3.6^ 

Sweden            p/e  b.s    • 

Yield  2.1% 

•     Market  value  $%.8  billion      • 

Year  to  date  price 

change 

8.7% 

Swedish  corporations  usually  issue  two  types  of  com- 
mon shares:  "free"  and  "restricted."  Foreign  investors 
are  allowed  to  purchase  only  "free"  shares;  this  is  a  way 
to  limit  foreign  control  of  Swedish  companies.  There 
are  only  177  companies  officially  listed  on  the  Stock- 

holm  stock  exchange,  but  many  are  large:  Market  capi- 
talization is  just  under  $100  billion.  With  Swedish 
currency  restrictions  abolished  as  of  July  I  of  this  year, 
foreigners  will  also  be  able  to  acquire  Swedish  money 
market  instruments  and  bonds. 

Rank 

Company/business 

Revenue 

Net 
income 

Assets 

Market        Stock 
value           price 

E 

1988 

PS 

Yield 

Employees 
(thou) 

1989E 

59 

Volvo  Group  /automobiles 

$1,5,766 

$669 

$14,122 

$5,190           80.29 

$8.62 

$11.88 

2.6% 

77.1 

82 

Electrolux  Group  /appliances 

12,077 

298 

9,232 

3,550           49.23 

4.11 

5.80 

3.5 

147.2 

186 

Saab-Scania/machinery  &.  eng 

6,936 

322 

6,618 

2,568           37.82 

4.73 

6.34 

3.1 

48.4 

242 

Stora  Group/forest  products 

5,598 

307 

7,968 

3,719           62.28 

5.14 

7.92 

2.4 

54.0 

265 

Ericsson  LM/elec  &  electron 

5,108 

194 

5,624 

2,887           75.64 

5.11 

5.33 

2.1 

65.1 

274 

Skand  Enskilda  Bank  banking 

4,9H5 

383 

46,965 

3,586           13.96 

2.98 

1.43 

5.1 

9.4 

354 

PKbanken  Group/banking 

3,797 

228 

39,588 

1,995           26.26 

3.01 

NA 

3.1 

5.0 

356 

Svenska  Handelsbank/banking 

3,780 

300 

38,658 

2,541           24.61 

2.85 

2.85 

2.7 

6.6 

357 

Skanska  AB/construction 

3,768 

160 

4,700 

4,953           79.54 

2.55 

2.36 

0.8 

29.7 

373 

Trelleborg/industnal  comp 

3,514 

152 

3,129' 

1,715           54.93 

4.73 

5.82 

2.2 

21.9 

377 

Nobel  Industrieraero  &  defense 

3,481 

73 

5,12.? 

1,458           32.42 

1.63 

1.58 

1.5 

18.2 

379 

SKf  Group  /industrial  comp 

3,468 

121 

3,994 

2,796            22.81 

1.15 

1.79 

2.3 

43.3 

382 

SCA-Svenska  Cellulosa/forest  products 

3,411 

197 

4,429 

3,067           57.78 

3.49 

5.41 

1.9 

21.3 

434 

Bilspedilion/ services 

3,032 

41 

772 

876           28.22 

1.47 

2.25 

0.8 

3.2 

447 

Procordia  Group/multi  industry 

2,929 

163 

2,888 

2,775           74.29 

4.39 

4.50 

1.2 

27.8 

481 

Sandvik  metals-steel 

2,677 

260 

3,356 

2,735           51.a3 

4.86 

5.82 

1.8 

26.2 

All  figures  except  per  share  iiem.s  are  in  niillii>n.s  olU  S  doll;u-.s  General  noie  Revenue,  net  income  and  I9«8  EPS  are  convened  at  an  average  rate  of  exchange  for 
the  fiscal  year;  a.s.seLs  are  convened  at  fi.scal  year -end  rate       Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  exci.se  taxes  and  duties.  For 
companies  witlijanuan ,  lebruary  or  March  fiscal  year -ends.  19K8  figures  are  used  when  more  current  data  are  not  available      198^  EPS  are  used  when  1988  figures 
are  not  available     Market  value  is  as  of  May  31,  1989.     'Figures  are  latest  available     -^Nix  fully  coasolidated     NA:  Not  available  or  not  applicable. 
Sources  Morf-an  SliinUy  (jjpiuil  htleniationat  Penpectitv.  AjKBes  Eaniiriiis  estimates  prmided  b\-  ifje  Itistitittioruil  Brokers  Estimate  System  (IRFS), 
a  sen  ice  ofLytich.  Jones  &  K\cin 
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HAIL 

TO  THE 

CHIEF. 


Perpetual  Calendar: 

Day^  date,  month  and  moon  phase  in  18k  gold. 


Royal  Oak: 

Ultra-thin  movement  with  date  in  18k  gold. 


THE  CEO  COLLECTION,  y 


ou've  made  it.  Your  way. 


M 


Either  up  the  corporate  ladder  or  with  your  own  private  company; 
one  thing  you've  learned,  there's  no  short-cut  to  success. 

We  understand.  Since  1875,  Audemars  Piguet  has 
built  a  reputation  for  exclusivity  best  reflected  in  the 
limited  number  of  watches  we  choose  to  create;  from 
classic  straps  to  the  legendary  Royal  Oak  to  our  most  sophisticated  time-pieces. 

You'll  find  them  all  in  The  CEO  Collection.  Because  like  you,  Audemars  Piguet  sits  at  the  top. 


Meiars  Piguet 


Found  only  at  the  most  exclusive  jewelers. 
1989  For  your  copy  of  The  CEO  Collection,  write  or  call  Audemars  Piguet,  18  East  48th  Street,  NYC  10017  (212)  223.0099 


The  500  largest  foreign  companies 


Switzerland      p  e  m  3    • 

Yield  2.4% 

•     Market  value  $136.5  billion    • 

Year  to  date  price 

change  -6.2% 

The  Swiss  equities  market  has  three  major  exchanges — 
in  Basel,  Geneva  and  Zurich.  Each  exchange  has  two 
markets:  the  official  and  the  "premarket."  The  premar- 
ket  operates  similarly  to  the  over-the-counter  market 
in  the  U.S.  Institutional  investors  account  for  over  half 

the  volume  of  total  Swiss  securities  transactions.  It 
takes  institution-size  money  to  buy  some  Swiss  stocks: 
A  single  share  of  Roche/Sapac  Group,  for  example, 
costs  almost  $169,000.  Fourteen  of  the  15  other  Swiss 
stocks  listed  below  sell  for  over  $500  a  share. 

Rank 

Company/business 

Revenue 

Net 
income 

Assets 

Market 
value 

Stock 
price 

EF 

1988 

c 

Yield 

Employees 
(thou) 

1989E 

27 

Nestle/food,  household 

527,807 

$1,387 

$22,055 

$13,549 

4,161.78 

$396.36 

$385.18 

2.5% 

197.7 

50 

Asea  Brown  Boveri/elec  dk  electron 

18,340E 

203 

19,687 

7,645^ 

2,209.85 

NA 

NA 

1.7 

173.9 

83 

CIBA-GEIGY  Group/chemicals 

12,060 

905 

16,430 

9,075 

2,086.75 

167.43 

163.31 

1.4 

88.8 

96 

Zurich  Insurance/insurance 

10,506 

225^ 

2,276^ 

4,355 

2,649.47 

NA 

215.91 

1.4 

25.2 

158 

Winterthur  Group/insurance 

7,619 

151 

22,267 

2,803 

2,549.82 

109.34 

189.85 

1.5 

16.3 

162 

Union  Bank  of  Switz/banking 

7,411 

532 

110,771 

7,578 

1,787.81 

125.74 

141.07 

3.9 

20.9 

171 

Swiss  Re  Group/insurance 

7,154' 

134' 

22,496' 

2,828 

5,773.74 

217.28 

222.57 

1.3 

16.0 

180 

Swiss  Bank  Corp/banking 

7,021 

461 

102,460 

5,589 

171.16 

13.37 

16,50 

4.5 

17.5 

185 

Sandoz  Group/personal  care 

6,937 

520 

7,201 

7,616 

6,213.37 

373.81 

371.96 

1.1 

48.1 

223 

Roche/Sapac  Group/personal  care 

5,939 

427 

10,157 

8,535    168,815.94 

661.18 

555.45 

0.5 

49.7 

266 

CS  Holding/banking 

5,077 

405 

75,399 

6,515 

1,383.35 

105.92 

138.94 

4.6 

15.1^ 

313 

Jacobs  Suchard/food,  household 

4,361 

210 

2,056 

2,356 

4,021.10 

349.21 

336.86 

2.4 

17.1 

328 

Alusuisse/metals  nonfer 

4,085 

215 

3,949 

1,280 

632.47 

101.83 

91.84 

1.9 

24.4 

361 

Sulzer  Group/machinery  &.  eng 

3,701 

50 

5,021 

828 

2,960.14 

182.46 

188.87 

2.2 

33.8 

448 

Swissair/airlines 

2,928 

50 

3,237 

1,013 

609.61 

46.37 

36.41 

3.7 

18.6 

452 

Oerlikon-Biihrle/aero  &.  defense 

2,892 

-25 

5,648 

920 

621.34 

-15.85 

8.81 

0.0 

29.9 

United  Kingdom  pi 

10.9 

•  Yield  4.6-:^      • 

Market 

halue  $715.6  billion 

•      Year  to  date 

price  change  1.5% 

The  U.K.'s  International  Stock  Exchange  is  the  largest 
equity  market  in  Europe.  Unlike  the  New  York  and 
Tokyo  exchanges,  its  trading  floor  is  virtually  redun- 
dant; transactions  are  handled  electronically.  Unsolicit- 
ed takeover  bids  are  becoming  the  rage  in  London. 

Minorco  failed  to  win  Consolidated  Gold  Fields;  Hanson 
Pic.  is  now  bidding  over  £3  billion  for  Cons  Gold.  And 
Gateway,  Britain's  third-largest  retailer,  received  offers, 
first  from  Isosceles  Pic,  and  later  from  Great  Atlantic  & 
Pacific  Tea  and  Wasserstein,  Perella. 

Rank 

Company/business 

Revenue 

Net 
income 

Assets 

Market 
value 

Stock 
price 

EP 

1988 

C 

Employees 
Yield         (thou) 

1989E 

11 

British  Petroleum/energy 

$46,137 

$2,155 

$53,073 

$24,261 

4.56 

$0,36 

0,41 

6.0% 

125.9 

38 

B.A.T  Industries/bev  &  tobacco 

20,021 

1,691 

17,919 

13,526 

8,89 

1,12 

1,07 

4,7 

172,7 

41 

Imperial  Chemical/chemicals 

19,898 

1,491 

15,900 

13,496 

19.87 

2.32 

2,20 

5.3 

130.4 

42 

British  Telecomm/telecomm 

19,587 

2,771 

30,018 

24,397 

4.05 

0.46 

0.44 

5.2 

242.7 

43 

Barclays  Plc/banking 

19,474 

158 

189,273 

7,837 

7,01 

1,57 

1,39 

6.9 

118.4 

45 

National  Westminster/banking 

18,920 

1,671 

178,489 

^,195 

9,19 

2,19 

1,99 

6.5 

111,0 

73 

British  Gas/utilitics 

13,315 

1,591 

19,308 

11,752 

2.75 

0.37 

0.36 

6.3 

79,7 

75 

Hanson  Plc/multiindustry 

13,109 

1,184 

13,167 

12,304 

3.14 

0.30 

0,28 

5.0 

105.0 

81 

Lloyds  Bank  Group/hanking 

12,309 

1,096 

93,786 

4,308 

5.27 

1,35 

1,29 

6,7 

83.9 

87 

Prudential  Corp  PIc/insurance 

11,471 

413 

55,805 

5,080 

2,76 

0,23 

0.22 

6.1 

40.6 

89 

•Midland  Group/banking 

I  1 ,386 

734 

100,843 

4,1P 

5,27 

0,96 

0,92 

6,5 

59.1 

97 

]  Sainsbury  Plc/retailing 

10,474 

442 

4,068' 

5,669 

3,78 

0,30 

0,28 

2,8 

54.2 

99 

British  Aerospace/aero  &  defense 

10,045 

278 

11,751 

2,662 

10,42 

1,10 

1,26 

4.2 

133,0 

106 

BTR  PIc/multi  industry 

9,749 

866 

8,391 

9,935 

5.78 

0,52 

0.54 

4.4 

98.6 

.\li  li.nuics  cue))!  jXT  .sluit  iK'iiis  aic  111  nullion.s  ol  I  S  dollars  Cjcikt.iI  iidic  Kcxciiuc.  nci  iikdihl-  and  19S8  Kl'.s  arc  aiiivcricd  M  an  avcianc  laic  ol  exchange  lor 

the  fLscal  N-ear;  a.ssct.s  are  convened  ai  fiscal  year  end  rate       Revenue  finure.s  are  for  group  or  ct)nsolidaied  operaiion.s  and  exclude  exci.se  taxe.s  and  duties  For 

companies  withjanuar\'.  Fcbruars'  or  March  fi.scal  year^?nds,  1 988  figures  are  used  when  more  current  data  are  not  available     198"'  EPS  are  used  when  1988  figures 

are  not  available.     Market  value  is  as  of  Mav-  .^1.  1989     'Figures  are  latest  .ivailable     "Not  fully  coasolidated     ^Combined  market  value  for  Asea  AB  and  Brown 

Bovrri  Sttxk  price  and  vield  is  for  onK  H^m^n  Boveri      NA:  Not  available  or  not  applicable 

Soi4m^  Moijiau  SlaitUy  Otpiuil  lnli-nMluDitil  Perspecluv.  Forhfs  txinmigs  cstiimilcs pronded  M  iIk  histittdliotuil  Broken  Estinuue  System  (IBES), 

a  seiiice  of  Lynd}.  Jones  f- Ryan 
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OUR  CLIENT  LIST  INCLUDES 
50%  OF  THE  FORTUNE  500. 


THE  BOTTOM  LINE  IS  YOUR 
FINANCIAL  PEACE  OF  MIND. 


When  the  leaders  of  America's  most  important  companies  seek  expertise 
in  insurance  and  financial  services,  they  turn  to  the  company  that  can  help  them 
the  most.  The  Travelers. 

fk  We  tailor  our  broad  range  of  products  and  services  to  fit  the  specific  needs 

of  our  diverse  clients . 

This  flexibility  is  backed  by  the  power  of  our  $50  +  billion  in  assets  and  125 
years  of  experience.  As  a  result,  our  clients  are  better  equipped  to  meet  the  growing 
demands  of  the  business  world.  With  confidence  and  financial  peace  of  mind. 

The  Travelers  Companies,  Hartford,  Connecticut  06183 


TheTravelersJ 

You're  better  off  under  the  Umbrella." 


C 1989  The  Travelers  Corporation 


The  500  largest  foreign  companies 


United  Kingdom 

Rank 

Company /business 

Revenue 

Net 
income 

Assets 

Market 
value 

Stock 
price 

E 

1988 

pt; 

Yield 

Employees 

(thou) 

1989E 

110 

General  Electric  Co/elec  &.  electron 

$9,455 

$768 

$10,066 

$10,135 

3.72 

$0.29 

$0.32 

3.9% 

157.3 

120 

Matks  &  Spencer  PIc/retailing 

9,059 

609 

5,091 

7,687 

2.87 

0.23 

0.22 

4.1 

50.9 

123 

RTZ  Corp/metals  nonfer 

8,893 

761 

8,262 

6,207 

7.84 

0.98 

0.90 

4.0 

82.1 

125 

Gateway  Corp  Plc/retailing 

8,864 

233 

3,552 

2,868 

3.21 

0.26 

0.03 

5.9 

84.2 

138 

Tesco  Plc/retailing 

8,392 

331 

3,537 

4,231 

2.74 

0.21 

0.21 

2.7 

52.7 

144 

Grand  Metropolitan/multi-industry 

8,219 

730 

9,852 

7,301 

8.48 

0.85 

0.83 

4.0 

75.4 

148 

Royal  Insurance/insurance 

8,005 

273 

13,019 

2,988 

6.22 

0.57 

0.55 

7.6 

30.0 

149 

Dalgety  PIc/food,  household 

7,892 

116 

2,210 

1,280 

5.78 

0.53 

0.51 

5.6 

22.8 

159 

British  Airways/airlines 

7,532 

310 

5,901 

2,269 

3.15 

0.42 

0.42 

5.2 

50.2 

183 

British  Steel/metals-steel 

6,998 

698 

8,010 

2,761 

1.38 

0.36 

0.42 

5.5 

52.0 

190 

Allied-Lyons/bev  &  tobacco 

6,813 

554 

8,988 

5,171 

6.91 

0.76 

0.76 

4.6 

81.4 

195 

Saatchi  &  Saatchi/services 

6,728 

133 

1,750 

798 

5.04 

0.85 

0.51 

6.7 

16.6 

206 

Hillsdown  Holdings/food,  household 

6,322 

200 

2,739 

1,981 

4.25 

0.48 

0.47 

3.0 

42.8 

210 

Argyll  Group  Plc/retailing 

6,192 

274 

2,406 

2,929 

3.20 

0.28 

0.27 

3.7 

63.0 

218 

Peninsular  &  Oriental/shipping 

6,014 

390 

6,985 

4,056 

10.31 

1.03 

1.03 

5.2 

55.7 

228 

Sun  Alliance  &  London/insurance 

5,839 

449 

22,062 

3,397 

17.22 

2.28 

NA 

5.0 

13.6^ 

231 

Thorn  EMI  PIc/appliances 

5,821 

323 

3,824' 

3,056 

10.99 

1.13 

1.09 

4.5 

64.4 

232 

Lonrho  Group/multi-industry 

5,789 

236 

5,063 

2,341 

4.22 

0.53 

0.45 

7.9 

129.9 

236 

Conunercial  Union/insurance 

5,659 

217 

22,510 

2,4,14 

5.75 

0.52 

0.43 

7.1 

20.1 

237 

Standard  Chartered/banking 

5,644 

378 

42,867 

1,902 

8.12 

2.05 

1.51 

8.8 

28.0 

247 

GenI  Accident  Fire/insurancc 

5,525 

379 

15,518 

3,178 

15.13 

1.92 

1.54 

6.1 

14.8^ 

251 

Bass  Plc/bev  &.  tobacco 

5,438* 

528 

6,922 

5,110 

14.86 

1.56 

1.66 

3.5 

79.3 

256 

BICC  Pic  Group/industnal  comp 

5,255 

159 

2,754 

2,041 

7.87 

0.69 

0.69 

4.3 

44.7 

268 

Ladbroke  Group/leisure 

5,073 

303 

6,044 

3,947 

9.22 

0.71 

0.75 

3.7 

48.1 

269 

Tarmac  Plc/bldg  matenals 

5,059 

435 

4,157 

3,677 

5.10 

0.61 

0.60 

4,1 

28.9 

281 

Guardian  Royal  Exch/insurancc 

4,852 

280 

7,893 

2,622 

3.24 

0.34 

0.30 

6.5 

14.8 

283 

Sears  Plc/retailing 

4,821 

329 

3,665' 

2,770 

1.84 

0.21 

0.18 

5.8 

63.1 

284 

Boots  Co  Plc/rctailing 

4,785 

360 

3,769 

4,176 

4.51 

0.41 

0.36 

4.3 

70.0 

287 

Trafalgar  House  PIc/multi  industry 

4,743 

321 

3,636 

2,912 

5.84 

0.66 

0.64 

6.0 

32.3 

288 

Kingfisher  Plc/rctailing 

4,732 

306 

3,276 

2,065 

4.74 

0.71 

0.46 

4.7 

36.6 

290 

Asda  Group  Plc/retailing 

4,702 

250 

2,888 

3,093 

2.64 

0.22 

0,23 

3.5 

48.2 

294 

Berisford  IntI  Plc/trading 

4,688 

121 

2,546 

1,174 

2.42 

0.25 

0,24 

5.4 

9.9 

297 

Courtaulds  PIc/chemicals 

4,617 

454 

3,054 

2,098 

5.35 

0.64 

0,60 

5.1 

58.4 

300 

Legal  &  General/insurance 

4,548 

170 

25,007 

2,275 

4.79 

0.36 

0.35 

6.0 

8.0 

307 

Beecham  Group  Plc/personal  care 

4,441 

S3,? 

4,736' 

7,396 

9.76 

0.71 

0,70 

3.4 

35.8 

309 

Assoc  British  Foods/food,  household 

4,405 

283 

3,795' 

2,483 

5.56 

0.64 

0.59 

3.5 

53.9 

312 

Inchcape  Plc/trading 

4,368 

150 

2,258 

1,542 

4.41 

0.43 

NA 

4.4 

44.4 

317 

Great  Universal/retailing 

4,277 

436 

5,831 

4,010 

15.99 

1.74 

1.78 

3.9 

33.8 

319 

Cadbury  Schweppcs/food,  household 

4,24,3 

249 

2,810 

3,425 

5.46 

0.43 

0.39 

3.5 

28.9 

322 

STC  Group  Plc/clec  S.  electron 

4,199 

258 

2,962 

3,186 

567 

0.46 

0.47 

3.3 

33.8 

325 

Pilkington  Plc/misc  materials 

4,128 

320 

3,943 

2,681 

3.64 

0.46 

0.49 

5.0 

57.4 

344 

United  Biscuits/food,  household 

3,857 

203 

2,321 

2,203 

5.24 

0.48 

0.44 

5.0 

47.0 

349 

Unigate  Group/food,  household 

3,830 

111 

1,422 

1,364 

5.93 

0.49 

0.50 

4.6 

34.9 

358 

Royal  Bk  of  Scotland/banking 

3,766 

342 

36,525 

1,795 

5.97 

1.19 

1,15 

5.5 

23.2 

359 

BOC  Group  Plc/chemicals 

.3,758 

363 

4,072 

3,483 

7.60 

0.78 

0,76 

4.6 

38.1 

All  figures  cxtcpi  pt-i  share  items  are  in  niiliioiis  ol  US  dollars  General  nole  Re\enue,  iiel  intome  a;id  1988  EPS  are  convened  at  an  average  rate  of  exchange  for 
the  fiscal  year;  assets  are  converted  at  fiscal  year -end  rate      Re\enue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For 
companies  with  January,  I-ebruan'  or  March  hscal  year -ends.  1988  figures  are  used  when  more  current  data  are  not  available      1987  EPS  are  used  when  1988  figures 
are  not  axailable     Market  value  is  as  of  Ma\'  3 1 ,  1980     'Figures  are  latest  available     "Not  fulK'  consolidated.     *  Includes  excise  taxes.      NA:  Not  available  or  not 
applicable  Sources  Atorgan  StanU'\  Capiiti/  huenunionaJ  Persf)ectU>e,  Fokbes  Earnings  estinuues proiided  by  the  Institutional  Brokers  Estimate  System  (IBES). 
a  senice  of  Lynch,  Jones  &  Ryan 
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Underlying  Strength. 


Amidst  the  shifting  cunents  of  today's  financial        at  your  goals  with  a  long-range  perspective.  To 
markets,  Bank  of  America  stands  on  a  solid  see  opportunities  that  may  not  be  clear  to  others, 

foundation  of  experience.  It  enables  us  to  look  And  to  deliver  the  support  you  need  to  seize  them. 


The  Golden  Gate  Bridge, 
photographed  by  Alan  Ross. 


Bank  off  America 


~-  •-   -  ~^" 


The  500  largest  foreign  companies 


United  Kingdom 

Rank 

Company /business 

Revenue 

Net 
Income 

Assets 

Market 
value 

Stock 
price 

EPS 

1988 

Yield 

Employees 

(thou) 

1989E 

362 

Tate  &  Lyie  Group/food,  household 

$3,701 

$121 

$2,949 

$1,293 

4.16 

$0.42 

$0.39 

3.9% 

17.0 

364 

RMC  Group  PIc/bldg  materials 

3,679 

200 

2,334 

2,292 

11.85 

1.03 

1.06 

2.6 

23.3 

365 

Trusthouse  Forte  PIc/leisure 

3,636 

313 

6,611 

4,098 

5.21 

0.39 

0.40 

3.4 

79.8 

366 

Glaxo  Holdings/personal  caie 

3,609 

1,001 

4,901 

15,994 

21.37 

1.35 

1.41 

2.7 

26.4 

370 

GKN  Plc/machinery  &.  eng 

3,540 

194 

2,807 

1,553 

6.09 

0.78 

0.75 

5.9 

37.1 

372 

Rolls-Royce  Plc/aero  &.  defense 

3,515 

258 

3,225 

2,359 

2.94 

0.32 

0.35 

4.5 

40.9 

381 

Guinness  PIc/bev  &.  tobacco 

3,436 

579 

8,622 

6,806 

7.70 

0.69 

0.64 

3.1 

19.8 

390 

Redland  Plc/bldg  materials 

3,360 

251 

2,346 

2,511 

9.19 

0.92 

0.94 

4.5 

17.0 

394 

Hawker  Siddeley/machinery  &.  eng 

3,328 

198 

2,971 

2,165 

10.94 

1.00 

1.00 

4.3 

42.9 

398 

Coats  Viyella  PIc/textile,  apparel 

3,304 

89 

2,594 

1,383 

2.63 

0.28 

NA 

7.2 

67.4 

400 

Booker/multi-mdustry 

3,278 

99 

1,302 

1,213 

7.13 

0.66 

0.62 

5.3 

17.2 

402 

Lex  Services/services 

3,263 

88 

1,012 

555 

5.95 

0.94 

0,86 

4.9 

8.5 

411 

Lucas  Industries/mdustnal  comp 

3,227 

199 

2,452 

1,641 

9.74 

1.39 

1.20 

4.7 

59.0 

422 

Bunzl/forest  products 

3,110 

101 

1,397 

943 

2.31 

0.25 

0.25 

5.2 

16.8 

428 

George  Wimpey  PIc/construction 

3,082 

166 

2,707 

1,281 

4.42 

0.59 

0.58 

4.4 

17.2 

430 

Harrison  &  Crosfield/misc  matenals 

3,064 

157 

1,931 

1,473 

2.72 

0.30 

0.27 

6.0 

27.3 

433 

BET  PIc/multi  industry 

3,041 

260 

2,471 

3,027 

4.17 

0.39 

0.43 

5.3 

97.1 

443 

Ranks  Hovis  McDougal'/food,  household 

2,953 

184 

2,735 

2,458 

6.99 

0.55 

0.54 

3.4 

38.2 

449 

Plessey  Company/elcc  ik  electron 

2,928 

232 

2,428 

3,118 

4.16 

0.32 

0.30 

3.9 

30.1 

451 

Dixons  Group/retaihng 

2,895 

105 

1,603 

862 

2.25 

0.28 

0.20 

4.1 

18.5 

453 

Smith  (WH)/retailmg 

2,892 

80 

1,270 

953 

4.88 

0.42 

0.48 

4.1 

30.8 

461 

Whitbread/bev  &  tobacco 

2,842 

214 

3,588 

2,360 

5.46 

0.49 

0.62 

4.8 

49.2 

464 

Burton  Group/retaihng 

2,813 

246 

2,409 

1,848 

3.34 

0.44 

0.39 

5.5 

35.2 

471 

Cookson  Group/misc  matenals 

2,775 

205 

1,986 

1,862 

5.13 

0.57 

0.56 

3.2 

5.0 

477 

Reed  Intemational/media 

2,742 

336 

3,515' 

3,380 

6.14 

0.62 

0.58 

3.6 

31.2 

499 

Bowater  Industries/forest  products 

2,608 

97 

1,608 

908 

7.59 

0.82 

0.82 

4.2 

20.3 

500 

Granada  Group  Plc/lcisure 

2,605 

147 

2,233 

1,633 

5.49 

0.51 

NA 

4.3 

19.7 

Ewopean 

Rank      Company/busmess 

Ri-\f  nut- 

Net 
income 

Assets 

Market 
value 

Stock 
price 

E 

1988 

p<; 

Yield 

Employees 
(thou) 

1989E 

Austria 

435      CrcditanMall/hankmK 

$vo:.< 

S34 

$39,204 

$1,481 

192.62 

$4.54 

NA 

2.1% 

10.4 

465      OMV  AG/cncrgy 

2,812 

106 

3,049' 

926 

463.09 

52.88 

$33.49 

2.5 

6.4 

Denmark 

492      tasi  .Asijtic  Co  iiuilti  industrv 

2,m: 

51 

2,017 

b^l 

404(1 

Mr 

3,25 

3.2 

15.2 

Finland 

207      Kt'vko  Group  trading 

6,246 

133 

3,047 

1,279 

17.06 

1.87 

1.98 

2.5 

7.6 

259     Oy  Nokia/multi-industry 

5,216 

235 

5,452 

1,927 

32.84 

3,74 

NA 

2.4 

44.6 

Nomay 

118      Norvk  llviiro  i!Ui>;\ 

v,:()" 

^"9 

10  IW" 

4,682 

22,80 

2,82 

2  78 

2.3 

40.0 

'\ll  liRurcs  except  per  .sliare  iit-ms  are  in  millions  of  US  dollars  General  note:  Revenue,  net  income  and  1988  EPS  are  convened  at  an  average  rate  of  exchange  for 

the  fecal  year;  xsseLs  are  convened  at  fiscal  vear<"nd  rate      Revenue  figures  are  for  group  or  con.solidated  operations  and  exclude  excise  taxes  and  duties  For 

i.onipanie.s  withjanuan ,  hebruary  or  March  fiscal  year -ends,  1988  figures  are  u.sed  when  more  current  data  are  not  available,     1987  EPS  are  used  when  1988  figures 

arc  not  availalile     Market  value  is  as  of  May  31,  1989      'Figures  are  latest  available       NA:  Not  available  or  not  applicable 

Sot4nes  Morf^ti  Slanlty  Ctjpital  huenuoional  Perspecthv:  Forbes  Earnings  estimates proiided  by  tlx  histUutional  Brokers  Estinuue  System  (IBES), 

a  seri'tce  of  L\fidi.  Jinies  <-  l^ati 
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The  500  largest  foreign  companies 


Far  East 

Rank     Company/business 

Revenue 

Net 
income 

Assets 

Market 
value 

Stock 
price 

EPS 

1988 

Yield 

Employees 
(thou) 

1989E 

Hong  Kong 

412     Swire  Pacific  Ltd/multi-industry 

$3,214 

$384 

$6,244 

$3,715 

2.34 

$0.24 

$0.27 

4.2% 

24.0 

Korea 

154     Hyundai  Corp/trading 

7,686 

12 

316 

219 

45.63 

2.46 

3.07 

2.0 

0.8 

295     Hyundai  Motor  Co/automobiles 

4,664 

58 

2,717 

1,676 

48.05 

1,66 

2.69 

1,9 

34.0 

308     Bank  of  Seoul/banking 

4,437 

43 

41,635 

2,364 

28.83 

0.45 

0,67 

3,1 

9,3 

342     Gold  Star  Co/electronic  comp 

3,875 

25 

3,258 

1,743 

32.28 

0.46 

0.58 

1.9 

36.4 

460     Hyundai  Eng  &  Const/construction 

2,848 

57 

3,965 

1,940 

48.50 

1.43 

0,92 

1.5 

53.1 

Nen  Zealand 

224     Fletcher  Challenge/forest  products 

5,931 

380 

7,686 

2,565 

2.79 

0.43 

0.38 

5.3 

40.0 

South  America 

Rank     Company/business 

Revenue 

Net 
income 

Asseu 

Market 
value 

Stock 
price 

EPS^ 

1988 

Yield 

Employees 
(thou) 

1989E 

Argentina 

203     YPF-Yacimientos  Pet/energy 

S6,435 

NA 

$12,164^ 

NA 

NA 

NA 

NA 

NA 

33.8 

Brazil 

8     Banco  do  Brasil/banking 

55,295 

$2,212^ 

80,202^ 

$476 

0,58 

$1.52 

NA 

11.9% 

135.4 

22     Banco  Bradesco  SA/banking 

31,326 

571^ 

13,868^ 

705 

0,16 

0.14 

NA 

7.9 

137.9 

40     Banco  Itau  Group/bankiag 

19,945 

395^ 

8,974^ 

398 

0.11 

0,10 

NA 

6.6 

84.2 

46     BANESPA  Group/banking 

18,881 

467^ 

9,468^ 

NA 

NA 

4,77 

NA 

NA 

37.4 

65     Petiobras/energy 

14,806 

765^ 

13,535^ 

180 

0.31 

0.76 

NA 

NA 

59.2 

124     Unibanco  Group/banking 

8,865 

102^ 

4,511^ 

74 

0.18 

0.12 

NA 

NA 

25.0 

MisceUaneous 

Rank     Company/business 

Revenue 

Net 

income 

Market 
Assets         value 

Stock        EPS 

price           1988 

Yield 

Employees 
(thou) 

1989E 

Israel 

271     Bank  Hapoalim  BM/banking 

$5,043' 

$191' 

$30,111'       $2,793 

56.68              NA 

NA 

0.0% 

7,8^ 

318     Bank  Leumi  le-Israel/banking 

4,266 

113 

28,144          2,565 

36.27              NA 

NA 

0.0 

12,5 

South  Africa 

333     So  African  Breweries/bevs  &  tobacco 

4,011 

209 

2,643           2,179 

8.13          $0.79 

$0.82 

3.7 

85.0 

444     Tradegro/retailing 

2,950 

13 

901                31 

0.54            0.22 

0.15 

3,0 

43.5 

All  figures  except  per-share  items  are  in  millions  of  U.S.  dollars.  General  note:  Revenue,  net  income  and  1988  EPS  are  converted  at  an  average  rate  of  exchange  for 

the  fiscal  year;  assets  are  converted  at  fiscal  year-end  rate      Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For 

companies  with  January,  February  or  March  fiscal  year-ends,  1988  figures  are  used  when  more  current  data  are  not  available.     1987  EPS  are  used  when  1988  figures 

are  not  available.     Market  value  is  as  of  May  31,  1989.     'Figures  are  latest  available.      ^Not  fully  consolidated.     'Based  on  current  cost  accounting.     NA:  Not 

available  or  not  applicable. 

Sources:  Morgan  Stanley  Capital  International  Perspective;  Forbes.  Earnings  estimates  provided  by  the  Institutional  Brokers  Estimate  System  (IBES). 

a  service  of  Lynch,  Jones  &  Ryan. 
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There^s  a  Fast^  Easy  and  Fi 
You  to  Get  More  Advertiser  Im 


Way  for 


r 


Annual  Reports 


1  ALLTEL  Corporation 

2  Ameritech 

3  Canadian  Pacific  Limited 

4  Fansteel* 

5  Georgia-Pacific  Corporation 

6  Parker  Hannifin  Corporation 

7  Phillips  Petroleum  Company 


Business  Productivity 
Equipment  Services 


8  Dictaphone  Corporation 

9  Eastman  Kodak  Company 

10  Hayes  Microcomputer 
Products,  Inc. 

1 1  Konica  Business  Machines 
U.S.A.,  Inc. 

12  Mead  Data  Central.  Inc. 

13  Mead  Paper 

14  MiLsuhishi  Electric  America 

15  Murata  Business  Systems 

16  N^'NE.X  Corporation 

17  Northern  Telecom 

18  Sharp  Electronics  Corp. 

19  3M  Data  Storage  ProducLs 
Division 

20  3M  Information  Systems  Group 

21  US  Sprint 

22  Wang  Laboratories,  Inc. 
Ih  ZenitI)  Data  Systems 


Classified 


2-4  General  Medical 

25  Marin  Wine  Cellar 

26  N'ideo  ■\rts 

27  Winecellars  U.S.A. 

28  Wine  Enthusiast 


Consumer  Products/ 
Services 


29  .\RraR\ED 

30  Audemars  Piguet 

31  Chubb  Group  of  Insurance 
Companies 

32  CIGNA  Corporation* 

33  The  Fendi  Timepiece  Collection 
i-\  .Ma/da  Motor  of  .America,  Inc. 

35  Olsten  Senices 

36  Riken  Tire 

3"  Rolex  Vialch  L.S.A.,  Inc. 

38  Toshiba  .\merica  Medical 
Systems.  Inc. 

39  I'niforce  Temporary  Senices 


Financial  Services 


40  Chase  Bank  of  Ohio 

■i  1  Chicago  Mercantile  Exchange 

il  Dreyfus  Capital  Value  Fund 

43  Pacific  Financial  Companies 

44  The  Stuart-James  Company , 
Inc. 

45  Twentieth  Century  Investors, 
Inc. 

46  Wako  Securities  Co.,  Lid. 


Industrial  Products/ 
Services 


47  .A£G  Corporation 

48  ATR 

49  The  Austin  Company 

50  Cessna  Citation 

51  Daewoo 

52  Peterbill  .Motors  Co. 

53  Rockwell  International 

54  Schott  Corporation 

55  United  Parcel  Service 

56  Western  Union  Mailgram 


Office  Plant-Site 
Development 


5"  Central  Ohio  .Marketing 
Council— DISCOVER 
COLUMBUS 

58  Florida  Department  of 
Commerce 

59  .Michigan  Deparunent  of 
("ommerce 


Travel^usiness  & 
Leisure 


60  Checkers  Hotel 

61  Guest  Quarters  Suite  Hotels* 

62  The  Manila  Hotel 

63  The  Regent  Sydney 

64  South  African  Airways 


Forbes' 
Reader 
Service 
Cards 

The  advertisers  to 
the  left  are  Hsted  on 
Forbes'  Reader 
Service  Cards. 
Select  the 

advertisers  you're^ 
interested  in,  fill  out 
one  of  the  cards  on 
the  opposite  page 
and  vou'll  receive 
additional 
information  about 
their  products  and 
services. 


'Note:  ailMni^ers  will  cmK  hiinor  inromiation  request  if  nou  indicate  your  company 
name  ;iiid  loh  title  on  card 


ADVERTISEMENT 


Dealerscope  Merchandising  Products  of  the  Month 


IDKI  Telecom  Introduces  Its 

Sixth  Generation  of 
Cellular  Telephones  - 
The  OKI  C"  Phones 
630  MobUe  Cellular 
Telephone 

The  OKI  Phones  630  cellu- 
lar mobile  telephone  from 
OKI  telecom  is  the  sixth 
generation  of  product  from 
the  company  who  manu- 
factured the  first  cellular 
telephone  in  1976.  Features 
include  dual  NAM;  A/B 
system  select;  constant 
RSSI  display;  100  alphanumeric  memory 
locations,  scrolling,  and  editing;  im- 
proved hands-free  performance;  and 
40*^  digital  circuitry.  The  transceiver 
unit  is  small  enough  to  front  mount  in 
almost  any  automobile,  and  in  addition 
to  the  standard  three-year  limited  war- 
ranty, an  extended  two-year  limited 
warranty  is  available  until  July  31, 
1989.  Suggested  retail  is  $899.  For  more 
information,  call  or  write:  OKI  telecom, 
4366  Shackelford  Road,  Norcross,  GA 
30093, 404-925-0027. 

Child  Locator  and 
Smoke  Detector 


Child  Locator  attaches 
to  a  window  and  pro- 
duces a  flashing  red 
hght  that  can  be  seen 
from  outside  to  help 
firemen  locate  your 
child's  room. 


The  flashing  light  is  activated  by  the 
sound  of  the  enclosed  smoke  detector, 
which  installs  quickly  and  easily  on 
ceilings.  The  Child  Locator  light  attach 
easily  to  any  window  with  removable, 
non-damaging  suction  cups.  When  smoke 
is  detected.  Smoke  Detector  sounds 
alarm  and  triggers  Child  Locator  light 
to  start  flashing.  The  light  helps  firemen 
locate  your  child's  room.  Suitable  for 
elderly  or  bed-ridden  family  members  as 
well.  Five-year  limited  warranty.  For 
more  information  call  1-800-548-7075. 


Vivitar  Introduces 
Auto  Focus 
Camera 
With  Unique 
"Zoom"  Lens 

Vivitar's  new  2001Z 

compact  35mm 

auto  focus  camera 

oflFers  unparalleled  versatiUty,  thanks  to  a 

unique  38-80mm  lens  that  will  instantly 

zoom   to   one   of  three   popular   focal 


lengths,  as  well  as  function  as  a 
conventional   zoom   lens.    In   the 
camera's    "Zip    Zoom"    mode,    the 
sharp    Series    1'"    lens    can    be 
instantly   zoomed   to   the   38mm 
wide-angle  position.  The  camera 
also  features  a  sophisticated  built- 
in     electronic     flash,     automatic 
exposure,   automatically   rewinds 
the  film  at  the  end  of  the  roll.  For  more 
information    write    to:    Vivitar,    9350 
DeSoto  Ave.,  Chatsworth,  CA  91311. 


SPEAKER  STANDards"' 

SPEAKER  STANDaixls'"  is  an  adjustable 
speaker  support  system  that  will  enhance 
the  sound  quality  of  a  wide  variety  of 
speakers.  These  stands,  adjustable  from 
3"  to  24"  in  height,  allow  you  to  position 
your  speakers  for  optimum  low  fre- 
quency response  and  stereo  imaging  for 
your  special  room  environment.  Spikes 
for  carpet  and  rubber  isolation  pads  for 
non-carpeted  areas  are  included  to 
provide  distortion-free  rigidity  and  to 
improve  clarity  and  base  response. 
Constructed  of  solid  oak,  each  stand 
will  easily  support  up  to  100  pounds. 
SPEAKER  STAND- 
ards  '  is  available 
in  both  honey  oak 
and  black  matte 
lacquer  finishes.  The 
system  is  packaged 
in  point-of-purchase 
cartons,  each  con- 
taining one  pair  of 
stands.  For  more 
information,  call 
Colleen  at  (702) 
262-0220. 


Symphonic  by  Funai,  Japan 


// 


J    T 


Long  respected  as  a  high  quality  OEM 
manufacturer,  Funai  introduced  its 
own  branded  products  in  the  United 
States  in  recent  years  with  great  suc- 
cess. Funai  worldwide  sales  approached 
one  billion  dollars  in  1988.  Symphonic 
is  best  known  for  its  VCR's,  TV  and 
TV /VCR  combination  units.  New 
products  introduced  at  the  June  CES 
included  a  ftilly  integrated  fax  machine, 
cordless  telephones  and  audio  systems. 
All  Symphonic  products  ofier  highest 
quality  at  popular  retail  prices.  For 
more  information  call  or  write  Stu  Wohl, 
Sjmiphonic  Corp.,  100  North  Street, 
Teterboro,  NJ  07608,  201-288-2666. 


Pinguino  -  The  Windowless 
Air  Conditioner 


It's  hot  and  you  have 
no  window?  Or 
windows  an  air 
conditioner  won't 
fit  into?  You  needn't 
suffer  any  longer. 
Introducing  Pin- 
guino, the  window- 
less  air  conditioner. 


Designed  with  DeLonghi's  patented 
technology,  Pinguino's  easy  to  install. 
Just  set  up  the  exhaust  hose  for 
venting,  turn  on  the  switch,  and 
you'll  have  cool  air  instantly.  It  has 
6030-BTU's,  strong  enough  to  cool 
apartments,  homes,  offices,  and  even 
boats!  The  Pinquino  air  conditioner 
from  DeLonghi.  If  you  can't  use  a 
window,  why  go  through  the  pain? 
For  more  information,  call  1-800- 
322-3848. 


"^  co^ 


D^alGTSCOpG       is  the  Marketing  Magazine  for 
MGrCfldnClfSfll^  Consumer  Electronics  and  Msgor  Appliance  Retailers 
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Company/country 

Rank 

Page 

Abitibi-Price/Canada 

480 

285 

Accor  SA/France 

475 

286 

AEGON  Insurance  Group/Netherlands 

276 

294 

AGF-Assurances  Generates  de  France/France 

191 

285 

Ahold/Netherlands 

152 

294 

Air  Canada/ Canada 

469 

285 

Aisin  Seiki  Co  Ltd/Japan 

355 

293 

Ajinomoto  Co/Japan 

375 

293 

Akzo  Group/Netherlands 

137 

294 

Alcan  Aluminium  Ltd/Canada 

133 

284 

Alitalia/Italy 

410 

288 

All  Nippon  Airways  Co  Ltd/Japan 

327 

292 

Allianz  Worldwide/Germany 

56 

286 

Allied-Lyons  Plc/UK 

190 

300 

Alps  Electric/Iapan 

455 

294 

Alusuisse/Switzerland 

328 

298 

AMEV  NV/Netherlands 

315 

294 

Argyll  Group  Plc/UK 

210 

300 

Asahi  Breweries  Ltd/Japan 

446 

293 

Asahi  Chemical  Industry  Co  Ltd/Japan 

189 

290 

Asahi  Glass  Co  Ltd  Japan 

153 

290 

Asda  Group  Plc/UK 

290 

300 

Asea  Brown  Boveri  Group/Switzerland 

50 

298 

Asko  Deutsche  Kaufhaus  AG/Cermany 

142 

288 

Associated  British  Foods  Pic  UK 

309 

300 

Australia  &  New  Zealand  Banking/ Australia 

216 

283 

Banco  Bilbao-Vizcaya  SA/Spain 

187 

296 

Banco  Bradesco  SA/Brazil 

22 

303 

Banco  Central  Group/Spain 

101 

296 

Banco  do  Brasil/Brazil 

8 

3M 

Banco  Hispano  Americano  Gnipo/Spam 

419 

296 

Banco  Itau  Group/ Brazil 

40 

303 

Banco  Santander  Group/Spain 

399 

296 

BANESPA  Group/Brazil 

46 

303 

Bank  Bruxelles  Lambert  Bolpum 

314 

284 

Bank  Hapualim  BM  Israel 

271 

303 

Bank  Uumi  le-Israel  BM/Israel 

318 

303 

Bank  of  Montreal/Canada 

164 

284 

Bank  of  Nova  Scotia/Canada 

UH 

284 

Bank  of  Seoul/Korea 

308 

303 

Bank  of  Tokyo  Ltdlapan 

98 

290 

Bank  of  Yokohama  Ltd/japan 

335 

293 

Banque  Nationale  de  Paris  Group/France 

51 

285 

Barclays  Plc/UK 

43 

298 

BASF  Group'Gormany 

30 

286 

Bass  Pit/ UK 

251 

300 

Bayer  Group/Germany 

34 

286 

Baycrische  Hypotheken/C^rmany 

248 

288 

Bayerische  Vereinsbank  Group/Germany 

197 

288 

BCE  Inc/Canada 

80 

284 

Company/country 

Rank 

Page 

Beecham  Group  Plc/UK 

307 

300 

Bell  Resources  Ltd/ Australia 

494 

283 

Berisford  International  Plc/UK 

294 

300 

BET  Plc/UK 

433 

302 

BICC  Pic  Group/UK 

256 

300 

Bilspedition/Sweden 

434 

296 

BMW-Bayerische  Motoren  Werke/Germany 

69 

286 

BOC  Group  Plc/UK 

359 

300 

Bond  Corp  Holdings  Ltd/Australia 

431 

283 

Booker  Plc/UK 

400 

302 

Boots  Co  Plc/UK 

284 

300 

Bouygues  Group/France 

136 

285 

Bowater  Industries  Plc/UK 

499 

302 

Bridgestone  Corp/fapan 

117 

290 

British  Aerospace  Plc/UK 

99 

298 

British  Airways  Plc/UK 

159 

300 

British  Gas  Plc/UK 

73 

298 

British  Petroleum  Co  Plc/UK 

11 

298 

Briush  Steel  Corp/UK 

183 

300 

British  Telecommunications  Plc/UK 

42 

298 

Broken  Hill  Proprietary  Co  Ltd/ Australia 

174 

283 

BSN-Groupe/France 

175 

285 

BTR  Plc/UK 

106 

298 

Groupe  Bull/France 

255 

285 

Bunzl  Plc/UK 

422 

302 

Burton  Group/UK 

464 

302 

B.A.T  Industries  Plc/UK 

38 

298 

Cadbury  Schweppes  Plc/UK 

319 

300 

Campeau  Corp/Canada 

173 

284 

Canada  Packers/Canada 

485 

285 

Canadian  Imperial  Bank  of  Commerce/Canada 

166 

284 

Canadian  Pacific  Ltd/Canada 

105 

284 

Canon  Inc/|apan 

131 

290 

Cairefour  Group/France 

91 

285 

Casino  Groupe/France 

222 

285 

CEPSA-Cia  Espanola  de  Petroleos/Spain 

436 

296 

CFAO-Cie  Fran^aise  de  I'Afrique/France 

338 

286 

Chargeurs  SA/France 

497 

286 

Chori  Co  Ltd/|apan 

285 

292 

Chubu  Electric  Power  lapan 

77 

289 

Chugoku  Electric  Power  Co/|apan 

208 

290 

CIBA-GEIGY  Group/Switzerland 

83 

298 

ClC-Credit  Industriel  et  Commercial/France 

215 

285 

Co  op  AG/Germany 

199 

288 

Coats  Viyella  Pic  UK 

398 

302 

Coles  Myer  Ltd/  Australia 

113 

283 

Commercial  Union  Assurance  Co  Plc/UK 

236 

300 

Commerzbank/Germany 

168 

288 

Continental  Group/Germany 

304 

288 

Cookson  Group/UK 

471 

302 

306 
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America  is  hooked  on  foreign 
oil.  Today^  we  import  almost  40 
percent  of  the  oil  we  use— even 
more  than  in  1973^  when  the 
Arab  embargo  plunged  us  into 
gas  lines^  rationings  and 
recession. 

The  more  we  can  use  nuclear 
energy^  instead  of  imported 
oil^  to  generate  electricity  the 
less  we  have  to  depend  on 
foreign  nations. 


Jm^yno. 


The  110  nuclear  plants  in  the 
U.S.  have  cut  our  foreign  oil 
dependence  by  over  three  billion 
barrels  since  1973.  And  they 
have  cut  foreign  oil  payments  by 
over  one  hundred  billion  dollars. 

But  110  nuclear  plants  will  not 
be  enough  to  meet  our  growing 
electricity  demand.  More  plants 
are  needed. 

To  help  kick  the  foreign  oil 
habit;  we  need  to  rely  more  on 


our  own  energy  sources^  like 
nuclear  energy. 

For  a  free  booklet  on  nuclear 
energy  write  to  the  U.S.  Council 
for  Energy 
Awareness^ 
P.O.  Box  66103, 
Dept.  SN09, 
Washington, 
D.C.  20035. 

U.S.  COUNCIL  FOR  ENERGY  AWARENESS 


Nuclear  energy  means  more  energy  independence. 


©1989  USCEA 
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Rank 

Page 

Cosmo  Oil  Co  Ltd/Japan 

102 

290 

Courtaulds  PIc/UK 

297 

300 

CRA  Limited/ Australia 

323 

283 

Credit  Commercial  de  France  Group/France 

289 

285 

Credit  Foncier  de  France/France 

257 

285 

Credit  Lyomiais  Group/France 

39 

285 

Creditanstalt  Banking  Group/Austria 

435 

302 

Crownx/Canada 

445 

285 

CS  Holding/Switzerland 

266 

298 

CSR  Group/ Australia 

466 

283 

Dai-Ichi  Kangyo  Bank  Ltd/Japan 

49 

289 

Dai  Nippon  Printing  Co  Ltd/Japan 

249 

292 

Daiei  Inc/Japan 

63 

289 

Daihatsu  Motor  Co  Ltd/Japan 

235 

292 

Daikyo/fapan 

420 

293 

Daimaru/|apan 

225 

292 

Daimler-Benz  Group/Germany 

14 

286 

Dainippon  Ink  &  Chemicals/|apan 

305 

292 

Daiwa  Bank  Ltd/fapan 

262 

292 

Daiwa  House  Industry  Co  Ltd/|apan 

388 

293 

Daiwa  Securities  Co  Ltd/)apan 

253 

292 

Dalgety  PIc/UK 

149 

300 

Degussa  AG/Germany 

150 

288 

Delhaize  "Le  Lion"  Group/Belgium 

234 

284 

Deutsche  Babcock  Group/Germany 

440 

288 

Deutsche  Bank  Group/Germany 

72 

286 

Deutsche  Luhhansa  AG/Germany 

194 

288 

Dixons  Group/UK 

451 

302 

Docks  de  France/France 

343 

286 

Dresdner  Bank/Germany 

121 

286 

NV  DSM/Nctherlands 

264 

294 

Dumez  Group/France 

363 

286 

East  Asiatic  Company  Ltd  A/S/Denmark 

492 

302 

Elders  IXL  Ltd/Australia 

157 

283 

Electrolux  Group/Sweden 

82 

296 

Elf  Aquitaine  Group/France 

37 

285 

TelefonaktiebolageL  LM  Ericsson/Sweden 

265 

296 

Euromarch^  SA/France 

346 

286 

Feldmiihie  Nobel  Group/Germany 

303 

288 

Ferruzzi  Group/Italy 

44 

288 

Fiat  Group/Italy 

18 

288 

Fletcher  Challenge  Ltd/New  Zealand 

224 

303 

Fuji  Bank  Ltd/|apan 

57 

289 

Fuji  Electric  Co  Ltd/Iapan 

332 

292 

Fuji  Heavy  Industries  Ltd/Iapan 

270 

292 

Fuji  Photo  Film  Co  Ltd/|apan 

193 

290 

Fujita  Corp/lapan 

321 

292 

Fujitsu  Ltd/)apan 

48 

289 

Furukawa  Electric  Co  Ltd/Iapan 

299 

292 

GAN-Gtoupe  des  Assurances/France 

260 

285 

1 

Company/country 

Rank 

Page 

Gateway  Corp  PIc/UK 

125 

300 

GB-Iimo-BM/Belgium 

352 

284 

General  Accident  Fire  &  Life  Assurance/UK 

247 

300 

General  Electric  Co  Plc/UK 

110 

300 

General  Sekiyu  Group/Japan 

427 

293 

Generale  Bank  Group/Belgium 

198 

284 

Generale  des  Eaux  Groupe/France 

68 

285 

Cie  Generale  d'Electricite/France 

35 

285 

Generale  Occidentale/France 

441 

286 

General!  Group/Italy 

100 

288 

George  Weston  Ltd/Canada 

127 

284 

GKN  PIc/UK 

370 

302 

Glaxo  Holdings  PIc/UK 

366 

302 

Gold  Sur  Co  Ltd/Korea 

342 

303 

Granada  Group  PIc/UK 

500 

302 

Grand  Metropolitan  PIc/UK 

144 

300 

Great  Universal  Stores  PIc/UK 

317 

300 

Great-West  Lifeco/Canada 

330 

284 

Guardian  Royal  Exchange  PIc/UK 

281 

300 

Guinness  PIc/UK 

381 

302 

Hachette  SA/France 

458 

286 

Hanson  PIc/UK 

75 

298 

Hanwa  Co  Ltd/Iapan 

311 

292 

Harrisons  &  CrosHeld  PIc/UK 

430 

302 

Hattori  Seiko  Co  Ltd/Iapan 

463 

294 

HAVAS  Group/France 

489 

286 

Hawker  Siddeley  Group  PIc/UK 

394 

302 

Hazama-Gumi  Ltd/Iapan 

378 

293 

Heineken  NV/Netherlands 

426 

294 

Henkel  Group/Germany 

229 

288 

Hillsdown  Holdings  PIc/UK 

206 

300 

Hino  Motors  Ltd/Iapan 

409 

293 

Hiuchi  Chemical/Iapan 

456 

294 

Hitachi  Ltd/japan 

10 

289 

Hochtief  AG/Gcrmany 

496 

288 

Hoechst  Group/Germany 

32 

286 

Hoesch  Group/Germany 

286 

288 

Hokkaido  Electric  Power/Iapan 

418 

293 

Hokkaido  Takushoku  Bank  Ltd/|apan 

267 

292 

Philipp  Holzmann  AG/Germany 

397 

288 

Honda  Motor  Co  Ltd/Iapan 

28 

289 

Honshu  Paper  Co  Ltd/Iapan 

438 

293 

Hoogovens  Groep/Nethcrlands 

336 

294 

Hudson's  Bay  Co/Canada 

350 

284 

Hyundai  Corp/Korca 

154 

303 

Hyundai  Engineering  &  Const/Korea 

460 

303 

Hyundai  Motor  Co/Korea 

295 

303 

Imasco  Ltd/Canada 

278 

284 

IMETAL  Group/France 

476 

286 

Imperial  Chemical  Industries  PIc/UK 

41 

298 

308 
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tract  more  business 

worldwide? 

With  AT&T  Inter- 
national 800  Service, 
your  international  cus- 
tomers enjoy  immedi- 
ateaccessto  vnu  wirh 

a  simple  toll-free  caii 
to  the  US* 
So  they'll  never  hesitate  to  place 
an  order,  get  technical  assistance, 


ask  questions  or  resolve  problems. 

All  of  which  means  more  per- 
sonal contact,  enabling  you  to  build 
the  rapport  and  loyalty  that  leads  to 
increased  business. 

To  find  out  more  about  AT&T  In- 
ternational 800  Service,  another  ad- 
l^an^ge  of  AT&T's  Woddwide  Intelli- 
'    gem  Network, call!  800  222-0400, 
ext.  1280. 

And  gi\'e  yourself  some  personal 
magnetism  you  never  knew  you  had. 


AT&T 

The  right  choice. 


*  vr&T  Iniemaiional  800  Scrrvice  now  available  from  37  coumries,  including  Canada  and  Mexico.  Call  for  deiails. 
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Inchcape  PIc/UK 

312 

300 

INCO  Ltd/Canada 

403 

284 

Industrial  Bank  of  Japan  Ltd/Japan 

54 

289 

DJTERCOM/Belgium 

396 

284 

International  Thomson  Organisation/Canada 

360 

284 

Iseun  Co  Ltd/Japan 

385 

293 

Ishikawajima-Harima  Heavy  Inds/Japan 

212 

290 

Isuzu  Motors  Ltd/Japan 

115 

290 

Ito-Yokado  Co  Ltd/Iapan 

84 

289 

C  Itoh  &  Co  Ltd/Japan 

3 

289 

Itoham  Foods/|apan 

495 

294 

Itoman  &  Co  Ltd/[apan 

227 

292 

Iwatani  &  Co  Ltd/|apan 

462 

294 

Jacobs  Suchard  Group/Switzerland 

313 

298 

Japan  Air  Lines  Co  Ltd/|apan 

179 

290 

Jujo  Paper  Co  Ltd/Japan 

391 

293 

Jusco  Co  Ltd/Japan 

112 

290 

Kajima  Corp/|apan 

107 

290 

Kandenko  Co  Ltd/Iapan 

498 

294 

Kanebo  Ltd/|apan 

341 

293 

Kanematsu-Gosho  Ltd/|apan 

26 

289 

Kansai  Electric  Power  Co/Japan 

60 

289 

Kao  Corp/|apan 

306 

292 

Karstadt  Group/Germany 

177 

288 

Kaufhof  Group/Germany 

233 

288 

Kawasaki  Heavy  Industries  Ltd/|apan 

280 

292 

Kawasaki  Kisen  (Steani)/|apan 

493 

294 

Kawasaki  Steel  Corp/Iapan 

167 

290 

Kawasho  Corp/Japan 

93 

289 

Kesko  Group/Finland 

207 

302 

Kingfisher  PIc/UK 

288 

300 

Kinki  Nippon  Railway  Co  Ltd/Japan 

293 

292 

Kirin  Brewery  Co  Lld/|apan 

245 

292 

KLM  Royal  Dutch  Airlines/Netherlands 

442 

294 

Kobe  Steel  Ltd/|apan 

156 

290 

Komatsu  Ltd/Japan 

211 

290 

Konica/lapan 

392 

293 

Kredietbank  NV/Belgium 

369 

284 

Kubou  Ltd/Japan 

239 

292 

Kumagai  Gumi  Co  Ltd/Upan 

178 

290 

Kyocera  Corp/Japan 

490 

294 

Kyowa  Bank  Ltd/Iapan 

226 

292 

Kyushu  Electric  Power/|apan 

161 

290 

L'Aire  Liquide  Group/France 

316 

286 

L'Oreal  Group/France 

326 

286 

Ladbroke  Group  PIc/UK 

268 

300 

Lafarge  Coppee/Francc 

351 

286 

Ugal  &  General  Group/UK 

300 

300 

Lex  Services/UK 

402 

302 

I'oyds  Bank  Group/UK 

81 

298 

1 

1 

Company/country 

Rank 

Page 

Long-Term  Credit  Bank  of  Japan  Ltd/Japan 

92 

289 

Lonrho  Group/UK 

232 

300 

Lucas  Industries  PIc/UK 

411 

302 

LVMH  Moet  Hennessy  Louis  Vuitton/France 

473 

286 

Lyonnaise  des  Eaux  Group/France 

417 

286 

MAN  Group/Germany 

130 

288 

Maeda  Corp/Japan 

439 

293 

Mannesmaim  Group/Germany 

86 

286 

Marks  &  Spencer  PIc/UK 

120 

300 

Marubeni  Corp/Japan 

5 

289 

Marui/Japan 

395 

293 

MATRA  Group/France 

408 

286 

Matsushita  Electric  Industrial  Co/Japan 

13 

289 

Matsushita  Electric  Works/Japan 

213 

290 

Matsuzakaya  Co  Ltd/Iapan 

337 

293 

Mazda  Motor  Corp/Japan 

62 

289 

Meiji  Milk  Products  Co  Ltd/Japan 

468 

294 

Metallgesellschaft  AG/Germany 

128 

288 

Michelin  Group/France 

129 

285 

Midland  Group/UK 

89 

298 

Mitsubishi  Bank  Ltd/fapan 

58 

289 

Mitsubishi  Corp/|apan 

4 

289 

Mitsubishi  Electric  Corp/Japan 

36 

289 

Mitsubishi  Heavy  Industries  Ltd/)apan 

66 

289 

Mitsubishi  Kasei  Corp/Japan 

170 

290 

Mitsubishi  Metal  Corp/Iapan 

241 

292 

Mitsubishi  Motors  Corp/Iapan 

67 

289 

Mitsubishi  Oil  Co  Ltd/Iapan 

273 

292 

Mitsubishi  Petrochemical  Co  Ltd/|apan 

429 

293 

Mitsubishi  Trust  &  Banking  Corp/|apan 

139 

290 

Mitsui  Bank  Ltd/Iapan 

85 

289 

Mitsui  OSK  Lines  Ltd  lapan 

415 

293 

Mitsui  Real  Estate  Development  Co  Ltd/japan 

250 

292 

Mitsui  Toatsu  Chemicals/|apan 

416 

293 

Mitsui  Trust  &  Banking  Co  Ltd/Iapan 

147 

290 

Mitsui  &  Co  Ltd/Iapan 

1 

289 

Mitsukoshi  Ltd/Iapan 

214 

292 

Munchener  Riickversicherungs/Germany 

184 

288 

Nagasakiya  Co  Ltd/Iapan 

424 

293 

Nagase  &  Co  Ltd/Iapan 

384 

293 

Nagoya  Railroad  Co  Ltd/|apan 

488 

294 

National  Australia  Bank  Group/ Australia 

243 

283 

National  Westminster  Bank  PIc/UK 

45 

298 

Nationale-Nederlanden/Netherlands 

109 

294 

NEC  Corp'Iapan 

31 

289 

Nestle/Switzerland 

27 

298 

News  Corp  Ltd/Australia 

310 

283 

Nichii  Co  Ltd/Iapan 

145 

290 

Nichimen  Corp/Iapan 

20 

289 

Nichirei  Corp/|apan 

386 

293 

310 
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Company/country 

Rank 

Page 

Nippon  Credit  Bank  Ltd/|apan 

169 

290 

Nippon  Express  Co  Ltd/Japan 

111 

290 

Nippon  Light  Metal  Co  Ltd/Japan 

406 

293 

Nippon  Meat  Packers/Japan 

353 

293 

Nippon  Mining  Co  Ltd/fapan 

230 

292 

Nippon  Oil  Co  Ltd/Japan 

78 

289 

Nippon  Steel  Corp/Japan 

52 

289 

Nippon  Suisan  Kaisha  Ltd/Japan 

347 

293 

Nippon  Telegraph  &  Telephone  Corp/Japan 

12 

289 

Nippon  Yusen  KK/Japan 

296 

292 

Nippondenso  Co  Ltd/Japan 

119 

290 

Nissan  Fire  &  Marine  Insurance  Co  Ltd/Japan 

220 

292 

Nissan  Motor  Co  Ltd/Japan 

15 

289 

Nissan  Shatai  Co  Ltd/Japan 

459 

294 

Nisshin  Steel  Co  Ltd/Japan 

479 

294 

Nissho  Iwai  Corp/Japan 

6 

289 

Nixdorf  Computer  AG/Germany 

432 

288 

NKK  Corp/fapan 

141 

290 

Nobel  Industrier  AB/Sweden 

377 

296 

Oy  Nokia/Finland 

259 

302 

Nomura  Securities  Co  Ltd/Japan 

165 

290 

Noranda/Canada 

176 

284 

Norsk  Hydro  a  s/Norway 

118 

302 

Nova  Corp  of  Alberta/Canada 

413 

285 

OCP-Office  Comm  Pharmaceutique/France 

371 

286 

Oerlikon-Buhrle  Group/ Switzerland 

452 

298 

Ohbayashi  Corp/Japan 

219 

292 

Oji  Paper  Co  Ltd/Japan 

334 

293 

Oki  Electric  Industry  Co  Ltd/Japan 

405 

293 

Olivetti  Group/Italy 

200 

288 

OMV  AG/ Austria 

465 

302 

Onoda  Cement  Co  Ltdyjapan 

491 

294 

Osaka  Gas  Co  Ltd/Japan 

324 

292 

Oshawa  Group  Ltd/Canada 

376 

284 

Pacific  Dunlop  Ltd/ Australia 

486 

283 

Paribas  Group/France 

79 

285 

Pechiney  Group/France 

132 

285 

Peninsular  &  Oriental  Steam  Navigation/UK 

218 

300 

Petrobras-Petroleo  Brasileiro  SA/Brazil 

65 

303 

Petrofina  SA/Belgium 

74 

284 

Peugeot  Groupe  SA/France 

33 

285 

Philips  Group/Netherlands 

25 

294 

Pilkington  Plc/UK 

325 

300 

Pioneer  Electronic  Corp/Japan 

425 

293 

Pirelli  SpA/Italy 

181 

288 

PKbanken  Group/Sweden 

354 

296 

Plessey  Company  Plc/UK 

449 

302 

Preussag  Group/Germany 

202 

288 

Groupe  Printemps/France 

320 

286 

Ptocordia  Group/Sweden 

447 

296 

tr 

Company/country 

Rank 

Page 

Promodes  Group/France 

151 

285 

Provigo  Inc/Canada 

217 

284 

Prudential  Corp  Plc/UK 

87 

298 

Ranks  Hovis  McDougall  Plc/UK 

443 

302 

Redland  Plc/UK 

390 

302 

Reed  International  Plc/UK 

477 

302 

Repsol  SA/Spain 

146 

296 

Rhone-Poulenc  Group/France 

90 

285 

Ricoh  Co  Ltd/Japan 

279 

292 

RMC  Group  Plc/UK 

364 

302 

Roche/Sapac  Group/Switzerland 

223 

298 

Rolls-Royce  Plc/UK 

372 

302 

Royal  Bank  of  Canada/Canada 

135 

284 

Royal  Bank  of  Scotland  Group  Plc/UK 

358 

300 

Royal  Dutch/Shell  Group/Netherlands 

7 

294 

Royal  Insurance  Holdings/UK 

148 

300 

RTZ  Corporation  Plc/UK 

123 

300 

RWE  Group/Germany 

61 

286 

Saab-Scania  Group/Sweden 

186 

296 

Saatchi  &  Saatchi  Plc/UK 

195 

300 

SAE-Societe  Auxiliaire  d'Entreprises/France 

423 

286 

J  Sainsbury  Plc/UK 

97 

298 

Saint-Gobain  Group/France 

103 

285 

Saitama  Bank  Ltd/Japan 

209 

290 

Sandoz  Group/Switzerland 

185 

298 

Sandvik  AB/Sweden 

481 

296 

Sankyo  Co/Japan 

454 

293 

Sanwa  Bank  Ltd/Japan 

64 

289 

Sanyo  Electric  Co  Ltd/Japan 

108 

290 

Sanyo-Kokusaku  Pulp  Co/Japan 

450 

293 

Sato  Kogyo  Co  Ltd/Japan 

478 

294 

Schering  Group/Germany 

437 

288 

Schlumberger  Ltd/Netherlands  Antilles 

277 

294 

Schneider  SA/France 

192 

285 

Seagram  Co  Ltd/Canada 

338 

284 

Sears  Plc/UK 

283 

300 

Seibu  Railway  Co  Ltd/Japan 

483 

294 

Seiyu  Ltd/Japan 

140 

290 

Sekisui  Chemical  Ltd/Japan 

348 

293 

Sekisui  House  Ltd/Japan 

221 

292 

Sharp  Corp/Japan 

126 

290 

Shikoku  Electric  Power  Co/fapan 

467 

294 

Shimizu  Construction  Co  Ltd/Japan 

143 

290 

Shinsho  Corp/Japan 

393 

293 

Shiseido  Co  Ltd/Japan 

421 

293 

Showa  Denko  KK/Japan 

275 

292 

Showa  Shell  Sekiyu/Japan 

104 

290 

Siemens  Group/Germany 

17 

286 

Skandinaviska  Enskilda  Bank  Group/Sweden 

274 

296 

Skanska  AB/Sweden 

357 

296 
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Page 

SKF  Group/Sweden 

379 

296 

SME  Soc  Meridioaale  Finanziaria/Italy 

457 

288 

Smith  (WH)  Group/UK 

453 

302 

Snow  Brand  Milk  Products  Co  Ltd/Japan 

204 

290 

Societe  Generale  Group/France 

71 

285 

Solvay  Group/Belgium 

188 

284 

Sony  Corp/Japan 

55 

289 

South  African  Breweries  Ltd/South  Africa 

333 

303 

Standard  Chartered  Group/UK 

237 

300 

STC  Group  Plc/UK 

322 

300 

Steinberg  Inc/Canada 

367 

284 

STET  Gtoup/Iuly 

73 

288 

Stora  Group/Sweden 

242 

296 

Suez  Group/France 

134 

285 

Sulzer  Group/Switzerland 

361 

298 

Sumitomo  Bank  Ltd/Japan 

47 

289 

Sumitomo  Chemical  Co  Ltd/|apan 

182 

290 

Sumitomo  Corp/Japan 

2 

289 

Sumitomo  Electric  Industries  Ltd/Japan 

246 

292 

Sumitomo  Metal  Industries  Ltd/ Japan 

155 

290 

Sumitomo  Metal  Mining  Co  Ltd/|apan 

374 

293 

Sumitomo  Rubber  Industries  Ltd/Japan 

380 

293 

Sumitomo  Trust  &  Banking  Co  Ltd/Japan 

95 

290 

Sun  Alliance  &  London  Insurance  Plc/UK 

228 

300 

Suzuki  Motor  Co  Ltd/Iapan 

201 

290 

SCA-Svenska  Cellulosa  AB/Sweden 

382 

296 

Svenska  Handelsbanken/Sweden 

356 

296 

Swire  Pacific  Ltd/Hong  Kong 

412 

303 

Swiss  Bank  Corp/Switzerland 

180 

298 

Swiss  Re  Group/ Switzerland 

n 

298 

Swissair/Switzerland 

448 

298 

Tabacalera/Spain 

368 

296 

Taisei  Corp/japan 

122 

290 

Taisho  Marine  &  Fire  Insurance  Co  Ltd/|apan 

474 

294 

Taiyo  Fishery  Co  Ltd/|apan 

163 

290 

Taiyo  Kobe  Bank  Ltd/|apan 

114 

290 

Takashimaya  Co  Ltd/Japan 

205 

290 

Takeda  Chemical  Industries  Ltdy|apan 

298 

292 

Tarmac  Plc/UK 

269 

300 

Tate  &  Lyie  Group/UK 

362 

302 

TDK/Iapan 

407 

293 

Teijin  Ltd/|apan 

340 

293 

Telel6nica/Spam 

258 

296 

Tcsco  Plc/UK 

138 

300 

Thomson  CSF/France 

244 

285 

Thorn  EMI  Plc/UK 

231 

300 

Thyssen  Group/Germany 

53 

286 

TNT  Ltd/ Australia 

482 

283 

Toda  Construction  Co  Ltd/)apan 

383 

293 

Tohoku  Electric  Power  Co/Japan 

160 

290 

1 

Company/country 

Rank 

Page 

Tokai  Bank  Ltd/Japan 

88 

289 

Tokio  Marine  &  Fire  Insiuance  Co  Ltd/Japan 

240 

292 

Tokyo  Electric  Power  Co/Japan 

23 

289 

Tokyo  Gas  Co  Ltd/Japan 

261 

292 

Tokyu  Department  Stores/Japan 

404 

293 

Tonen  Corp/Japan 

302 

292 

Toppan  Printing  Co  Ltd/Japan 

263 

292 

Toray  Industries/Japan 

254 

292 

Toronto-Dominion  Bank/Canada 

292 

284 

Toshiba  Corp/Japan 

24 

289 

Toshoku  Ltd/Japan 

272 

292 

TOTAL  Group-Fran^aise  des  Pettoles/France 

70 

285 

Toyo  Menka  Kaisha  Ltd/Japan 

16 

289 

Toyo  Sash  Co  Ltd/Japan 

470 

294 

Toyo  Seikan  Kaisha  Ltd/Japan 

301 

292 

Toyo  Trust  &  Banking  Co  Ltd/Japan 

331 

292 

Toyobo  Co  Ltd/Japan 

389 

293 

Toyou  Automadc  Loom  Works  Ltd/Japan 

484 

294 

Toyota  Motor  Corp/|apan 

9 

289 

Toyota  Tsusho  Corp/Iapan 

94 

290 

Tradegro  Ltd/South  Africa 

444 

303 

Trafalgar  House  PIcAJK 

287 

300 

TransCanada  PipeLines  Ltd/Canada 

487 

285 

Ttelleborg  AB  /Sweden 

373 

296 

Trusthouse  Forte  Pic  UK 

365 

302 

UAP-Union  des  Assiuances  de  Paris/France 

116 

285 

Ube  Industries  Ltd/Fapan 

345 

293 

Unibanco  Group/Brazil 

124 

303 

Uoigate  Group/UK 

349 

300 

Unilever  Netherlands 

21 

294 

Union  Bank  of  Switzerland/Switzerland 

162 

298 

United  Biscuits  (Holdings)  Plc/UK 

344 

300 

Uny  Co  Ltd/Iapan 

291 

292 

Valeo  Group/France 

472 

286 

VEBA  Group  Germany 

29 

286 

VEW-Vereinigte  Elektrizitatswerke/Germany 

401 

288 

VlAG  Group/Germany 

252 

288 

Volkswagen  Group/Germany 

19 

286 

Volvo  Group/Sweden 

59 

296 

Westpac  Banking  Group /Australia 

172 

283 

Whitbread  &  Co  Plc/UK 

461 

302 

George  Wimpey  Plc/UK 

428 

302 

Winterthur  Group/Switzerland 

158 

298 

YPF-Yacimientos  Petroliferos/Argentma 

203 

303 

Yamaha  Corp/|apan 

387 

293 

Yamaha  Motor  Co  Ltd/Japan 

329 

Yamazaki  Baking  Co  Ltd/Japan 

414 

293 

Yasuda  Fire  &  Marine  Insurance  Co  Ltd/Japan 

282 

292 

Yasuda  Trust  &  Banking  Co  Ltd/|apan 

196 

290 

Zurich  Insurance  Group/Switzerland 

96 

298 
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Dreign  capital  again  flooded  into  the  U.S.  in  record  amounts. 
.S.  Commerce  Department  figures  show  that  in  1988,  for- 
gners  spent  $219  billion  on  American  assets.  This  exceeds 
?S7's  revised  figure  by  $8  billion.  Of  the  total,  $161  biUion 
as  invested  in  financial  assets  such  as  bank  deposits  and 
S.  government  securities,  including  U.S.  Treasurys. 
Total  direct  investment  by  foreigners  in  U.S.  property, 
lant,  equipment  and  services  advanced  to  a  record  $58 
illion. 

With  the  exception  of  two  companies — Glaxo  Holdings  and 
obey  Parties — the  seven  companies  that  earned  their  way 
ato  the  list  below  made  it  through  acquisitions.  Maxwell 
ioromunications  spent  $3.4  billion  to  take  over  publisher 


Macmillan  and  the  Official  Airline  Guides;  the  Bank  of 
Tokyo  acquired  Union  Bank;  Bank  of  Montreal  acquired 
Harris  Bankcorp;  and  ifint  of  Luxembourg  now  holds  29%  of 
the  spunoff  automotive  seating  division  of  Lear  Siegler. 
Smaller  acquisitions  were  made  by  the  Otto  family  through 
its  U.S.  subsidiary,  Spiegel. 

But  the  biggest  acquisitions  were  made  by  foreign  giants 
that  were  already  on  this  list.  Among  the  biggest  deals:  b.a.t 
Industries  spent  $5  billion  for  Farmers  Group,  and  Rupert 
Murdoch's  News  Corp.  paid  $3  billion  for  Triangle  Publica- 
tions. Grand  Metropolitan  Pic's  recent  purchase  of  Minneso- 
ta-based Pillsbury  propelled  the  British  conglomerate  into 
sixth  place  on  the  list  below. 


Rank 

Foreign  investor 

Country                 US  investment 

% 
owned 

Industry 

Revenue 
(mil) 

Net  income 
(mil) 

Assets 
(mil) 

1 

Seagram  Co  Ltd* 

Canada                 El  du  Pont  de  Nemours* 
Joseph  E  Seagram  &  Sons 
Tropicana  Products 

23% 
100 
100 

chemicals,  energy 
alcoholic  beverages 
beverages 

$32,657 

2,540 

741 

35,938 

$2,190.0 

495.6 

NA 

330,719 

7,946 

NA 

2 

Royal  Dutch/Shell  Group* 

Netherlands/UK  SheU  OU 

100 

energy,  chemicals 

21,070 

1,204.0 

27,169 

3 

British  Petroleum  Pic* 

UK                       BP  America 

100 

energy 

14,378 

NA 

22,452 

4       B.A.T  Industries  Pic* 
Imasco  Ltd' 


UK  BATUS 

Farmers  Group 

Canada  Peoples  Drug  Stores 

Imasco  USA 


100  multicompany 

100  insurance 

100  drugstores 

100  fast  food 


6,251 
1,191 
1,498 
1,431 
10,371 


535.3 

292.8 

NA 

NA 


3,788 

7,704 

NA 

NA 


5 

Tengelmaim  Group 

Germany 

Great  A&P  Tea* 

53 

supermarkets 

10,068 

127.6 

2,640 

6 

Grand  Metropolitan  Pk* 

UK 

Pillsbury 

Grand  Metropolitan  USA 

100 
100 

food  processors 
beverages,  retailing 

6,191 
2,700 
8,891 

69.3 

NA 

3,840 

NA 

7 

Campeau 

Canada 

Federated  Dept  Stores 
Allied  Stores 
Ralphs  Grocery 

100 
100 
100 

retailing 
retailing 
supermarkets 

6,220 

1,842 
8,062 

NA 
NA 

10,784 
1,112 

8 

Nestle  SA* 

Switzerland 

Nestle  Enterprises 
Alcon  Laboratories 

100 
100 

food  processing 
optical  products 

6,089 

500E 
6,589 

NA 
NA 

4,863 

NA 

9 

Hanson  Pic* 

UK 

Hanson  Industries 

100 

multicompany 

6,030 

300.3 

5,772 

10 

6' 

Pechiney 

France 

American  National  Can 
Pechiney 

100 
100 

packaging 
metal  castings 

4,320 
1,398 
5,718 

NA 
NA 

3,120 
1,228 

1" 

Petr61eos  de  Venezuela,  SA 

Venezuela 

Citgo  Petroleum 
Champlin  Refining 

50 
100 

refining,  marketing 
refining,  marketing 

4,110 
1,600E 

5,:^io 

165.6 

NA 

1,343 
550E 

12 

Unilever  NV 
Unilever  Pic* 

Netherlands 
UK 

Unilever  United  States 

100 

food  processing 

5,688 

133.2 

6,449 

'Publicly  traded  in  the  U.S.  in  shares  or  ADRs.     E:  Estimate.    NA:  Not  available.     Note:  Some  foreign  investors  on  the  list  own  U.S.  companies  indirectly  through  companies 
In  italics. 
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Rank 

Foreign  investor 

Country 

US  investment 

% 
owned 

Industry 

Revenue 
(mil) 

Net  income 
(mil) 

Asse 
(mil 

13 

Hoechst  AG" 

Germany 

Hoechst  Celanese 

100% 

chemicals 

$5,679 

$250.0 

$5,7a 

14 

NV  Philips* 

Netherlands 

North  American  Philips 

100 

electronics 

5,424 

79.1 

3,42; 

15 

BASF  AG* 

Germany 

BASF 

100 

chemicals 

5,000 

149.2 

2,95( 

16 

Bayer  AG* 

Germany 

Mobay 

Miles 

Agfa 

Other  compames 

100 
100 
100 

100 

chemicals 
health  care 
photography 

chemicals 

2,017 

1,706 

818 

178 

4,719 

113.4 
62.8 

-20.0 
31.8 

1,49; 

1,225 
7SS 
14-, 

17 

Groupe  Bruxelles  Lambert 

Belgium 

Drexel  Bumham  Lambert 

26 

finance 

4,660 

-129.9 

27,74(     - 

18 

Brascan  Ltd* 
Noranda 
John  Labatt  Ltd 

Canada 
Canada 
Canada 

Noranda  US 
Johanna  Farms 
other  companies 

100 
100 
100 

minerals,  forest  prods 
dairy,  juice  products 
package  foods,  brewing 

2,993 
1,504 

NA 
NA 

4 

4,497 

19 

Honda  Motor  Co  Ltd* 

lapan 

Honda  of  Amenca  Mfg 

100 

automotive 

4,4O0E 

NA 

NA 

20 

BCE* 
Northern  Telecom  Ltd'' 
Trans  Canada  Pipeline' 

Canada 
Canada 
Canada 

BCE  Development*  (US| 
Northern  Telecom 
Great  Lakes  Gas  Trans 
Northern  Border  Pipeline 

67 

100 

50 

30 

real  estate 

telecommunications 
gas  transmission 
gas  transmission 

354 

3,480 

280 

210 

4,324 

NA 
NA 
32.3 
57.5 

1,84C 

2,744 

313 

I,05C 

21 

Ferruzzi  Group 
Montedison  Group' 

Italy 
Italy 

Central  Soya 
Himont* 
Erbamont 
Conserv 
Ausimont  USA 

100 
81 
71 

100 
88 

food  processor 

chemicals 

pharmaceuticals 

agro-industry 

chemicals 

2,197 

1,711 

211 

92 

91 

4,302 

11.4 

372.9 

NA 

7.3 

NA 

886 

1,905 

580 

46 

NA 

22 

Bridgestone' 

Japan 

Firestone  Tire  &  Rubber 
Bndgestone  USA 

100 
100 

tire  &.  rubber 
tire  &.  rubber 

3,500E 

584 
4,084 

NA 
NA 

NA 

NA 

23 

Imperial  Chemical 
Industries  Pic* 

UK 

ICl  Americas 

100 

chemicals,  drugs,  paint 

4,000 

NA 

NA 

24 

Sony  Corp* 

Japan 

CBS  Records 
Sony  (US) 

100 
100 

records 

consumer  electronics 

2,577 

1,300E 

3,877 

NA 
NA 

NA 
NA 

25 

Delhaize  "Le  Lion"  SA 

Belgium 

Food  Lion* 

44 

supermarkets 

3,815 

112.5 

1,088 

26 

Fujitsu  Ltd* 

Japan 

Amdahl* 
Fuiitsu  Amenca 
Fujitsu  Microelectronics 

44 
100 
100 

electronics 
elecuonics 
electronics 

1,802 

1,416 

570 

3,788 

213.8 
NA 
20.5 

1,931 
NA 
400 

27 

Anglo  Amer  of  S  Africa* 
Minorca' 
Charter  Consol' 

South  Africa 
Luxembourg 
UK 

Engelhard* 

Inspiration  Resources* 
Natl  Mine  Service* 

30 
56 
51 

metals 

agricultural,  mining 
mming  equipment 

2,351 

1,366 

62 

3,779 

63.7 

42.0 

3.1 

1,413 

842 

29 

28 

CS  Holding 
CS  first  Boston 

Switzerland 

First  Boston 

100 

investment  banking 

3,654 

132.4 

44,560 

29 

Zurich  Insurance  Group 

Switzerland 

Maryland  Casualty 
Zurich  American  Ins 
Universal  Underwriters 

100 
100 
100 

insurance 
insurance 
insurance 

1,938 

1,079 

600 

3,617 

22.0 
84.6 
55.0 

3,535 

2,478 

900 

30 

Eicrtrolux  AB* 

Sweden 

White  Consolidated 

100 

appliances 

3,600 

NA 

2,800 

31 

Vendex  International 

Netherlands 

Dillard  Dept  Stores* 
Bames  e<  Noble 
Dalton 

43 
30 
50 

retailing 
retailing 
retailing 

2,558 
1,000 

113.8 
NA 

2,068 
NA 

3,558 

•Publicly  iradeO  in  rtn- 1 "-  r' share;.  >  T  ADRs      E  EMimatc 
in  italics 

NA  Not  a\-iilable      Note:  Some  foreign  investors  on  the  list  imn  US,  companies  indirealy  through  companiel 
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Rank 

Foreign  investor 

Country 

US  investment 

% 
owned 

Industry 

Revenue    Net  income 
(mil)             (mil) 

Assets 
(mil) 

32 

Ahold  NV 

Netherlands 

First  National  Supermkts 

BI-LO 

Giant  Food  Stores 

85% 
100 
100 

supermarkets 
supermarkets 
supermarkets 

$1,547 

1,270 

697 

3,514 

NA 
NA 
NA 

$375 
390 
140 

33 

Siemens  AG* 

Germany 

Siemens  Corp 
Siemens-Bendix  Auto 

100 
100 

electronics 
electronics 

3,100 

264 

3,364 

$-218.9 
NA 

3,115 

NA 

34 

CIBA-GEIGY  Ltd 

Switzerland 

CIBA-GEIGY 

100 

chemicals,  drugs 

3,202 

NA 

3,120 

35 

Franz  Haniel  &  Cie 

Germany 

Scnvner 

100 

food  distribution 

3,200 

NA 

NA 

36 

RTZ  Pic' 

Rio  Algom  Ltd 
RTZPiUarLtd 

UK 

Canada 
UK 

US  Borax  &.  Chemical 
US  Silica 
Interchem 
Rio  Algom  Inc 
IndalUS 

100 
100 
100 
100 
100 

muling,  borax 
sand,  clays 
chemicals 
metals,  mining 
building  products 

2,095 

478 

463 

3,036 

190.1 

NA 
NA 

1,105 

NA 
310 

37 

)efferson  Smurfit  Group  Pic 
Smurfit  International  BV 

Ireland 
Netherlands 

lefferson  Smurfit* 
Container  Corp  of  Am 

77 
50 

paper,  packaging 
paper  products 

1,255 
1,731 
2,986 

144.5 

NA 

817 
1,303 

38 

Alcan  Aluminium 

Canada 

Alcan  Alum'num 

100 

aluminum 

2,967 

101.0 

1,448 

39 

Hongkong  &  Shanghai 
Banking  Corp* 

Hong  Kong 

Marine  Midland  Banks 

100 

banking 

2,849 

115.4 

25,964 

40 

NKKCorp* 

Japan 

National  Steel 

Int'l  Light  Metals 

50 
40 

steel 

aluminum,  titanium 

2,599 

127 

2,726 

65.6 
6.0 

1,791 
162 

41 

11 
iA 

BTR  Pic* 

UK 

BTR  Dunlop 
Rockwell  Control  Div 
Schlegel  Corp 

100 
100 
100 

energy,  construction 
consumer  products 
auto  parts 

2,00OE 
380 
300 

2,680 

NA 
NA 

NA 

NA 
NA 
NA 

-•         42 

Thomson  SA 

France 

Thomson  Consumer  Elec 

100 

consumer  electronics 

2,679 

-69.0 

2,652 

43 

PetioKna  SA 

Belgium 

American  Petrofina* 

86 

energy 

2,635 

132.9 

2,356 

A          44 

Manufacturers  Life 
Insurance 

Canada 

Manufacturers  Life  Ins  US 

100 

insurance 

2,600E 

NA 

NA 

45 
1 

News  Corp  Ltd* 

Australia 

News  America 
Triangle  Publications 

100 
100 

media 
publishing 

1,852 
700E 

2,552 

NA 
NA 

4,127 
NA 

I          46 

Royal  Insurance  Holdings  Pic 

UK 

Royal  USA 

100 

insurance 

2,522 

-66.2 

4,760 

'          47 

Dalgety  Pic 

UK 

Martin-Brower 
Modem  Maid  Food 

100 
100 

food  distribution 
food  products 

2,477 

NA 

NA 

4« 

Prudential  Corp  Pic* 

UK 

Jackson  National  Life 

100 

insurance 

2,443 

49.1 

5,624 

49 

George  Weston  Ltd* 
Loblaw  Cos' 

Canada 
Canada 

Stroehmarm  Bakeries 
Interbake  Foods 
Eddy  Paper 
National  Tea 

100 
100 
100 
100 

bakery 

bakery 

paper  products 

supermarkets 

528 

1,839 

2,367 

NA 
NA 

235 
480E 

50 

Power  Corp  of  Canada 
Great-West  Lifeco 

Canada 
Canada 

Great- West  Life  Assur 

97 

insurance 

2,329 

NA 

8,459 

51 

Henkel  KGaA 

Germany 

Clorox* 

Henkel  of  America 

Loctite 

27 

100 

25 

household  products 

chemicals 

chemicals 

1,260 
650 
417 

2,327 

132.6 
NA 
41.9 

1,156 
NA 
347 

52 

Compagnies  des 
Machines  Bull* 

France 

Bull  HN  Information  Sys 

69 

information  systems 

2,206 

0.5 

1,618 

•Publicly  u^ded  in  die  U.S.  in  shares  or  ADRs.     E:  Estimate 
in  Italics. 

NA:  Not  a\'ailable     Note:  Some  foreign  investors  on  the  hst  own  U.S. 

companies  indirealy  through 

companies 
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1 

1 

Rank 

Foreign  investor 

Country 

US  investment 

% 
owned 

Industry 

Revenue    Net  income 
(mil)             (mil) 

Assets 
(mil) 

53 

Edmund )  Safia 
Saban  SA 

Switzerland 
Switzerland 

RepubUc  NY* 

33% 

banking 

$2,105 

$169.7 

$24,519 

54 

Regie  Nationale  des 
Usines  Renault 

France 

Mack  Trucks* 

45 

automotive 

2,102 

24.9 

1,684 

55 

Maxwell  Communications 

UK 

Macmillan 
Maxwell  Comm  NA 
Official  Airline  Guides 

100 
100 
100 

publishing 
publishing,  printing 
publishing 

1,041 
865 
135 

2,041 

NA 
NA 
NA 

3,360 

1,314 

38 

56 

Carrefour 

France 

Costco  Wholesale* 

22 

retailing 

2,030 

11.6 

452 

:;L 

57 

Bank  of  Tokyo  Ltd* 

Japan 

Union  Bank 

Bank  of  Tokyo  Trust 

75 
100 

banking 
banking 

1,489 

535 

2,024 

83.0 
37.2 

15,010  WF 
6,946  1 

58 

Daimler-Benz  AG 
AEG  AG' 

Germany 
Germany 

Freightliner 

AEG 

Other  companies 

100 
100 
100 

automotive 

elec  equip,  electronics 

elec  equip,  computers 

1,709 
310 

NA 
NA 

NA 
NA 

2,019 

.-, 

59 

Bertelsmann  AG 

Germany 

Bertelsmann  USA 

100 

printing,  publishing 

2,000E 

NA 

NA 

Ji 

60 

Toul  CFP 
Total  Petrol  NA  Ltd' 

France 
Canada 

Total  Minatome 
Total  Petroleum 

100 
100 

oil  &.  gas 
energy 

142 
1,789 
1,931 

NA 
68.6 

933 
802 

61 

Canadian  Pacific  Ltd* 
AAf  CA  Int'I  Ltd' 

Canada 
Canada 

Soo  Line* 

Canadian  Pacific  US 
AMCAUS 

56 
100 
100 

raihroad 

transportation,  steel 
industrial  machinery 

570 

360E 

963 

1,893 

15.6 
NA 

NA 

905      W^ 
NA     ii^ 
NA      1 

62 

Dainippon  Ink  &  Chemicalst 

Japan 

Sun  Chemical 
Reichhold  Chemicals 
Polychrome 

100 
100 
100 

printing,  chemicals 

chemicals 

printing 

800E 
774 
277 
1,851 

NA 
NA 
8.1 

NA 
NA 
256 

h 

63 

AEGON  NV 

Netherlands 

AEGON  USA 

100 

insurance 

1,803 

NA 

6,312 

64 

Crownx 

Canada 

Crown  Life  Insurance 
Extendicare  Group 

94 
100 

insurance 
health  care 

1,454 

330 

1,784 

NA 
NA 

4,184 
NA 

■ 

65 

Sandoz  Ltd 

Switzerland 

Sandoz  United  States 

100 

chemicals,  drugs 

1,757 

NA 

NA 

66 

Roche/Sapac 

Switzerland 

Hoffmann-La  Roche 

100 

drugs,  chemicals 

1,750 

NA 

NA 

67 

National  Westminster 
Bank  Pic' 

UK 

Nat  Westminster  Bancorp 

100 

banking 

1,747 

97.9 

19,013 

68 

General  Accident  Fire 
&  Life  Pic 

Scotland 

Gen  Accident  Corp  of  Am 

100 

insurance 

1,668 

30.3 

4,167 

69 

Nationale-Nedeilanden  NV 

Netherlands 

Nationale-Nederlanden  US 

100 

insurance 

1,638 

63.1 

4,474 

69 

SNECMA 

France 

CFM  International 

50 

aviation 

1,638 

3.7 

778 

71 

Beazer  Pic* 

UK 

Beazer  Matenals  &.  Svc 
GiHordHill  &  Co 
Beazet  Properties 
Tidewater  Construction 

100 
100 
100 
100 

const  materials,  chem 
const  materials 
real  estate 
construction 

1,000E 
618 

NA 
NA 

NA 

NA 

1,618 

72 

Nissan  Motor  Co  Ltd* 

Japan 

Nissan  Motor  Mfg  USA 

100 

automotive 

1,600 

NA 

NA 

72 

Bond  Corp  Holdings 

Australia 

G  Heileman  Brewing 

100 

alcoholic  beverages 

1,600E 

NA 

1,555 

■ 

74 

Moore  Corp  Ltd* 

Canada 

Moore  Business  Forms 

100 

business  forms 

1,583 

93.6 

953 

75 

IFINTSA 

Luxembourg 

Lear  Siegler  Seatmg 
Moog  Automotive 
CR  Industrie;. 

29 
100 
100 

auto  parts 
auto  parts 
auto  parts 

900 

416 

250 

1,566 

NA 
NA 
NA 

NA 
NA 
NA 

'Publicly  traded  m  the  I'.S  in  shares  or  ADRs.     tFigures  are 
indirectly  tlirough  companies  in  italics. 

for  1987.     E.  Estimate     NA:  Not  available.     Note:  Some  foreign  investors  on  the  list 

own  U.S. 

companies 
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Hbu  Ve  wahed  years  to 

buy  a  nevir  car. 

Doni  blow  it  now. 


They  haven't  invented  the  disposable  car  yet, 
although  they've  come  pretty  close. 

Until  they  do,  the  car  you  buy  today  is  the  one 
you're  going  to  live  with  for  quite  a  while. 

So  don't  get  the  wrong  car. 

Don't  fall  for  one  that  looks  impressive  but  isn't 
practical.  Status  won't  help  you  on  rain-slick  roads 
or  snow-clad  hills.  Saab's  front-wheel  drive  will. 

Don't  settle  for  a  boring  car  for  safety's  sake. 

Any  Saab  owner  will  tell  you  a  Saab's  more  tun 
to  drive  than  anything  remotely  comparable.  Yet 
a  recent  insurance  industry  report  ranked  Saabs 
best  in  nearly  every  class  in  frequency  of  personal 
injury  claims. 

Don't  pay  a  gas  guzzler's  tax  just  to  get 
performance. 


Three  stock  9000  Turbos  averaged  132  mph  for 
62,000  miles  in  21  days  straight  driving  without  a 
breakdown.  Yet  this  same  powerplant  uses  Saab's 
Automatic  Performance  Control  to  achieve  efficiency 
you'll  be  glad  you  have  when  the  next  gas  crunch 
comes. 

Look  at  it  this  way. 

There  are  a  lot  of  cars  out  there  with  some  of 
what  Saab  offers.  But  if  you  want  it  all,  test  drive  a 
Saab  before  you  take  the  plunge. 

You've  come  so  far. 

Don't  blow  it  now. 


The  most  intelligent  cars  ever  built. 


Saabs  are  intelligently  priced  from  $16,995  to  $32,095.  900  Turbo  shown  here:  $24,345. 

Manufacturer's  suggested  retail  prices  not  including  taxes,  license,  freight,  dealer  charges  or  options.  Prices  subject  to  change. 


1989  Saab-Scania  of  America,  Inc. 


t. 
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The  100  largest  foreign  investments  in  the  U.S. 


Rank 

Foreign  investor 

Country 

US  investment 

% 
owned 

Industry 

Revenue 
(mil) 

Net  income 
(mil) 

Asseu 
(mil) 

1 

76 

TBG  Holding  NV 

Netherlands 

TBG  USA 
Ball-InCon  Glass 

100 
50 

pumps,  information  sys 
containers,  packaging 

$1,OOOE 
524 
1,524 

NA 
NA 

NA 
360 

77 

NVAMEV 

Netherlands 

AMEV  Holdings 

100 

insurance 

1,495 

$22.6 

52,562 

78 

Volvo  AB* 

Sweden 

Volvo  CM  Heavy  Truck 
VME  Amencas 

76 
50 

automotive 
automotive 

1,176 
301 

1,477 

NA 
NA 

NA 
NA 

79 

AkzoNV 

Netherlands 

Akzo  Amenca  Inc 

100 

multicompany 

1,445 

-14.6 

1,571  1 

1 

1 

80 

Thyssen  AG* 

Germany 

Budd 

100 

auto  parts 

1,419 

NA 

NA 

81 

BOG  Group  Pic* 

UK 

HOC  Group 

100 

gases  &  health  care 

1,412 

68.0 

1,754 

82 

Otto  Family 

Germany 

Spiegel* 

87 

catalog  retailing 

1,402 

57.0 

1,207        „ 

83 

Continental  AG 

Germany 

General  Tire 

100 

tire 

1,400 

NA 

NA 

! 

83 

Kuwait  Petroleum 

Kuwait 

Santa  Fe  Intl  (KPC| 

100 

energy 

1,400E 

NA 

NA 

83 

Rhone-Poulenc  Group 

France 

Rhone-Poulenc 

100 

chemicals 

1,400 

NA 

1,750 

86 

Schlumberger  NV* 

Neth  Antilles 

Schlumberger  Technology 

100 

oilfield  svs,  election 

1,346 

NA 

NA. 

87 

Elf  Aquitaine  Group 

France 

Elf  Aquitaine,  Inc 

100 

oil  &  gas,  chemicals 

1,340 

NA 

3,138 

88 

Glaxo  Holdings  Pic* 

UK 

Glaxo  Inc 

100 

ethical  pharmaceuticals 

1,316 

NA 

NA 

89 

Commercial  Union 
Assurance  Pic 

UK 

Commercial  Umon 

100 

insurance 

1,309 

37.2 

2,280 

^ 

90 

Pakhoed  Holding 

Netherlands 

Univar* 

35 

chemicals 

1,308 

20.0 

431 

91 

Olympia  &  York 
Developments  Ltd 

Trizec 

Abidbi-Price' 

Canada 
Canada 
Canada 

Landmark  Land* 
Rouse* 
Abitibi-Price*  (US) 

25 

23 

100 

real  esute 

property  dev,  banking 

bldg  products,  newsprint 

482 

461 

364 

1,307 

13.2 
20.0 

NA 

3,696 

2,080 

325 

1 

92 

General  Electric  Pic  * 

UK 

Picker  International 

ABUick 

other  companies 

100 
100 
100 

medical  equipment 

office  equipment 

elec  system  &.  component 

1,291 

NA 

NA 

1 

93 

United  Biscuits  (Holdings)  Pic 

UK 

Keebler 

100 

food  processing 

1,283 

53.7 

557 

94 

Saint-Gobain 

France 

CertainTeed 

100 

building  supplies 

1,267 

45.9 

1,108 

95 

Sobey  Parties 

Canada 

Hannaiord  Brothers* 

25 

food  distribution 

1,262 

28.9 

387 

96 

1  Sainsbury  Pic* 

UK 

Shaw's  Supermarkets 

100 

supermarkets 

1,231 

NA 

NA 

97 

Toyota  Motor  Corp* 

Japan 

New  Umted  Motor  Mfg 
Toyota  Motor  Mfg 

50 
100 

automotive 
automotive 

1,000E 
200E 
1,200 

NA 

NA 

NA 
NA 

98 

Bank  of  Montreal 

Canada 

Harns  Bankcorp 

100 

banking 

1,125 

90.1 

11,276 

99 

Taie  &  Lyie  Pic 

UK 

A  E  Staley  Manufacturing 
Pacific  Molasses 
Western  Sugar 
Other  companies 

90 
100 

75 
100 

food  distr,  processors 
molasses,  animal  feeds 
sugar  refming 
sugar  processing 

1,114 

33.8 

NA 

^ 

100 

Beecham  Group  Pic* 

UK 

Beecham 

Beecham  Cosmetics 

Beecham  Products 
Norcliff  Thayer 

100 
100 

100 
100 

drugs,  consumer  prods 
cosmetics,  fragrances 

consumer  products 
drugs 

1,106 

NA 

NA 

•Pubhch'  traded  in  the  U.S.  in  shares  or  ADRs 
in  italics 

E:  Estimate 

NA:  Not  available.     Note:  Some  foreign  investors  on  the  list  own  U.S.  companies  indirealy  tlirough 

companies 

318 


FORBES,  JULY  24,  1989 


?^J 


;^-X  ^. 


\W^: 


For  a  step-by^step  account,  please  tvrile  the  address  belou-Jbrwur 
copyoftbel9S8.\orfi>lkSoutbemAtinualKepiyrl. 
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'hen  the  winds  of  change  stir 
he  economy,  a  corporation  can 
1  maintain  its  momentum  if  it 
?lasuies  each  step  carefully. 
For  100  years,  in  e\'en  the  most  unsettlir^ 
conditions,  The  Thoroughbred  and  its  predecessor 
companies  have  done  more  than  just  keep  their  balance. 
In  1988,  the  nation's  most  efficient  major  railroad  system 
adroitly  moved  on  to  new,  higher  ground. 

It  was  a  record  year.  Increases  in  traffic,  higher 


re\'enue  yields  and  cost  reductions  resulted  in  net  income 
of  $635  million.  With  revenues  of  over  $4  billion  aiid  assets 
of  o\^er  $  10  billion,  Norfolk  Southern  stands  on  ver\-  solid 
footing.  The  Tlioroughbred  s  marketing  flexibilin^  and 
aggressive  capital  impro\-ements  program  position  it  firmly 
for  the  future. 

Clearly,  management  can  negotiate  changing  terrain 
and  still  stay  a  step  ahead. 


NORFOLK 
SOUTHERN 


•t  1989.. S'orjba  Southern  Corporation.  Three  Com  nieniat  Place.  XorfitOt.  y.AJjSI<>-JI9t. 
Sorfitik  ana  Ui-slem  Railuvy  Compfmy.  Soutbem  Htiilu-ay  Company,  and  M>rtb  American  Van  1  im-s.  Inc.  are  subsidiaries  ofMorfoUt  Southern  CorporatioH. 
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The  100  Largest 
U.S.  Multinationals 


T I  here  has  been  much  wringing  of  hands  lately  be- 
cause the  U.S.,  once  a  net  creditor  in  the  world 
economy,  is  now  in  a  position  where  our  foreign 
liabilities  exceed  our  foreign  assets.  But  the  worry  rings 
hollow.  Many  of  the  assets — the  foreign  investments  of 
U.S.  multinational  companies — have  been  made  over  the 
years  and  are  carried  at  very  low  historical  cost.  But  most 
of  the  liabilities  are  newer,  and  therefore  are  priced  closer 
to  current  values.  If  one  side  of  the.  balance  sheet  is,  in 
essence,  at  current  values,  shouldn't  one  write  up  the 
other  side,  too? 

The  list  below  of  America's  100  largest  multinationals 
is  a  good  reminder  of  how  extensive  U.S.  overseas  invest- 
ments are.  These  companies'  foreign  operations  booked 
sales  of  $506  billion  last  year.  The  figure  represents  a  15% 
increase  over  1987. 

Unless  protectionism  catches  hold,  foreign  sales  should 
continue  to  increase.  For  example,  the  free  trade  pact  with 


Canada — our  largest  trading  partner  by  far — will  go  a  long 
way  toward  boosting  two-way  trade  and  also  increase 
direct  investment  by  U.S.  multinationals  north  of  the 
border.  The  multinationals'  Canadian  divisions,  like  Ca- 
nadian companies,  want  to  be  able  to  sell  their  output 
freely  to  the  U.S.  market.  Deborah  Kuenstner,  an  interna- 
tional investing  strategist  with  Merrill  Lynch,  predicts 
that  future  foreign  investments  will  emphasize  acquisi- 
tions and  improving  distribution  networks  over  new 
bricks  and  mortar. 

Despite  a  16%  drop  in  foreign  revenues  (to  $48  billion), 
Exxon  Corp.  remains  America's  largest  multinational. 
General  Motors  (with  $29  billion  in  foreign  sales)  dropped 
from  fourth  place  to  fifth,  while  Ford  Motor  climbed  from 
fifth  place  to  second,  another  reflection  of  its  dazzling 
turnaround.  Corporate  giants  like  Boeing  do  not  appear: 
They  are  high-volume  exporters.  But  we  include  here  only 
sales  booked  abroad  by  a  company's  overseas  operations. 


1988 
rank 

Company 

Foreign 
revenue 

(mil) 

Total 

revenue 

(mil) 

Foreign 
revenue 

as% 
of  total 

Foreign 

net 

profit' 

(mil) 

Total 

net 

profit' 

(mil) 

Foreign 

net 

profit  as 

%  of  total' 

Foreign 
assets 
(mil) 

Total 
assets 
(mil) 

Foreign 
assets 

as  %  of 
toul 

1 

Exxon 

$48,192 

$67,292 

71.6% 

$3,910 

$5,360 

72.9% 

$30,740 

$74,293 

41.4% 

2 

Ford  Motor 

41,842 

92,446 

45.3 

2,285 

5,300 

43.1 

35,912 

143,367 

25.0 

3 

IBM 

34,361 

59,681 

57.6 

4,071 

5,491 

74.1 

35,293 

73,037 

48.3 

4 

Mobil 

33,039^ 

49,237' 

67.1 

1,517* 

2,514* 

60.3 

19,424 

38,820 

50.0 

5 

General  Motors 

29,128 

120,388 

24.2 

3,070 

4,856 

63.2 

34,424 

163,820 

21.0 

6 

Citicorp 

16,451 

32,024 

51.4 

977 

1,698 

57.5 

87,723* 

207,106* 

42.4 

7 

Texaco 

16,325 

33,544 

48.7 

1,336 

1,304 

102.5 

8,358 

26,337 

31.7 

8 

EI  du  Pont  de  Nemours 

12,896^ 

32,917* 

39.2 

847* 

2,454* 

34.5 

9,019 

30,719 

29.4 

9 

ITT' 

10,419 

24,239 

43.0 

618* 

1,533* 

40.3 

7,983 

41,941 

19.0 

10 

Dow  Chemical 

9,185 

16,682 

55.1 

1,189 

2,410 

49.3 

8,682 

16,239 

53.5 

11 

Procter  &  Gamble 

7,294 

19,336 

37.7 

241 

1,020 

23.6 

4,751 

14,820 

32.1 

12 

Eastman  Kodak 

7,010 

17,034 

41.2 

639 

1,397 

45.7 

6,201 

22,964 

27.0 

13 

Chase  Manhattan 

6,080 

12,365 

49.2 

339 

1,059 

32.0 

31,880 

97,455 

32.7 

14 

Xerox 

5,739 

16,441 

34.9 

211 

388 

54.4 

6,735 

26,441 

25.5 

15 

Digiul  Equipment 

5,665 

11,475 

49.4 

1,16a' 

1,741* 

66.6 

4,388 

10,112 

43.4 

16 

United  1  crhnologies 

5,279 

18,518 

28.5 

249" 

705" 

35.3 

3,776 

12,748 

29.6 

17 

Chevron 

5,264 

25,196 

20.9 

898 

1,768 

50.8 

6,688 

33,968 

19.7 

18 

Philip  Morris 

5,258 

25,920 

20.3 

226 

2,064 

10.9 

7,458 

36,960 

20.2 

19 

Hewlett-Packard 

5,068 

9,831 

51.6 

315 

816 

38.6 

2,984 

7,497 

39.8 

20 

American  lotl  Group 

4,979' 

13,613 

36.6 

631* 

1,425* 

44.3 

13,932' 

37,409 

37.2 

'From  coniiiiuiiif;  o|Kra;iuii>.     -Intluili- 
^Includes  proponlonate  inicrcsi  in  uiic 
"Net  income  before  corporate  exix;nse 

s  other   income      *Oper.itmg  prt)fit      *\v 

vnsolidated  sub-sidiaries  and  affiliates.     ' 

"Pretax  income     DP;  Deficit  over  profit. 

erage  assets 

">let  income 

P-D:  Profit 

^Includes  excise  taxes     "Operating  income 
before  minorir\-  interest.     'Excludes  Canadian 
3ver  deficit.     NA:  Not  available. 

after  taxes, 
operations 
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I OCCASKMIAUYTHE  DREAMS 
W  A  SMAIL  BUSINESS  OWNER 

COMETRUL 


Now  there's  a  small  business  phone  system  could  only  dream  of  having  until  now.  If  your  business 

with  more  features  than  many  big  business  sys-  has  100  or  fewer  employees,  call  1-800-NORSTAR  for  a 

tems.  It's  easier  to  use,  too,  because  it  guides  you  free  performance  video.  And  see  just  how  big  an  idea 

step  by  step  through  everything.  It's  NORSTAR  telecommunications  was  meant 

—a  level  of  technology  a  small  business  owner  to  be— even  for  a  small  business. 


nt 


norfhom 
folocom 


Built-in  speaker  on 
every  phone  lets  you 
call  or  answer  without 
picking  up  the 
handset 


Connects  to  your 
PCs,  fax  machines, 
and  other  office 
communications 
equipment 


Instant,  one-touch  dialing 
of  the  numbers  you  call 
most  often 


Easy-to-read 
display  guides 
you  step  by  step 
through  over 
70  features 


Messaging  lets 
you  get  in  touch 
and  get  on  with 
your  work—  no 
more  telephone  tag 


NORSTAR  conference 
calling  makes  it  easy  to 
set  up  three-way  calls 


Dial  1-800-NORSTAR 
for  a  free 
performance  video 


Programmable  memory  keys 
give  you  one-button  access  to  your 
favorite  fea  tures 


NORTHERN  TELECOM 

THE      POWER      BEHIND      NETWORKING' 


O  1989  Northern  Tilwom.  NOKSTAR  is  a  trademark  of  Northern  D^lecam. 


The  100  largest  U.S.  multinationals 


1988 
rank 

Company 

Foreign 

revenue 

(mil) 

Total 

revenue 

ImU) 

Foreign 
revenue 

as% 
of  total 

Foreign 

net 

profit' 

(mil) 

Total 

net 

profit' 

(mil) 

Foreign 

net 

profit  as 

%  of  total' 

Foreign 

assets 
(mil) 

Toul 
assets 
(mil) 

Foreign 
assets 

as  %  of 
total 

21 

Amoco 

$4,853^ 

$21,517^ 

22.6% 

$367 

$2,063 

17.8% 

$10,248 

$29,919 

34.3% 

22 

Goodyear 

4,733 

10,810 

43.8 

143 

350 

40.9 

3,067 

8,618 

35.6 

23 

Coca-Cola 

4,617 

8,338 

55.4 

692 

1,045 

66.2 

2,150 

7,451 

28.9 

24 

General  Electric 

4,599^ 

50,089^ 

9.2 

1,009^ 

5,950^ 

17.0 

8,641 

110,865 

7.8 

25 

Unisys 

4,534 

9,902 

45.8 

185 

681 

27.2 

3,408 

11,535 

29.5 

26 

lohnson  &  Johnson 

4,424 

9,000 

49.2 

551 

974 

56.6 

3,148 

7,119 

44.2 

27 

American  Express 

4,313 

22,934 

18.8 

324 

988 

32.8 

25,298 

142,704 

17.7 

28 

Miiu  Mining  &  Mfg 

4,230 

10,581 

40.0 

472 

1,154 

40.9 

2,669 

8,922 

29.9 

29 

JP  Morgan 

4,149 

7,839 

52.9 

545 

1,002 

54.4 

38,442 

83,923 

45.8 

30 

Chrysler 

4,110 

35,473 

11.6 

283 

1,050 

27.0 

5,798 

48,567 

11.9 

31 

Tenneco 

4,012 

13,234 

30.3 

21 

-1 

P-D 

4,959 

17,376 

28.5 

32 

Motorola 

3,968 

8,250 

48.1 

228^ 

856^ 

26.6 

2,211 

6,710 

33.0 

33 

Sears,  Roebuck 

3,744 

50,251 

7.5 

41 

1,454 

2.8 

2,752 

77,952 

3.5 

34 

Aluminum  Co  of  America 

3,540 

9,795 

36.1 

534« 

1,037« 

51.5 

4,607 

10,538 

43.7 

35 

FW  Woolworth 

3,500 

8,088 

43.3 

91 

288 

31.6 

1,588 

3,535 

44.9 

36 

NCR 

3,490 

5,990 

58.3 

353 

439 

80.4 

1,882 

4,717 

39.9 

37 

American  Brands 

3,441 

7,236 

47.6 

355 

541 

65.6 

2,898 

12,201 

23.8 

38 

Caterpillar 

3,104 

10,435 

29.7 

64^ 

1,175^ 

5.4 

1,821 

9,686 

18.8 

39 

Kmart' 

3,083 

29,623 

10.4 

NA 

803 

NA 

1,271 

12,529 

10.1 

40 

Monsanto 

3,074 

8,293 

37  1 

271 

591 

45.9 

2,316 

8,461 

27.4 

41 

Manufacturers  Hanover 

3,058 

8,545 

35.8 

561 

752 

74.6 

23,052 

66,710 

34.6 

42 

Colgate-Palmolive 

3,047 

4,734 

64.4 

121 

153 

79.1 

1,583 

3,218 

49.2 

43 

BankAmerica 

2,967 

10,181 

29.1 

-^58 

726 

DP 

22,862 

94,647 

24.2 

44 

Merck 

2,943 

5,940 

49.5 

455 

1,207 

37.7 

1,878 

6,128 

30.6 

45 

Atlantic  Richfield 

2,891 

17,626 

164 

64 

1,583 

4.0 

3,938 

21,514 

18.3 

46 

Bankers  Trust  New  York 

2,741 

5,851 

46.8 

294 

648 

45.4 

32,583 

57,942 

56.2 

47 

Allied-Signal 

2,740 

11,909 

23.0 

123 

463 

26.6 

1,983 

10,005 

19.8 

48 

Pan  Am 

2,717 

3,569 

76.1 

106' 

-64^ 

P-D 

NA 

2,149 

NA 

49 

Sara  Lee 

2,714 

10,424 

26.0 

165 

325 

50.8 

2,366 

5,012 

47.2 

50 

CPC  International 

2,657 

4,700 

56.5 

182 

297 

61.3 

1,794 

3,342 

53.7 

51 

Union  Carbide 

2,566 

8,324 

30.8 

136 

662 

20.5 

3,086 

8,441 

36.6 

52 

Pfiier 

2,501 

5,385 

46.4 

465" 

794" 

58.6 

2,470 

7,638 

32.3 

53 

PepsiCo 

2,456 

13,007 

18.9 

299 

762 

39.2 

3,211 

11,135 

28.8 

54 

GTE 

2,414 

16,460 

14.7 

125 

1,225 

10.2 

4,067 

31,104 

13.1 

55 

Gillette 

2,330 

3,581 

65.1 

201 

269 

74.7 

1,836 

2,868 

64.0 

56 

Cigna 

2,319 

17,889 

13.0 

-S3 

410 

DP 

6,175 

55,825 

11.1 

57 

Bank  of  Boston 

2,241 

5,296 

42.3 

50 

322 

15.5 

6,210^ 

33,694" 

18.4 

58 

H)  Heinz 

2,192 

5,244 

41.8 

124 

386 

32.1 

1,604 

3,605 

44.5 

59 

Kimberly-Clark  ^ 

2,178 

5,805 

37.5 

NA 

379 

NA 

1,901 

4,432 

42.9 

60 

WR  Grace 

2,140 

5,786 

37.0 

156 

192 

81.3 

1,517 

5,310 

28.6 

'Fruni   conimuing   ii(XTain)iVi      "Include 
Includes  pri>pt)nionaie  interest  in  unc 
'"Net  iiK-»me  before  corpunue  exfK-nse 

s   oilier   income      *Operatinj<   profit      ''Average   assets 

onsolidated   subsidiaries  and  affihates     *Net   income 

' '  Pretax  inaime     D-P:  Deficit  over  profit.     P-D:  Profit  < 

^Includes  excise  taxes.     "Operating  income 
before  minority-  interest.     'Excludes  Canadian 
aver  deficit.     NA  Not  available. 

after  taxes, 
operauons. 
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Here's  something  that  will  help  everyone 
sleep  better.  Except  our  competition. 


At  UPS,  we  have  something  that  will  help 
assure  you  a  restful  nights  sleep  when  it  comes  to 
overnight  delivery. 

Its  guaranteed  UPS  Next  Day  Air* 

For  some  time  UPS  has  been  the  only  company 
fast  and  reliable  enough  to  deliver  overnight  to 
every  single  address  coast  to  coast.  And  we  guaran- 
tee it,  or  you  don't  pay  for  it. 

What's  more,  we'll  even  guarantee  delivery  in 

S«  our  current  Next  Day  Air  Service  Explanation  and  Air  Service  Guide  for  compleie  guarantee  details. 


the  morning  to  the  vast  majority  of  people  across 
the  country. 

And  because  of  our  efficiency,  we're  still  able  to 
do  all  of  this  for  up  to  half  what  other  companies 
charge. 

All  of  which  is  guaranteed  to  give  our 
competition  a  restless  night's  sleep. 

And  you  a  comfortable  one. 


-5^ 


[ups 

VCfe  run  the  tightest  ship  in  the  shipping  business 


The  100  largest  U.S.  multinationals 


1988 
rank 

Company 

Foreign 

revenue 

(mil) 

Total 

revenue 

(mil) 

Foreign 
revenue 

as% 
of  total 

Foreign 

net 

profit' 

(mil) 

Total 

net 

profit' 

(mU) 

Foreign 

net 

profit  as 

%  of  toul' 

Foreign 
assets 
(mil) 

Total 
assets 
(mU) 

Foreign 
assets 

as  %of 
toul 

61 

SmithKlinp  Rerkman 

$2,113 

$4,749 

44.5% 

$256 

$229 

111.8% 

$1,762 

$5,017 

35.1% 

62 

Bristol-Myers 

2,109 

5,973 

35.3 

210 

829 

25.3 

1,286 

5,190 

24.8 

63 

Texas  Instruments 

2,036 

6,295 

32.3 

36 

366 

9.8 

1,310 

4,428 

29.6 

64 

Rockwell  Intenutional 

1,960 

11,946 

16.4 

108 

812 

13.3 

1,589 

9,209 

17.3 

65 

TRW 

1,930 

6,982 

27.6 

104 

261 

39.8 

1,288 

4,442 

29.0 

66 

Warner-Lambert 

1,870 

3,908 

47.9 

114 

340 

33.5 

1,125 

2,703 

41.6 

67 

McDonald's 

1,850^ 

5,566^ 

33.2 

172 

646 

26.6 

3,011 

8,159 

36.9 

68 

Chemical  New  York 

1,842 

7,644 

24.1 

438 

754 

58.1 

12,879 

67,349 

19.1 

69 

Security  Pacific 

1,805 

8,483 

21.3 

72 

639 

11.3 

15,387 

77,870 

19.8 

70 

UAL 

1,790 

8,982 

19.9 

NA 

1,124 

NA 

NA 

6,701 

NA 

71 

American  Cyanamid 

1,761 

4,592 

38.3 

210 

306 

68.6 

1,117 

4,593 

24.3 

72 

Deere 

1,722 

5,365 

32.1 

913 

386^ 

23.6 

1,143 

5,245 

21.8 

73 

American  Family 

1,722 

2,325 

74.1 

81 

109 

74.3 

5,057 

6,074 

83.3 

74 

Unocal 

1,713^ 

9,154^ 

18.7 

155'" 

666'" 

23.3 

1,576 

9,508 

16.6 

75 

American  Home  Products 

1,711 

5,501 

31.1 

133 

932 

14.3 

1,261 

4,611 

27.3 

76 

Sun  Co 

1,702* 

9,744* 

17.5 

5 

7 

71.4 

2,495 

8,616 

29.0 

77 

Scott  Paper  ' 

1,701 

5,203 

32.7 

142" 

619" 

22.9 

1,427 

5,340 

26.7 

78 

Dresser  Industries 

1,695 

3,942 

43.0 

113^ 

265' 

42.6 

758 

2,899 

26.1 

79 

PPG  Industries 

1,687 

5,617 

30.0 

175« 

477* 

36.7 

1,483 

5,154 

28.8 

80 

Abbott  Laboratories 

1,677 

4,937 

34.0 

109 

752 

14.5 

1,107 

4,825 

22.9 

81 

Honeywell 

1,641 

7,148 

23.0 

101 

^t35 

P-D 

1,239 

5,089 

24.3 

82 

Phillips  Petroleum 

1,631 

11,304 

14.4 

319 

650 

49.1 

2,183 

11,968 

18.2 

83 

Borden 

1,614 

7,243 

22.3 

80 

312 

25.6 

1,154 

4,440 

26.0 

84 

Baxter  Travenol 

1,612 

6,861 

23.5 

108 

388 

27.8 

1,425 

8,550 

16.7 

85 

Salomon 

1,583 

6,146 

25.8 

220 

280 

78.6 

36,070 

85,256 

42.3 

86 

Kellogg 

1,582 

4,349 

36.4 

131 

480 

27.3 

1,465 

3,298 

44.4 

87 

Avon  Products 

1,549 

3,063 

50.6 

222^ 

402^ 

55.2 

904 

2,460 

36.7 

88 

Quaker  Oats 

1,539 

5,330 

28.9 

124^ 

518^ 

23.9 

629 

2,975 

21.1 

89 

Eli  Ully 

1,505 

4,070 

37.0 

247 

761 

32.5 

1,603 

5,263 

30.5 

90 

Occidental  Petroleum 

1,504 

19,933 

7.5 

248'" 

1,381'" 

18.0 

1,860 

20,747 

9.0 

91 

Halliburton 

1,486^ 

4,839^ 

30.7 

88« 

83« 

106.0 

942 

4,722 

19.9 

92 

Emerson  Electric 

1,473 

6,651 

22.1 

114 

529 

21.6 

1,058 

5,027 

21.0 

93 

AMP 

1,449 

2,670 

54.3 

172 

319 

53.9 

1,036 

2,376 

43.6 

94 

Ralston  Purina 

1,435 

5,876 

24.4 

97 

388 

25.0 

747 

4,044 

18.5 

95 

Westinghouse  Electric 

1,321 

12,500 

10.6 

41 

823 

5.0 

799 

16,937 

4.7 

96 

Litton  Industries 

1,308 

4,864 

26.9 

31'' 

176* 

17.6 

478 

5,074 

9.4 

97 

Dun  &  Bradstreet 

1,307 

4,267 

30.6 

-1 

499 

DP 

1,273 

5,024 

25.3 

98 

Intel 

1,235 

2,875 

43.0 

281 

453 

62.0 

1,078 

3,550 

30.4 

99 

Dana 

1,225 

5,190 

23.6 

132^ 

424* 

31.1 

452 

4,786 

9.4 

100 

Squibb 

1,200 

2,586 

46.4 

180 

426 

42.3 

722 

3,083 

23.4 

'From  continuing  operations     'Includes  other  income     'Opwratinx  profit     ''Average  assets     ^Includes  excise  taxes     ^Operating  income 
^Includes  proportionate  interest  in  unconsolidated  subsidiaries  and  affiliates     "Net  income  before  minorit>'  interest    *Excludes  Canadian 
"*Net  income  before  corporate  expense.    "Pretax  income     D-P:  Deficit  over  profit    PD:  Profit  over  deficit    MA;  Not  available. 

after  taxes, 
operations. 
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HE  HAYES  SMARTMODEM  12007"  Perfect  for  the  home  of&ce  or 
hen  you  have  to  bring  the  office  home. 

HE  HAYES  V-SERIES  SMARTMODEM  2400.'"  With  data  compres- 
on  delivers  4800  bps  and  beyond  with  error-control  over  dial-up 
oes.  PC-to-PC  or  PC-to-Host. 


THE  HAYES  SMARTMODEM  2400."  Higher  speeds  for  business.  Plus 
the  abihty  to  go  from  PC  to  any  synchronous  or  asynchronous  Host. 

THE  HAYES  V-SERIES  SMARTMODEM  9600.'"  Throughput  of  19.200 
bps  with  error-control.  PC-to-PC.  PC-to-Host.  Or  PC-to-LAN.  Over  dial- 
up  lines.  e  1989  Hayes  Miaocomputer  Produas.  Inc 


NO  ONE  MODEM  IS  RIGHT  FOR  EVERYBODY. 

UNLESS  IT'S  A  HAYES. 

« 

*        At  Hayes  we  make  a  number  of  different  modems.  Stand-alone  and  Internal.  No  one  is  right  for  everyone,  but 
one  is  right  for  you. 

Whether  your  communication  needs  are  PC-to-PC,  PC-to-Host,  or  PC-to-Network,  we  have  the  modem  that 
will  best  address  the  specific  tasks  you  need  completed. 

And  we  have  the  perfect  companion  software,  because  we  design 
it  ourselves.  Our  Smartcom  family  of  software  offers  a  full  range  of 
capabilities  that  will  satisfy  the  communication  needs  of  both  the 
power  user  and  the  novice. 

We've  also  created  peripheral  and  enhancement  products 
designed  to  expand  your  system  and  improve  its  overall  performance.      '^M 

The  sum  of  these  products  is  a  company  that  provides  users  total  solutions  to  all  their  communication  prob- 
lems. Using  ordinary  dial-up  phone  lines. 

So  while  it's  not  true  that  one  modem  is  right  for  everybody  it  may  very  weU  be  true  that  one  modem 
maker  is. 


For  your  nearest  Hayes  dealer,  call  800-635-1225.  Hayes  Microcomputer  Products,  Inc..  PO.  Box  105203,  Atlanta.  GA  30348. 


Hayes. 


100  U.S.-Traded 
Foreign  Stocks 


American  Depositary  Receipts  (adrs)  were  first  intro- 
duced in  1927.  Broadly  speaking,  they've  been  gain- 
b  ing  popularity  ever  since.  According  to  the  Securi- 
ties &  Exchange  Commission  there  are  now  700  foreign 
companies  whose  shares  trade  as  adrs  in  the  U.S.  market. 

What's  the  advantage  of  trading  a  company's  adrs,  as 
opposed  to  its  underlying  shares?  Convenience,  mainly. 
Were  you  to  buy,  say,  Kyocera  shares  on  the  Tokyo  stock 
exchange,  the  transaction  would  take  at  least  two  weeks — 
and  perhaps  as  much  as  six  months — to  clear  and  settle.  By 
contrast,  Kyocera's  New  York  Stock  Exchange-traded  adr 
is  just  like  any  U.S.  security,  so  it  can  clear  and  settle  in 
only  five  days.  Another  item  of  convenience;  adrs  pay 
their  dividends  in  dollars. 

There  is  an  element  of  protection  involved,  too.  Compa- 
nies with  adrs  must  generally  conform  to  most  U.S. 
accounting  standards  and  disclosure  rules.  If  you  buy  a 
foreign  security  directly  on  its  home  exchange,  the 
chances  are  you'll  never  receive  so  much  as  an  annual 


report  or  notice  of  the  annual  meeting.  (But  note  that  only 
holders  of  "sponsored"  adrs  necessarily  receive  financial 
statements;  companies  with  "unsponsored"  adrs  may  or 
may  not  send  reports.) 

Because  some  foreign  shares  trade  at  prices  that  are  very 
low  when  converted  into  dollars,  one  adr  often  represents 
several  of  the  underlying  shares  in  a  company.  For  exam- 
ple, one  ADR  of  adt  Ltd.  is  equal  to  ten  common  shares. 

The  earnings  estimates  for  1989  shown  for  the  stocks 
below  come  courtesy  of  the  Lynch,  Jones  &  Ryan  Institu- 
tional Brokers  Estimate  System  international  database. 
These  forecasts  reflect  the  opinions  of  Wall  Street  analysts 
and  of  people  who  follow  these  stocks  in  their  home 
countries. 

All  prices  and  earnings  data  are  based  on  recent  ex- 
change rates  (June  21),  whereas  data  for  most  of  the  other 
tables  in  the  International  Survey  were  converted  into 
dollars  at  earlier  exchange  rates.  Therefore,  data  on  the 
same  companies  may  show  different  values. 


Exch 

Company/business 

Country 

recent 



1988 

FP'; 

1988 
P/E 

Yield 

52-week 
high    low 

1989E 

o 

•ADT  Limited/secunty  svcs,  building  mgmt 

Bermuda 

28% 

30 

20% 

$2.57 

$2.99 

11.0 

4.6% 

0 

•AEGON  NV/insurance 

Netherlands 

46 

48% 

37 

5.12 

5.48 

9.0 

2.1 

0 

•Ajinomoto/food  &  household  prods 

lapan 

185 

2181/4 

1641/4 

2.03E 

2.22 

NA 

0.3 

0 

•Akzo  NV/chemicals 

Netherlands 

34y8 

35 '/i 

32V8 

4.87 

5.26 

7.1 

3.3 

0 

•Asahi  Glass/glass,  chemicals 

lapan 

166V8 

177'^ 

124% 

3.05 

3.48 

54.5 

0.3 

0 

•Asea  AB/electronics 

Sweden 

87'/^ 

871/2 

491/4 

3.84 

6.11 

22.7 

1.3 

0 

•Attwoods  PIc/waste  management 

UK 

39'/4 

39% 

22 

1.76 

2.23 

22.3 

1.9 

n 

•Barclays/bank 

UK 

29 

33% 

21 

6.05 

6.11 

4.8 

6.1 

a 

•B.A.T  Industries/tobacco,  paper,  foods 

UK 

lOVs 

10% 

7 

1.08 

1.18 

9.6 

3.7 

o 

•Bectham  Group/drugs,  tood  process 

UK 

20 

22% 

15 

1.23E 

1.42 

16.3 

2.9 

n 

•Benguet/gold  &  copper,  machinery 

Philippines 

y/i 

4% 

31/4 

0.61 

0.62 

6.4 

3.6 

n 

•BET  PIc/multicompany 

UK 

17% 

191/4 

14% 

1.57E 

1.75 

11.3 

6.0 

0 

•Biogen  NV/biotechnology 

Netherlands 

12 

15'/8 

6 

-0.05 

-0.01 

NM 

NM 

n 

•Blue  Arrow  PIc/employment  agency 

UK 

15V« 

22% 

141/8 

0.58 

1.17 

1.33 

13.1 

n 

•British  Airways/airline 

UK 

ilV, 

361/2 

24% 

3.66E 

4.27 

8.8 

4.5 

n 

•British  Gas/gas 

UK 

29V8 

341/2 

27% 

3.29E 

3.68 

9.1 

4.6 

n 

•British  Petroleum/integrated  oil 

UK 

55% 

61% 

481/4 

4.13 

5.18 

13.4 

7.0 

n 

•British  Steel/steel 

UK 

12% 

15V4 

11 

4.24E 

4.22 

3.0 

NM 

n 

•British  Telecommunications/telecomm 

UK 

42Vs 

52 

37% 

4.15E 

4.48 

10.3 

4.5 

n 

•Broken  Hill  Proprietary/steel,  oil  &.  gas 

Australia 

25% 

27y« 

22% 

2,29E 

2.59 

11.3 

3.2 

I'mi-.s  .Ls  ol  June  Jl,  19,S<J      .1  .\iiicin..ui  .sitxk  Exchange     11:  .New  ^ork  sitK.k  K.xcliaiige     0 

meaningful  E  esiimaie 

Sources  Imltltitioiuxl  Hntkirs  Evmiaic  Syslem  (IBFS),  a  senice  ofL\ttc/.\  Jones  &  Ryan.  Forbes 

oser-ihe 

<oumcr 

•  .\merican  Deposiuin 

ReceipLs 

NM:  .Not 
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Every  day,  15%  of  America's  workforce 
runs  across  26  major  obstacles. 


Reading  a  letter.  Writing  a  memo.  Filling  out  a  job  applica-       As  a  leading  provider  of  temporary  workers  with  offices 

tion.  Things  most  of  us  do  without  thinking  are  difficult  tasks  throughout  North  America,  Olsten  is  committed  to  advancing 

for  17  million  working  adults  in  this  country.  They're  func-  the  cause  of  literacy.  Because  everyone  needs  to  help  make 

tionally  illiterate.  And  illiteracy  in  the  workjforce  is  the  kind  America's  workforce  letter  perfect.  ffW~mSm-^ 

ofproblem  that  affects  every  single  one  of  us.  Sunnortinpa  T.itpriitPWnrkfnrrP    lUaEni 


Supporting  a  Literate  Workforce. 


S  £  Ry \CE  s 


Exch 

Company/business 

Country 

recent 

EP 

1988 

1988 
P/E 

Yield 

52-week 
high    low 

1989E 

0 

•Buffelsfontein  Gold  Mining/gold,  uranium 

South  Africa 

11% 

17% 

10'/8 

$1.58 

$0.65 

7.2 

12.7% 

0 

•Burmah  Oil/oil 

UK 

36'/2 

41 

33% 

3.40 

3.70 

10.7 

4.0 

0 

•Cadbury  Schweppes/food  processing 

UK 

57'/2 

75 

53% 

4.05 

4.40 

14.2 

3.1 

0 

•Canon/office  equip,  optics 

Japan 

681/8 

68% 

44% 

2.31 

2.52 

29.5 

0.6 

0 

•Carlton  Communications/electronic  comp 

UK 

26% 

321/8 

20 

1.49 

2.05 

17.7 

1.1 

n 

Commodore  Intl/computer  equip 

Bahamas 

175/8 

19% 

9'/8 

1.51 

2.32 

11.7 

NM 

a 

•Courtaulds/textiles 

UK 

51/8 

6V4 

AVs 

0.56E 

0.60 

9.2 

5.3 

0 

•DeBeers  Cons  Mines/diamonds 

South  Africa 

15V'8 

15% 

9% 

2.11 

2.39 

7.2 

4.2 

0 

•Deutsche  Bank/bank 

Germany 

293% 

297V8 

229% 

24.25 

25.37 

12.1 

1.6 

n 

•Dixons  Group/consumer  electronics  stores 

UK 

6% 

lOVi 

6% 

0.58E 

0.60 

11.6 

3.9 

o 

•Dresdner  Bank/bank 

Germany 

\67Vi 

181% 

127V2 

14.07E 

14.70 

11.9 

2.2 

0 

•Electrolux  AB/household  appliances 

Sweden 

48^8 

52% 

355/4 

5.70E 

6.47 

8.4 

3.0 

n 

•Empresa  Natl  Electric/electnc  utility 

Spain 

18% 

18% 

12 

2.00 

2.48 

9.2 

1.9 

n 

•FAI  Insurance/insurance,  financial  svcs 

Australia 

IOV4 

iSW 

9V4 

3.10 

2.10 

3.3 

3.5 

0 

•Fisons/drugs 

UK 

17% 

21% 

15% 

1.34 

1.61 

13,3 

2.3 

0 

•Fuji  Photo  Film/photo  products 

Japan 

55 

62% 

46 

3.33 

3.29 

16.5 

0.3 

0 

•Fujitsu/data  processing,  computer  equip 

Japan 

54% 

68% 

47% 

1.42E 

1.74 

38.5 

0.5 

n 

•Glaxo  Holdings/food,  drugs,  med  equip 

UK 

IV/i 

24^8 

15% 

1.33E 

1.62 

16.4 

2.6 

n 

•Hanson  PIc/multicompany 

UK 

16 

171/8 

11% 

1.37 

1.57 

11.57 

4.9 

n 

•Hitachi/electrical  equipment 

Japan 

113% 

152^4 

105 1/4 

4.22E 

4.77 

26.8 

0.5 

n 

•Honda  Motor/autos,  motorcycles 

Japan 

27 

37'/! 

24% 

1.53E 

1.66 

17.6 

0.6 

n 

•Huntingdon  IntI  HIds/lab  services 

UK 

18% 

10V4 

10 

0.90 

1.13 

21.0 

1.2 

0 

•Hutchison  Whampoa/multicompany 

Hong  Kong 

5% 

8 

5 

0.49 

0.73 

12.0 

4.4 

n 

•Imperial  Chemical  Inds/chemicals 

UK 

80% 

S6V1 

67 

8.94 

9.11 

9.0 

5.6 

0 

•Instnunenurium/health  care  equip 

Finland 

14% 

15% 

11% 

1.79 

1.75 

8.0 

1.4 

o 

•Ito  Yokado/supcrstorcs 

Japan 

108'/^ 

133 '/8 

100 

3.91E 

4.20 

27.7 

0.5 

0 

•Jaguar/automobiles 

UK 

5% 

5% 

4 

0.27 

0.39 

20.8 

3.7 

0 

•Japan  Air  Lines/airlme 

Japan 

231% 

277 

186'/! 

2.10E 

2.47 

NM 

0.4 

0 

•Kajima/construction 

Japan 

140% 

187% 

86% 

1.65E 

1.95 

NM 

0.3 

0 

•Kirin  Brewery /beverages 

Japan 

129 

172% 

123% 

2.61 

2.53 

49.4 

0.4 

n 

•KLM  Royal  Dutch  Airlines/airline 

Netherlands 

23% 

23% 

15% 

3.10E 

3.53 

7.6 

3.2 

0 

•Kloof  Gold  Mining/gold  mining 

South  Ainca 

8W 

10 

7% 

0.34E 

0.31 

23.9 

5.5 

0 

•Komatsu/heavy-duty  equipment 

Japan 

178V4 

203'/! 

98% 

2.67E 

3.46 

66.8 

0.6 

n 

•Kyocera/ccramics,  electronics,  optics 

Japan 

75 

95% 

70% 

2.56E 

2.81 

29.3 

0.8 

0 

•LM  Ericsson/telecommunications 

Sweden 

83% 

83% 

37% 

3.85E 

5.45 

21.7 

1.7 

o 

•LVMH '/luxury  goods 

France 

119'/: 

154 

78% 

4.89E 

6.18 

24.4 

0.7 

o 

•Makiu  Electric  Works/electncal  tools 

Japan 

65% 

67V4 

52^4 

2.96 

3.26 

22.0 

0.9 

0 

•Maruiydepanment  stores 

Japan 

38 

44% 

36% 

1.03E 

1.19 

36.9 

0.7 

n 

•Matsushita  Elec  Indl/electronics 

Japan 

170 

230 

160% 

7.36E 

8.13 

23.1 

0.5 

n 

•Montedison  SPA/chemicals 

Italy 

15% 

16V* 

12% 

1.71 

1.66 

9.0 

1.2 

Prices  as  of  tunc  21.  1989      a  American  Sux.k  Exchange      ii   New  I'Drk  StiKk 
I.VMII  Mo<h  1  leiines.s\'  Louis  Vumon      NM  Nix  meaninftful  E:  estimate 
Sources  Itisiuuiional  Brokers  tslimaie  System  (IBES),  asenice  cf  Lynch.  Jones 

Exchange     0  c)ver-the<ounter 
6  Ryan;  Fokbes 

•  American 

Depositary'  Receipts. 

•Full  name 
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Exch 

Company/business 

Cotmtry 



recent 

Price 

52-week 
high    low 

EP! 

1988 

1988 
P/E 

Yield 

1989E 

n 

•Natl  Austtalia/bank 

Australia 

23% 

29 

22% 

$2.90 

$4.03 

8.2 

5.6% 

n 

•Natl  Westminster/bank 

UK 

28 

32% 

26% 

6.36 

6.45 

4.4 

5.8 

0 

•NEC/telecomm  equipment 

Japan 

68% 

88 

62 

1.40E 

1.72 

49.1 

0.2 

n 

0 

•News  Corp/newspapers,  broadcasting 

Australia 

24 

25% 

151/4 

2.29 

2.71 

10.5 

0.6 

•Nissan  Motor'automobiles 

Japan 

20% 

241/4 

141/2 

0.52E 

0.63 

40.1 

08 

0 

•Norsk  Data  AS/minicomputers 

Norway 

6'/8 

9% 

5 

-0.77E 

-0.02 

NM 

6.0 

n 

•Norsk  Hydro  AS/fertilizers,  oil,  gas,  metals 

Norway 

225/8 

27% 

14% 

2.54 

3.17 

8.9 

2.0 

n 

•Novo  Nordisk  AS '/chemicals 

Denmark 

461/2 

46% 

30% 

3.53 

3.52 

13.2 

1.1 

0 

•Pacific  Dunlop/multicompany 

Australia 

13% 

15% 

121/8 

1.00 

1.41 

13.9 

3.5 

0 

•Pharmacia  AB/chemicals 

Sweden 

20 

26 1/4 

17 

1.28 

1.73 

15.6 

1.0 

n 

•Philips  NV/elec  equip,  electronics 

Netherlands 

18 

19% 

14% 

1.89 

2.03 

9.5 

4.6 

n 

•Pioneer  Electronics/electronics 

Japan 

52'/8 

60 

441/4 

1.86 

2.10 

28.0 

07 

n 

•Plessey/telecommunications 

UK 

40'/2 

45% 

25 

2.68 

3.05 

15.1 

3.8 

n 

•Racal  Telecom/mobil  telecomm 

UK 

74'/4 

85% 

291/2 

087E 

1.45 

NM 

NM 

0 

•Rank  Organisation/leisure  services,  mfg 

UK 

15 

I61/2 

105/8 

1.25 

1.56 

12.0 

3.3 

0 

•Ratnets  Group/jewelry 

UK 

115/8 

135/8 

85/8 

1.18E 

1.39 

9.9 

6.4 

0 

•Reuters  Holdings/intl  news  services 

UK 

38 

40% 

23 

1.66 

2.28 

22.9 

1.3 

0 

•Rhone  Poulenc  SA/garden  prods,  chems 

France 

43 '/4 

481/2 

29'/8 

4.67E 

5.62 

9.3 

2.3 

n 

•Royal  Dutch  Petroleum/integrated  oil 

Netherlands 

61% 

661/2 

521/8 

5.98 

7.22 

10.3 

6.2 

0 

•Rustenburg  Platinum  Hlds/metal  mining 

South  Africa 

14'/2 

16% 

81/8 

.83 

1.00 

17.5 

5.3 

n 

•Saatchi  &  Saatchi/advertising 

UK 

14% 

221/2 

13% 

2.30 

1.68 

6.4 

7.0 

0 

•Saint  Helena  Gold  Mines/gold 

South  Africa 

7'/4 

9 

6% 

0.83 

0.38 

8.7 

14.1 

0 

•Santos/oil  &  gas 

Australia 

10'/2 

141/2 

lOVs 

0.81 

1.07 

13.0 

5.8 

0 

•Sanwa  Bank/bank 

Japan 

188!/8 

2241/2 

1561/2 

4.06E 

4.55 

46.3 

0.2 

0 

•Sanyo  Electric/electronics 

Japan 

31'/8 

355/8 

23% 

013 

0.39 

NM 

as 

n 

Schlumbetger/oilfield  svcs,  electronics 

Neth  Antilles 

385/8 

40% 

30% 

1.72 

1.95 

22.5 

3.1 

n 

Sea  Containers/maritime 

Bermuda 

721/4 

741/2 

22% 

5.87 

5.04 

12.3 

08 

0 

•Sekisui  Homes/construction 

Japan 

137V2 

147% 

1081/8 

4.16 

4.68 

33.1 

1.0 

n 

•Shell  Trans  &.  Trading/integrated  oil 

UK 

38% 

425/8 

325/8 

3.35 

3.89 

11.6 

6.2 

0 

•SKF  AB^earings  &  steel  prods 

Sweden 

22% 

23% 

11% 

l'.33E 

1.83 

17.2 

8.3 

n 

•Sony /electronics 

Japan 

53% 

59% 

37% 

1.72E 

2.11 

31.3 

0.5 

n 

Syntex/drugs 

Panama 

493/8 

541/2 

35 

2.52 

2.85 

19.6 

3.0 

n 

•TDK/audio  and  videotape 

Japan 

79 

81 

60 

2.83 

2.91 

27.9 

0.7 

1° 

•Telefonica  de  Espana/telecommunications 

Spain 

245/4 

25% 

21% 

1.75 

2.15 

13.9 

4.5 

0 

•Toyota  Motor/automobiles 

Japan 

38'/8 

44% 

34% 

1.70 

1.82 

22.5 

06 

n 

•Unilever  NV/multicompany 

Neth  Antilles 

641/4 

64% 

49% 

5.22 

5.88 

12.3 

3.3 

0 

•United  Newspapers/publishing 

UK 

131/2 

16% 

12% 

1.19E 

1.28 

11.3 

5.9 

0 

•Volvo  AB/automobiles 

Sweden 

65% 

751/4 

47% 

10.65E 

12.15 

6.2 

2.8 

0 

•WCRS  Group/advertising 

UK 

9 

9% 

6% 

0.85E 

0.96 

106 

1.7 

0 

•WPP  Group/advertising 

UK 

22 

261/8 

18% 

1.70E 

2.33 

12.9 

3.2 

Prices  as  of  June  21,  1989     a:  American  Stock  Exchange,     n:  New  York  Stock  Exchange,     o.  overthe<ounter. 

Industri  AS.     NM:  Not  meaningful.  E:  estimate 

Sources:  Institutional  Brokers  Estimate  System  (IBES),  a  service  of  Lynch.  Jones  &  Ryan;  Fokbes. 
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Personal  Selling  Poiver  Interview     (Continued  from  p.  20) 


Senate  resulted  in  an  unsuccessful  bid  for  governor  of  that 
state.  Now  he  has  concluded  it's  more  satisfying  to  be  at 
the  controls  of  his  magazine  where  he  can  tell  other 
people  what  they  ought  to  be  doing. 

Forbes  expresses  understandable  pride  in  his  maga- 
zine's slogan,  "Capitalist  Tool,"  which  pokes  good-na- 
tured fun  at  the  leftists  and,  at  the  same  time,  has  helped 
to  reverse  a  slur  on  the  name  of  free  enterprise. 

MSF:  That's  all  capitalism  is — free  enterprise — although 
at  one  time  it  was  an  epithet  flung  at  those  dubbed  robber 
barons,  like  Carnegie  and  Rockefeller.  Now  communist 
governments  are  eagerly  adopting  some  form  of  free  enter- 
prise to  bolster  their  collapsing  economies.  Britain  and 
France  are  divesting  business  into  private  hands  because 
they  run  it  better. 

PSP:  Since  selling  is  an  ongoing  mix  of  art,  science  and 
high  style  at  Forbes,  Inc.,  Chairman  Malcolm  has  much  to 
say  on  the  subject. 

On  the  Selling  Angle 

MSF:  In  selling,  your  product  has  got  to  have  differences 
that  are  perceived  and  real.  You've  got  to  fill  a  niche. 
You've  got  to  point  out  the  difference  as  a  plus.  It's 
infinitely  more  difficult  to  compete  selling  something  that 
isn't  better  or  isn't  far  less  expensive.  So  you've  got  to  have 
an  angle,  a  twist,  a  point  that  differentiates  you  and  then 
you've  got  to  make  the  most  of  it. 

On  the  Competition 

There  are  circumstances  where  you  don't  mention  your 
competition,  particularly  in  consumer  products.  But  when 
it's  a  limited  field  and  you  go  m  to  sell,  say,  a  copier  and 
you  have  to  differentiate  why  yours  is  better  than  the  one 
they  have,  you  have  to  mention  the  competition.  You've 
got  to  establish  how  you're  better.  And  then  you've  got  to 
close  the  sale  by  asking  for  the  order.  That's  an  old  chest- 
nut that  should  never  be  forgotten.  A  lot  of  salespeople  feel 
the  customer  will  get  the  message  by  osmosis. 
On  the  Team  Effort 

On  the  Highlander  we  entertain  anywhere  from  30  to  50 
CEOs  and  their  wives.  The  event  is  the  medium's  message 
bearer.  Nobody  makes  a  direct  pitch,  but  the  whole  thing 
is  a  pitch.  It's  a  group  sell  but  the  real  selling  is  done  one- 
on-one  when  the  salesman  with  the  account  calls  on  the 
agency  media  buyers,  the  account  executives,  and  the 
higher  men  in  the  hierarchy  call  on  the  directors. 

At  our  end  of  the  hierarchy  we  have  relationships  with  the 
chief  executives  that  we  can  call  when  it  involves  business. 
We  give  major  sales  luncheons,  dirmers  and  receptions. 
Sometimes  we  give  them  in  a  ballroom  with  a  film,  remarks 
by  me  and  forecasts  of  the  economy  by  my  son.  Everybody 
invited  is  either  in  the  advertsing  agency,  the  executive 
ranks  of  the  company,  the  vice  president  in  charge  of  sales. 


the  CEO,  agency  media  people  and  account  executives.  It's  a 
spectrum  where  the  whole  pitch  is  for  business. 

We  have  about  80  people  involved  in  selling  advertis- 
ing— that  includes  promotion  department,  all  the  people 
supplying  the  tools,  publisher's  office  and  the  hke.  It's  a 
team  effort  from  top  to  bottom. 

PSP:  The  Forbes  marketing  machine,  well  oiled  and 
heeled,  involves  far  more  than  the  deceptively  simple 
landscape  Malcolm  S.  Forbes  paints.  Taking  into  consider- 
ation the  world-renowned  host's  many  international  bal- 
looning and  motorcycling  pursuits  and  including  extended 
trips  like  the  1987  Amazon  River  expedition  aboard  the 
Highlander,  one  is  tempted  to  suggest  that  Malcolm  Forbes 
has  built,  not  an  economic  empire,  but  a  state  within  a 
corporation,  where  he  is  President,  Chief  of  Protocol  and 
Roving  Ambassador ,  all  rolled  into  the  guise  ofjovialhost. 

When  asked  if  sometimes  he  is  angered  when  things 
don't  go  his  way,  Forbes  answers  with  a  characteristic 
Scottish  practicality  that  tells  much  about  why  he  has 
come  so  far  with  such  success. 

MSF:  I  get  mad  in  the  sense  that,  if  we  didn't  do  it  this 
year  it  gets  red-tagged  with  how  we  missed  out  and  why 
we  missed  out.  And  when  we  go  after  them  next  year,  they 
become  a  real  target  zone.  That  doesn't  mean  we  always 
succeed.  Some  of  them  take  a  few  years.  But  the  rebuff  is 
never  lost.  It  just  means  they  get  twice  as  much  attention. 
Those  setbacks  have  to  give  you  more  energy. 

Of  course,  we  occasionally  lose  business  temporarily 
when  we  have  been  critical  editorially  of  a  company's 
policy.  People  are  human  and  they  react  by  saying,  "Can- 
cel my  advertising!"  Major  companies  aren't  usually  that 
stupid,  but  it  happens.  We  don't  try  to  do  anything  about 
that  except,  in  due  course,  we  point  out  that,  since  they're 
trying  to  reach  the  people  who  are  affected  by  what  we 
write,  it's  damn  foolish  not  to  be  presenting  what  they 
have  to  say  to  the  same  people. 

When  we  suffer  a  setback,  we  analyze  why  we've  been 
outsold  or  lost  the  business  and  then  we  try  to  identify  the 
source — the  person  who  said  "no."  Then  we  go  after  that 
person  to  come  for  lunch  in  the  townhouse,  to  sit  down 
with  our  people.  Or  we  invite  them  to  a  function  on  the 
Highlamhr  where  our  advertising  department  entertains 
people  while  the  boat  cruises  around  Manhattan. 

We  go  after  these  people  to  get  close  enough  to  find  out 
the  real  reasons  we  didn't  get — or  lost — the  business  and  to 
find  out  if  it's  a  reason  we  can  correct.  Nobody  who 
doesn't  analyze  the  rebuffs  can  be  a  successful  salesperson. 

The  easiest  thing  to  derail  salespeople  is  success.  Then 
they  forget  to  sharpen  the  pencil.  So  rebuffs,  in  many  ways, 
are  almost  as  valuable  as  the  order,  if  you  are  to  keep  honed 
up,  tuned  in,  turned  on. 
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Urgent  eleven-page  fax  from 

New  York,  11:04  p.m. 
The  Westin  Plaza,  Singapore. 


To  the  casual  observer,  it  may 
seem  like  a  simple  message  delivery. 
But  at  this  crucial  moment  one  deter- 
mines whether  a  hotel's  performance 
equals  its  promise. 

At  Westin  Hotels  &  Resorts,  we 
consider  this  the  moment  of  truth. 

What  sets  Westin  apart  are  the 
dedicated  people  who  aim  not  only 
to  fulfill  your  needs,  but  to  anticipate 
them.  People  who  respond  promptly 
to  any  request. 

Because  at  Westin,  whether  it's  a 
message  from  halfway  across  town,  or 
halfway  around  the  world,  we'll  deliver 
it  to  you  in  a  manner  that  is  at  once 
caring,  comfortable,  civilized. 

Even  at  the  eleventh  hour. 


vLSTIN 

Hotels  8^  Resorts 


■  irOfd  consultant  or  800-228-3000.  Acapulco  ■  Atlama  ■  Atlanta  iBuckheadi  ■  Boston  •  Calgary  •  Cancun  •  Chicago  •  Chicago  lOHarel  •  Cincinnati  •  Dallas  •  Denver  •  Detroit 
•  El  Paso  ■  Ft.  LaTiderdale  ■  Guadalajara  ■  Guatemala  City  •  Hilton  Head  Island  •  Hong  Kong  •  Houston  •  Indianapolis  •  Island  of  Hawaii  •  Ixtapa  •  Kansas  City  •  Kauai  ■  Kvoto  •  Los  Angeles 
la  •  Manzanillo  •  Maui  •  Mazatlan  •  .Mexico  City  •  .Monterrey  •  New  Orleans  •  New  York  •  Orange  County  ■  Orlando  •  Ottawa  •  Phoenix  •  Pittsburgh  •  Portland  •  Puerto  Vallarta  •  Pusan  •  Saltillo 
■rancisco  •  San  Francisco  .Airport  •  San  Salvador  •  Seattle  •  Seoul  •  Shanghai  -  Singapore  •  Tokyo  •  Toronto  •  Tucson  •  Tulsa  •  \'aii  •  Vancouver  •  Washington.  D.C  •  Winnipeg 
'fers  of  United  Airlines  Mileage  Plus.  Air  Ciaidi  Aeroplan  and  USAir  Frequent  Traveler  programs  earn  miles  at  participating  Vistin  Hotels  &  Resorts. 


The  Right  Kind 
of  Diversity 


I 
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Transportation  and  Waste  Services  Trains  and  ships  exchange 
traffic  at  our  Montreal  container  terminal,  a  prime  example  of  synergies  that 
exist  among  our  broadly-based  rail,  ship  and  truck  services. 
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Real  Estate  and  Hotels  Marathon 
Realty  has  28  million  square  feet  of 
leasable  space  in  shopping  centers, 
office,  industrial  and  aviation  buildings 
in  Canada  and  the  United  States. 


Energy    Our  oil  and  gas  company, 
PanCanadian  Petroleum,  has  working 
interests  in  eight  million  net  acres  sup- 
ported by  an  aggressive  exploration, 
development  and  acquisition  program. 


Forest  Products    Our  newsprint, 
pulp,  paperboard  and  packaging, 
white  paper,  tissue  and  lumber 
products  make  us  one  of  Canada 's 
largest  integrated  forest  products 
companies. 


[ 

Bi 

or 


Manufacturing   Packaging  and  processing 
equipment,  such  as  these  valves  for  the  beverage 
industry,  is  a  major  business  activity  for  our 
U.S.-based manufacturer,  AMCA  International. 


Focused  on  Strong  Core  Businesses 


Diversity  is  one  of  our  strengths  at  Canadian 
Pacific— the  right  kind  of  diversity. 

We  have  major  positions  in  basic  industries: 
transportation  and  waste  services,  energy,  forest 
products,  real  estate  and  hotels,  and  manufacturing. 
We  have  a  broad  geographic  base  in  North  America 
and  serve  markets  around  the  world.  And  we  have 
restructured  our  businesses  to  make  us  less 
vulnerable  to  economic  cycles. 

We  have  the  management  skills  and  the  financial 
flexibility  to  expand  these  businesses,  to  exploit 


their  inherent  competitive  advantages,  and  to 
develop  the  natural  synergies  among  them. 

This  is  producing  higher  returns  and  better  quality 
earnings  for  our  shareholders.  And  that's  our  goal 
at  Canadian  Pacific. 

For  more  information  about  how  we  are  pursuing 
our  goal,  contact:  Vice-President  Investor  and 
Industry  Relations,  Canadian  Pacific  Limited, 
P.O.  Box  6042,  Station  A,  Montreal,  Quebec, 
Canada  H3C  3E4. 


Canadian  Pacific  Limited 


The  ForbesAVUshire  5000  Review 


Edited  by  Steve  Kichen 
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Market  value  of  Wilshiie  5000 
$3,028.9  billion  as  of  6/28/89 


.Wilshire  5000  equity  index' 

The  total  price  of  all  stocks  for 
.which  daily  quotations  are 
available,  weighted  by  market  value 


Dow  Jones 
industrial  average 

The  total  price  of  30 
blue-chip  industrial  stocks, 
adjusted  to  reflect  splits. 
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■2000 


Dow  Jones 
P/E':  11.5 


•Capitalization  weighted 
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O  o  Percent  change  in  last  two  weeks. 
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Back  to  the  starting  line.  Blue-chip  stocks  ran  around  in 
circles  during  the  recent  ten-day  trading  period.  After 
gaining  50  points  on  June  23,  the  Dow  lost  20  and  22 
points  on  June  26  and  28,  respectively,  finishing  the  two 
weeks  virtually  unchanged.  The  overall  market,  as  mea- 
svured  by  the  Wilshire,  moved  0.4%  higher. 

Charles  LaLoggia,  editor  of  the  Special  Situation  Re- 
port, is  not  bullish.  He  thinks  we  are  already  in  a  recession 
and  surmises  that  cvurent  economic  conditions  are  worse 


than  those  prior  to  the  crash.  LaLoggia,  based  in  Roches- 
ter, N.Y.,  points  to  the  weak  housing  and  auto  markets, 
the  drop  in  the  index  of  leading  economic  indicators  and 
the  contracting  money  supply.  He  says,  "The  same  econo- 
mists who  are  saying  there  will  be  no  recession  will,  in  the 
next  four  months,  point  back  to  the  first  quarter  as  the 
beginning  of  the  recession."  LaLoggia  predicts  that  within 
the  next  12  months  the  Dow  will  fall  to  1700,  or  about 
where  it  was  at  the  end  of  the  crash. 


Closeup  On  the  Equity  Markets 


Performaiiee  of  six  leading  indexes 

Percent  change 

Wilshire 
5000 

Forbes 
500^ 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

inlast  4  weeks 

1.5 

1.7 

1.0 

1.7 

2.6 

-0.3 

in  last  52  weeks 

18.6 

18.5 

18.0 

18.8 

19.2 

13.6 

Stock  performance  based  oo  six  h^  investor  yardsticks' 

Percent  change 

Company  size 

Volatility" 

P/E  multiple 

Dividend  yield 

Growth  profile' 

Share  price 

large 

small 

high 

low 

over  21 

imder8 

over  4.5% 

none 

high 

low 

over  $34 

under  $5 

in  last  4  weeks 

1.7 

3.5 

-0.9 

1.6 

-0.2 

1.1 

1.6 

0.5 

0.0 

1.1 

1.8 

1.9 

in  last  52  weeks 

20.5 

25.4 

10.2 

11.2 

24.9 

13.2 

5.5 

20.1 

14.2 

15.1 

23.0 

8.8 

'Wilshire  index  reflects  price  performance.  It  differs  slightly  from  market  value  of  outstanding  stocks  because  of  retirements  of  equity  since  index  was  created.  ^Based  on  sales. 
'Equal  weighted  indices  containing  all  shares  with  market  capiulizations  over  $10  million.^A  stock's  sensitivity  to  overall  market  movement.  High-volatihty  issues  have  wide 
price  fluctuations,  low-volatiUty  issues  are  more  stable.  'A  quantiutive  evaluation  of  a  stock's  growth  unage,  determined  by  Wilshire  Associates. 

Note:  All  data  for  periods  ending  6/28/89.  Prepared  by  Wilshire  Associates,  Sanu  Monica,  Calif.  ^'"  '*^" 
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Where  the  Action  Is 


The  appeal  of  oil  service  stocks.  Given  opec's  recent 
harmony  and  the  prospect  of  firmer  oil  prices,  money 
managers  tailored  their  portfolios  for  second-quarter  re- 
ports by  shifting  funds  into  energy  issues.  As  usual,  it 
came  at  the  expense  of  technology  stocks.  The  energy 
sector  advanced  2.5%  in  the  last  ten  days.  Oil  service 
stocks,  which  are  very  sensitive  to  energy  prices,  were  the 


main  beneficiaries.  Baker  Hughes,  Halliburton  and  Rowan 
each  moved  up  more  than  10%.  The  eight-year  oil  service 
shakeout  has  left  fewer  companies  to  prosper  when  the 
good  times  resume.  PaineWebber's  James  Carroll  is  bull- 
ish on  Schlumberger,  Baker  Hughes,  Rowan  and  Odeco. 
He  advises  avoiding  the  more  speculative  ones  like  Tide- 
water and  Smith  International. 


Percent  change  in  last  52  weeks  0<!>  Percent  change  in  last  2  weeks 


Capital  goods 

+  50 

<^ 

0                   ^-^      >        ^ 

-25 

1  1  1  1  1  1  1  1  1  1  1  1  1  1 

1  1  1  1  1  1  1  1  1  1  1  1 

'88 

'89 

Energy 

*'"  -^ 

.     -    ■        -N^ 

-25 

1 1  1   1  1 

1   1  1  1  1  1  1  1  1  1 

'88                    '89                                    1 

Technology 


+  50 


-25 


I' I   I   I   I   I   I   I   III   I   I 


Consumer  durables 
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Finance 
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Consumer  nondurables  and  services 
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What  the  Analysts  Think 


Technology  blackout.  Analysts  continue  to  forecast  lower 
earnings  for  the  technology  sector.  One  exception  was 
Amgcn;  analysts  raised  1989  eammgs  estimates  for  the 


biotech  company  12%,  to  73  cents.  Amgen  recently  re- 
ceived approval  to  market  Epogen,  its  anti-anemia  drug. 
Caution:  it  trades  at  a  lofty  62  times  estimated  earnings. 


Voraeastiiig  the  Vorb«s  Sales  500 


Performance 
period 


Average 

earnings  per 

share 


P/E 


latest  12  months  $3.34         13.1 

1989  estimates  3.77         11.6 

1990  estimates  4.11  10.6 


Rank  based  on 
change  in  estimate               Sector 

Estimated  1989 
EPS             P/E 

%  change  in  1989  estimate 
in  2  weeks       in  4  weeks 

1                        Energy 

S3.33 

12.0 

0.59  % 

1.37% 

2                         Ulilitics 

3.02 

11.9 

-0.08 

-0.21 

3                         Capital  goods 

2.99 

13.3 

-0.09 

-0.24 

4                         Consumer  nondurables 

2.60 

15.4 

-0.34 

-0.45 

S                         Raw  materials 

3.41 

9.6 

-0.36 

-0.51 

6                          Consumer  durables 

3.49 

10.9 

-0.38 

-1.04 

7                          Transportation 

2.75 

11.5 

-0.49 

-1.74 

8                          Finance 

3.49 

9.7 

-0.53 

-0.82 

9                       Technology 

3.08 

11.9 

-0.91 

-1.78 

A.xuoH.',  .uc  capiializjtion-wcightcd  cunscnsus  estimates  from  over  3,000  secunty  analysts.  Dau  arc  compiled  and  updated  contmualiy  by  the  Instituuonal  Broker-, 
•tern  IIUESI,  a  service  ot  Lynch,  lones  &  Ryan,  a  New  York-based  brokerage  firm 
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Dow  has  a  brighter  future  zipped  up  tiglit. 

^bii  dont  become  a  13  billion  dollar  interest  rales  in  times  like  these  can  make  a 
eompan\  \\ ithout  learning  to  manage  risk,  big  difference  in  Noiir  borrowing  costs.  And 
\\  ithoiit  recognizing  that  a  sunny  future  isn't     you  dont  haw  to  be  a  billion  dollar  company 


al\va\  s  in  the  bag. 

The  Dow  (iiemical  (Company  finances 


to  do  it. 

Soon,  the  (^ihicago  Mercantile  I^xchange 


some  of  its  growth  with  short-term  commer-    will  trade  interest  rate  futures  and  options 


cial  paper  lliex  need  to  limit  their  exposure 
to  interest  rate  rises,  like  a  lot  of  smart  com- 


nearh  2^  hours  a  da\.  Afterhours  trades  will 
be  through  (.l.()Bi:\;"  the  worldwide,  com 


panics.  the\  use  futures  and  options  on    jo^i^^s^      puter-based  electronic  marketplace.  Look 


the  Chicago  Mercantile  Kxchange  to 
manage  interest  rate  risk.  Hedging 


into  futures  and  options  at  theCMI-.VXe 
help  smart  businesses  manage  risk. 


CHICAGO  MERCANTILE  EXCHANGE' 

lntt-ii).ilion.)l  Mon(*l.ir\  IVI.iiUct*  Index  .ind  Option  M.iikcl 

The  Exchange  of  Ideas 

1-800-331-3332  (IS)     01-92(Mr22  (1-urope)     03-S95-2251  ( Pacific) 


Who  said 
engineers  can't  dream? 


a  Today  change  is  so  swift  and 
relentless  in  the  techno-societies 
that  yesterday's  truths  suddenly 
become  today's  fictions...  J  J 

Alvin  Toffler 
Author  of  Future  Shock' 


A  computer  that  prints  what  you 
say  when  spoken  to;  a  train  that 
floats  silently  through  cities;  a  soft- 
ware program  that  creates  soft- 
ware programs. 

These  are  the  stuff  of  dreams. 
Engineer  dreams.  Creations  in  a 
world  where  nothing  exactly  tike 
them  existed  before. 


Salellites.  automation,  magnetic 

AEG  IS  a  company  built  on 
realistic  dreams  like  these,  with 
approximately  $7  billion  in  sales 
around  the  world.  We  are  helping  to 
make  the  future  come  true  for  indus- 
tries that  range  from  metals  tech- 
nology and  food  processing  to  NASA 
and  automobile  manufacturers. 

AEG  companies  and  affiliates 
like  MODICON,  Promod  and  Sep- 
tor  Electronics  help  to  program, 
monitor  and  control  automated 
production;  AEG  Westinghouse 
Transportation  Systems  builds 
energy-saving,  pollution-free  trains 
for  the  world's  expanding  cities. 

MODCOMP  has  just  intro- 
duced a  new  generation  of  real- 
time computers  that  offers  new 
levels  of  control  and  management; 
AEG  Power  Tools  makes  high  qual- 
ity tools  for  industrial  users  and 
contractors.  And  AEG  Olympia  is 
delivering  state-of-the-art  office 
equipment  while  designing  new 
modes  and  machines  for  the  infor- 
mation needs  of  tomorrow. 


levitation.  High  technology  from  the  minds  olAEG  engineers 

Who  said  engineers  can't 
dream?  Or  make  dreams  come 
true?  Every  day,  a  new  barrier  is 
broken,  a  new  myth  exploded.  As 
the  world  cascades  into  the  21st 
century,  engineer  dreams  are  there 
waiting,  making  tomorrow  possible 
and  the  days  to  come  filled  with 
potential. 

We're  AEG.  Innovative  tech- 
nology for  the  changing  worlds  of 
business,  industry  and  transporta- 
tion. Let  your  dreams  become  our 
inspiration.  For  more  information  call 
Diane  Zediker  at  (201)231-8405, 
or  write  to  Kurt  Wiedenhaupt,  Presi- 
dent, AEG  Corporation,  3140  Route 
22,  Box  3800,  Somerville,  NJ  08876- 
1269.  Our  business  is  the  future. 

c  1986  AEG    'Reprinted  by  permission  of  Curtis 
Brown.  Ltd   Copyright  ?   197O  by  AlvIn  Toffler. 
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In  today's  tax-exempt  market,  intermedi- 
ates, not  long-term  bonds,  may  be  the  best 
way  to  speculate  on  lower  interest  rates. 

YIELD  CURVE 
STRATEGIES 


By  Ben  Wdi>eniiaii 


As  a  rule,  when  interest  rates  fall, 
the  best  capital  gains  go  to  holders 
of  the  longest-maturity  bonds.  But 
we  are  now  in  an  anomalous  envi- 
ronment in  which  that  general  rule 
probably  won't  hold.  I  believe  that 
in  the  tax-exempt  market  the  best 
returns  over  the  next  year  will  be  on 
intermediate-term  bonds. 

The  second  half  of  this  column 
will  address  another  paradoxical  re- 
sult: the  fact  that  callable  bonds  can 
be  excellent  buys.  Readers  of  this 
column,  which  has  frequently 
warned  of  bond  call  perils,  may  find 
this  recommendation  surprising. 
But  there  are  good  reasons  for  it. 

First,  the  intermediates.  The  bull- 
ish case  for  any  bond  is  an  expecta- 
;tion  that  interest  rates  will  decline, 
pushing  the  price  of  the  bond  up  and 
providing  a  capital  gain.  However, 
there  is  an  anomaly  in  the  capital 
markets  complicating  this  simple 
reaction.  That  anomaly  is  that  the 
yield  curve  is  unusually  flat  right 
now.  Yields  on  30-year  bonds  are 
scarcely  better  than  those  on  10- 
year  bonds. 

What  would  happen  if  interest 
rates  fell?  It's  quite  likely  that  the 
yield  curve  wouldn't  fall  by  the 
same  amount  everywhere.  Instead, 

Ben  Weberman  is  a  contributing  editor  of 
Forbes  magazine. 


it  might  pivot  about  a  point  near  the 
right-hand  end  of  the  maturity  spec- 
trum. Thus,  you  could  see  yields 
falling  on  short-  and  intermediate- 
term  bonds,  while  they  hold  steady 
or  even  increase  a  little  bit  at  the 
long  end. 

The  municipal  yield  curve  is 
more  upward- sloping  than  a  few 
months  ago,  but  is  still  a  lot  flatter 
than  the  historical  norm.  Prime 
quality,  one-year  general  obligation 
munis  were  yielding  5.9%  on  June 
22,  according  to  Salomon  Brothers, 
against  6.9%  for  30-year  issues.  But 
as  recently  as  1987,  the  spread  be- 
tween the  one-year  and  the  30-year 
issues  was  3.5  percentage  points. 

The  curve  will  revert  to  a  more 
normal  shape  when  economic 
growth  has  slowed  and  the  Federal 
Reserve  has  backed  off  a  bit  more 
from  its  tight-money  stance  of  last 
winter.  (When  the  Fed  pulls  in  the 
money  reins,  it  sends  short-term  in- 
terest rates  up  while  reassuring 
long-term  investors  that  inflation 
will  be  kept  under  control.  Lower 
inflation  expectations  lower  long- 
term  interest  rates.) 

If  the  curve  reverts  to  a  steeper 
slope,  then  the  best  returns  to  inves- 
tors will  come  from  the  five-to-ten- 
year  maturity  sector.  Why?  While 
yield  declines  would  be  greatest  on 
the  shortest  maturities,  the  capital 
gains  would  not  necessarily  be 
greatest  there.  That's  because  the 
price  action  is  a  product  of  two  fac- 
tors: duration  and  change  in  yield. 
The  duration  of  a  bond  is  calculated 
from  a  fairly  complicated  formula, 
but  suffice  it  to  say  that  the  longer 
the  bond  (other  things  being  equal), 
the  longer  the  duration. 

In  short,  total  return — which  in- 
cludes both  the  coupon  and  price 


appreciation — should  be  greatest 
somewhere  in  the  middle  of  the  ma- 
turity spectrum. 

Buy  a  30-year  municipal  paying 
6.9%  and  that  is  close  to  the  total 
return  you  will  get  over  the  next 
year.  Buy  a  five-year  obligation  pay- 
ing 6.4%  and  you  could  easily  get  a 
three-point  price  appreciation  in  the 
coming  year  on  top  of  the  coupon 
return,  giving  you  a  total  return 
close  to  10%. 

Now,  about  those  callable  bonds. 
By  and  large,  call  provisions  are  bad 
news.  They  enable  issuers  to  snatch 
a  high-yielding  bond  away  from  the 
investor  after  yields  have  declined. 
But  there  are  some  callable  bonds 
outstanding,  now  approaching  their 
first  call  dates,  that  make  excellent 
short-term  investments. 

Take  the  Municipal  Assistance 
Corp.  IOV4S  of  2000.  The  bonds  are 
trading  at  106.  Although  the  hard- 
to-find  bonds  come  due  in  2000,  the 
New  York  State  bond  authority  has 
the  right  to  call  them  for  redemp- 
tion, starting  in  July  1990  at  102. 
Buy  the  bond  at  the  current  premi- 
um price  and  you  will  take  a  four- 
point  hit  to  capital  when  the  bond  is 
paid  off  in  a  year. 

But,  it  turns  out,  the  early  re- 
demption will  not  be  too  bad.  Over 
a  one-year  period,  the  investor  re- 
ceives tax-free  interest  of  10%% 
and  gives  up  four  points  of  price  for 
an  effective  bond-equivalent  return 
of  6.4%.  The  total  return  is  a  half 
percentage  point  better  than  that 
available  on  prime-quality  one-year 
obligations,  which  typically  would 
combine  a  par  price  of  100  with  a 
5.9%  coupon.  The  lO^As  mac  of 
2000  issue,  by  the  way,  has  been 
prerefimded  with  U.S.  Treasury  col- 
lateral, making  it  credit-safe. 

John  MacDonald  of  Dougherty, 
Dawkins  in  Minneapolis  favors  the 
AAA-rated  Minneapolis  obligation 
that  came  to  market  in  1981  with  a 
10%%  coupon.  It  will  almost  cer- 
tainly be  called  in  1991  at  par.  Trad- 
ing at  lOSVa,  the  bond  yields  6.4%  to 
first  call  date,  30  basis  points  more 
yield  than  on  a  current  coupon  AAA 
maturing  in  1991.  The  only  risk  is 
that,  within  the  next  two  years, 
long-term  muni  rates  approach 
10%%,  so  that  the  city  leaves  the 
bond  outstanding.  That  is  a  very 
remote  risk.  Traders  call  bonds  like 
this  one  "cushion  bonds,"  since 
they  are  largely  immune  to  run  ups 
in  interest  rates.  One  final  point: 
The  capital  loss  on  a  called  muni  is 
not  deductible.  ■ 
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In  looking  at  stocks  globally,  one  coun- 
try stands  out  both  for  its  low  valuations 
and  for  its  excellent  business  conditions. 

RIGHT  UNDER 
YOUR  NOSE 


By  Kenneth  L.  Fisher 


Which  foreign  stock  market  is  the 
best  bet  now?  None.  I  say  stick  with 
the  American.  Yet  each  year  fewer 
folks  here  invest  in  individual 
American  stocks. 

At  the  same  time,  buying  globally 
is  fashionable.  Witness  the  gush  of 
new  "packaged"  mutual  funds  in 
this  area — and  even  the  dozens  fo- 
cusing on  single  countries,  and 
many  of  them  not  the  world's  big- 
gest or  most  industrially  successful 
countries.  In  the  seemingly  sophis- 
ticated institutional  world,  most 
large  pension  funds  have  jumped 
overseas  with  both  feet. 

They  fool  themselves  into  think- 
ing they  are  reducing  risk  by  diversi- 
fying by  geography.  Know  it  or  not, 
what  they  are  doing  is  the  ever  dan- 
gerous game  of  chasing  prices — in 
this  case  the  vastly  superior  gains  in 
the  1980s  of  foreign  stock  markets 
relative  to  ours. 

This  passion  for  investing  abroad 
is  no  different  from  any  other  mar- 
ket mania.  All  of  them,  from  the 
days  of  tulipomania  and  the  South 
Sea  Bubble  to  now,  have  been  dis- 
guised as,  and  supported  by,  some 
form  of  sophisticated  poppycock. 
Like  this:  Japanese  stocks  are  a  bar- 

Ketinetl}  I.  l-isljer  k  a  Woodside,  Calif -hosed 
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gain  at  60  times  earnings  because 
their  accounting  is  more  conserva- 
tive than  ours  and  understates 
their  results. 

Not  only  is  that  untrue  in  aggre- 
gate, it's  patently  silly  and  fails  to 
account  for  history  and  for  the  ex- 
plosive tripling  in  Japanese  p/es  in 
the  last  seven  years,  while  ours 
merely  have  treaded  water. 

Rather  than  being  an  argument 
for  owning  Japanese  stocks,  this 
should  be  an  argument  for  owning 
U.S.  stocks:  Ours  have  lower  p/es. 

But  the  trend  extends  beyond  the 
Japanese.  These  days  America  rare- 
ly gives  itself  its  due  relative  to  for- 
eigners. When  I  was  a  kid,  we  be- 
lieved America  was  the  world's  best 
at  everything.  Now,  it  seems,  we 
count  our  inferiorities  instead  of 
our  strengths,  whether  educational, 
mercantile,  moral  or  political. 

Why  this  American-bashing 
mood  among  U.S.  investors?  Lots  of 
reasons,  none  of  them  very  good. 
Perhaps  it  erupted  in  reaction  to 
guilt  over  racism  and  domestic  pov- 
erty and  a  lousy  war  in  the  1960s.  It 
was  certainly  fueled  by  Watefgate 
and  corporate  kickback  scandals  in 
the  1970s.  And  more  recently  by  an 
unending  stream  of  misguided  me- 
dia drivel  about  our  "twin"  trade 
and  budget  deficits,  not  to  mention 
insider  trading. 

What  all  this  nonsense  about  U.S. 
weakness  overlooks  is  that  we 
Americans  are  far  and  away  the 
world's  best  marketers.  No  one  else 
comes  close.  The  marketing  feature 
that  distinguishes  us,  and  gets  too 
little  press,  is  the  Yankee  mer- 
chant's ability  to  anticipate  mar- 
kets and  innovate  based  on  market 
feedback.  In  a  capitalistic  world,  in- 
novation  is   the   only   real   future. 


While  our  schools  may  not  turn  out 
the  best  engineering  students  and 
we  may  not  always  be  the  low-cost 
producer,  or  the  quality  producer, 
virtually  every  major  product  or  ser- 
vice feature  innovation  comes  from 
America.  The  entrepreneur  with  a 
dreamlike  idea  and  more  courage 
than  currency  is  an  almost  com- 
pletely American  phenomenon. 

Whether  microcomputers,  com- 
puter software,  fast-food  restaurant- 
ing  or  services  such  as  the  one  Fed- 
eral Express  pioneered — innova- 
tions spring  from  America.  Ditto  for 
another  aspect  of  marketing — retail 
distribution.  Whether  it's  the  Toys 
"R"  Us  or  Home  Depot-like  super- 
stores, or  distributed  discounting 
such  as  Wal-Mart  pioneered,  Ameri- 
ca leads  and  others  follow. 

So,  whether  you  look  at  p/e  ratios 
or  marketing  ability,  the  U.S.  is  a 
good  place  to  invest. 

Some  people  will  tell  you  that 
investing  abroad  will  protect  your 
portfolio  against  a  market  crash 
here.  Ask  them  what  happened  after 
Oct.  19,  1987.  The  debacle  was 
worldwide.  The  big  busts  have  al- 
ways happened  globally. 

Finally,  you  can  learn  lots  about 
American  stocks  because  you  are 
here.  But  it  is  hard  to  get  the 
straight  skinny  on  foreign  stocks. 
Two  of  my  favorite  columns  (Jan.  9 
and  Feb.  6)  detailed  the  need  to 
cross-check  Wall  Street  ideas  with 
Main  Street  reality.  In  America  you 
can  talk  around  and  get  the  low- 
down.  So  I'll  bet  on  American 
stocks,  where  the  valuations  are 
lower,  where  the  innovation  is 
higher  and  never-ending,  and  where 
you  can  dig  deeper  and  understand 
more  about  what  you  are  doing. 

Which  American  stocks  would  I 
focus  on  now?  As  always,  I'm  price- 
conscious  and  like  below-average 
majrket  valuations  combined  with 
above-average  quality  firms. 

A  dominating  pioneer  like  Federal 
Express  (43)  gives  you  both.  While  it 
sells  at  only  minor  discounts  to  the 
market's  average  price/earnings  or 
price/sales  valuations,  its  quality  is 
far  above  average. 

Toro  (21 )  dominates  the  relatively 
staid  mower  business  and  sells  at  a 
p/e  of  10  and  at  35%  of  annual  sales. 

Applied  .Magnetics  (12)  is  the  domi- 
nant leader  in  recording  heads  for 
disk  drives,  with  one-third  of  the 
market.  It  is  also  cheap  at  ten  times 
earnings  and  only  a  hair  above  book 
value.  Buy  American.  It's  right  un- 
der your  nose.  ■ 
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portfolio  is  treated  like  this, 

consult  us. 
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Many  financial  institutions 
can  manage  your  portfolio.  But 
getting  a  variety  of  specialized 
services  you  may  need,  and 
want,  is  another  matter. 

That's  why  we  created  the 
Merrill  Lynch  Consults™  Service, 
to  make  available  to  you  individ- 
ualized portfolio  management, 
along  with  other  related  services. 

Your  Merrill  Lynch  Financial 
Consultant  can  work  with  you  to 
help  identify  your  investment 
oh^ectives  and  the  degree  of  risk 
you're  willing  to  take.  Then  they'll 
help  identify  a  portfolio  manager, 
from  among  those  participating 
in  our  service,  whose  experience 
and  philosophy  match  your 
objectives. 

You'll  also  receive  a  detailed 
quarterly  performance  evaluation 
which  you  can  review  with  your 
Financial  Consultant,  along  with 
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monthly  account  statements.  You 
can  use  this  information  to  redi- 
rect the  efforts  of  your  individual 
portfolio  manager,  if  necessary 
And,  if  you  have  any  questions, 
you  can  call  your  portfolio  man- 
ager directly 

The  Merrill  Lynch  Consults 
Service  is  part  of  our  ongoing  com- 
mitment to  meet  our  client  needs. 


For  more  information,  and  help 
with  a  risk  evaluation,  return  the 
coupon.  Or,  for  a  faster  response, 
call  us  or  your  Financial  Consul- 
tant today 

Merrill  Lynch.  For  the  services 
you  deserve. 

1800  637-7455,  ext.  5874 
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Mail  to;  Merrill  Lynch,  Pierce,  Fenner  and  Smith  Inc.,  Response  Center, 
P.O.  Box  30200,  New  Brunswick,  NJ  08989-0200 

Please  send  me  more  information  about  the  Merrill  Lynch  Consults™  Service. 

Name 
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Home  PtioneL 


_Zip_ 
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Merrill  Lyncfi  customers,  please  give  the  name  and  location  of  your  Financial  Consultant. 
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The  Dow  Theory  is  still  one  of  the  most 
followed  technical  guides  to  the  stock 
market.  The  problem  is  how  to  interpret  it. 

BULL?  OR  BEAR? 


By  Mark  Holbert 


When  IS  a  buy  signal  not  a  buy  sig- 
nal? When  It's  issued  by  the  venera- 
ble Dow  Theory. 

According  to  Market  Logic,  edited 
by  Norman  Fosback  and  Glen 
Parker,  the  Dow  Theory  flashed  a 
buy  signal  on  Feb.  16,  1988.  But 
according  to  Richard  Russell's  Dow 
Tbeon'  Letters,  the  Dow  Theory  has 
been  bearish  since  Oct.  15,  1987! 

These  services  aren't  ne'er-do- 
wells,  either.  My  Hulhert  Hriancial 
Digest  monitoring  service  shows 
that  Richard  Russell  is  one  of  the 
select  group  of  market  timers  who 
have  beaten  a  buy-and-hold  since 
1980.  An  investor  who  switched  be- 
tween the  NYSE  Composite  and 
T  bills  on  Russell's  signals  gained 
202.1%  over  the  past  nine  years, 
compared  with  173.9%  for  the  mar- 
ket itself.  Market  Logic  has  per- 
formed even  better,  gaining  214.8% 
over  the  same  period. 

Wnat  kind  of  theory  allows  for 
such  diffenng  interpretations?  The 
Dow  Theory  is  named  after  Charles 
Dow,  who  introduced  it  in  a  series 
of  Wall  Street  Jtjuntal  editorials  near 
the  turn  of  the  century.  Dow  fo- 
cused on  the  action  of  just  two  mar- 
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ket  averages,  the  Dow  Industrials 
(dji)  and  the  Dow  Transports  (djt). 
And  he  placed  particular  emphasis 
on  how  those  averages  behave  fol- 
lowing secondary  reactions. 

A  secondary  reaction  occurs 
when  the  market  partially  reverses 
itself  after  a  strong  move  in  one 
direction.  Thus  if  a  major  drop  in 
the  average  were  followed  by  a  rally 
that  partly  retraced  the  drop,  this 
would  be  a  secondary  reaction — sec- 
ondary to  the  main  trend. 

The  Dow  Theory  studies  these 
reactions  to  figure  out  whether  they 
may  represent  a  genuine  reversal. 
Suppose  there  has  been  a  rally  in  a 
long  bear  market;  this  rally  marks 
an  end  of  the  bear  market  if  two 
things  occur.  First,  in  their  subse- 
quent decline,  at  least  one  of  the 
two  Dow  averages  must  hold  above 
its  previous  low.  And  second,  both 
subsequently  must  surpass  their 
previous  rally  highs. 

But  Dow  left  lots  of  room  for  ar- 
gument. Such  as:  How  large  must  a 
secondary  reaction  be?  And  how 
much  time  do  the  averages  have 
after  a  secondary  reaction  to  recon- 
firm the  original  primary  trend?  Af- 
ter all,  countertrend  movements  oc- 
cur every  day.  So  not  just  any  sec- 
ondary reaction  will  do. 

Richard  Russell  thought  that  the 
preconditions  for  a  Dow  Theory  sell 
signal  were  met  prior  to  the  1987 
crash.  Following  the  Aug.  25  high,  a 
secondary  correction  lasted  until 
Sept.  21.  In  their  subsequent  rally 
up  to  Oct.  2,  both  the  dm  and  djt 
failed  to  surpass  their  Aug.  25  highs. 
And  on  Oct.  15,  both  averages 
closed  below  their  Sept.  21  lows — 
triggering  a  sell  signal. 

But  some  Dow  Theorists  dis- 
agreed with  Russell,  as  1  pointed  out 


in  Forbes  at  the  time  CNov.  30, 
1987).  According  to  them,  Russell 
hadn't  given  stocks  enough  time 
following  their  Sept.  21  low  to  see  if 
they  could  surpass  their  old  highs. 
The  rally  that  did  occur  lasted  just 
nine  trading  sessions,  short  of  the 
three-week  minimum  that  they 
claimed  was  the  traditional  defini- 
tion. So,  while  Russell  got  credit  for 
getting  out  prior  to  the  crash,  not 
everyone  agreed  that  the  bull  mar- 
ket was  over. 

Subsequent  events  seem  to  have 
supported  these  bullish  Dow  Theo- 
rists, as  the  DJI  has  since  recovered 
all  but  a  couple  hundred  of  its  1,000- 
point  drop.  But  Russell  is  sticking  to 
his  guns.  He  believes  it  is  very  bear- 
ish that  the  dji  has  not  joined  the 
DJT  in  making  a  new  alltime  high.  A 
buy  signal  wouldn't  occur,  he  says, 
until  and  unless  it  does  so. 

Fosback  and  Parker,  however,  ar- 
gue that  a  Dow  Theory  buy  signal 
does  not  require  the  averages  to 
make  alltime  highs.  A  buy  signal 
requires  only  that  both  averages 
surpass  their  previous  reaction 
highs,  which  has  happened  already. 

Russell's  antagonists  argue  that 
his  stringent  tests  are  so  rigid  as  to 
make  the  Dow  Theory  worthless. 
They  would  prevent  a  buy  signal 
from  occurring  until  a  bear  market's 
entire  loss  had  been  erased  and  an 
alltime  high  attained.  Fosback  and 
Parker  remind  us  that  the  dji  didn't 
make  a  new  high  after  the  1929 
crash  until  1954.  Anyone  following 
Russell's  interpretation  thus  would 
have  missed  the  spectacular  bull 
markets  of  the  1930s  and  1940s. 

These  sharp  differences,  however, 
become  less  sharp  when  one  real- 
izes that  neither  Russell  nor  Fos- 
back and  Parker  are  pure  Dow  Theo- 
rists. Russell  stresses  that  the  Dow 
Theory  should  be  interpreted  in  the 
context  of  dividend  yield  and  other 
criteria  of  value.  He  notes  that  by 
many  of  these,  stocks  today  are 
overvalued.  Fosback  and  Parker 
base  their  market  timing  on  an  even 
wider  range  of  fundamental  and 
technical  criteria,  and  their  indica- 
tors also  show  that  stocks  are  closer 
to  being  overvalued  than  to  being 
undervalued  (see  my  Jan.  23  column). 

So  where  does  this  leave  the  in- 
vestor intent  on  following  the  Dow 
Theory?  It  is  noteworthy  that  these 
top-performing  market  timers,  de- 
spite their  contradictory  interpreta- 
tions of  the  Dow  Theory,  both  be- 
lieve that  it  is  late  in  the  day  for  the 
current  rally.  ■ 
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Maybe  it's  time 

you  kept  an  eye 

on  alltel. 


With  expansion  into  non-regulated  businesses, 
we're  readying  growth  for  a  fast  takeoff. 


Our  core  business  is  and 
will  remain  regulated  telephone 
service:  1.1  million  customer 
lines  in  25  states  from  coast-to- 
coast,  and  growing. 

But  a  major  base  to  enhance 
future  earnings  growth  is  in  our 
non-regulated  businesses,  an 
expanding  variety  of  operations 
tied  closely  to  our  telecommuni- 
cations expertise. 

We've  increased  our  interest 
in  Advanced  Telecommunications 
Corp.  (ATEL),  one  of  the  nation's 
most  successful  long-distance 
companies,  to  32  percent.  And 


ALLTEL  Corporation 

TV'elve  Months  Ended  Dec.  31,  1988 

Assets  

..$2.2  billion 

Revenues  and  Sales .  . . 

..$1.1  billion 

Reported 

Net  Income 

.$125  million 

Earnings  Per  Share  . 

$2.91 

From  Operations* 

Net  Income 

.$134  million 

Earnings  Per  Share  . 

$3.13 

Dividend  Rate 

$1.72 

Average  Common 

Shares  Outstanding 

.42.3  million 

'Excludes  One-Time  Adjustments                       \ 

Ticker  Symbol:  AT  Listed  on 

the  New  York 

and  Pacific  Stock  Exchanges 

ALLTEL  Corporation,  100  Executive 

Parkway,  Dept.  F,  Hudson,  OH  44236. 

WCIUIEL 

CORPORATION 

Excellence  in  Telecommunications 


with  the  acquisition  of  CP 
National  we  have  become  a 
major  provider  of  air  traffic 
control  systems  and  communica- 
tions for  the  U.S.  Navy. 

ALLTEL  Supply  is  one  of  the 
country's  largest  and  most  prof- 
itable equipment  providers,  and 
an  important  contributor  to  our 
record  1988  results. 

We  also  have  a  strong  presence 
in  17  cellular  telephone  markets 
with  a  cellular  population  of 
3,600,000.  For  a  closer  look  at 
ALLTEL,  write  for  a  copy  of  our 
latest  annual  report. 


Insights 


MONEY  &  INVESTMENTS 


The  widespread  lAse  of  computers  makes 
bargains  vanish  instantly  in  the  market. 
But  the  computers  have  a  blind  spot. 

THE  GOLDEN 
MEDIAN 


By  Michael  Gianturco 


Investors  are  keenly  aware  of  the 
effect  computers  have  had  on  stock 
trading.  Riptides  in  the  daily  mar- 
ket, sudden  surges  and  perhaps  even 
crashes,  are  widely  thought  to  arise 
from  the  practice  of  computerized 
program  trading. 

But  computers  have  not  merely 
changed  the  rhythms  of  stock  trad- 
ing— they  have  enormously  acceler- 
ated the  speed  at  which  bargains 
vanish.  Computers  can  screen  vast 
numbers  of  stocks  for  value  and  vir- 
tually televise  to  the  financial  com- 
munity a  short  list  of  the  most  at- 
tractive results.  Not  surprisingly, 
any  authentic  bargains  that  may  ap- 
pear are  discounted  in  a  matter  of 
instants,  just  as  the  concept  of  "per- 
fect information"  suggests  they 
should  be. 

But  is  it  as  pat  as  all  that?  Is  there 
a  way  for  a  bargain  to  somehow 
persist — hidden  from  the  purview  of 
the  all-seeing  computers? 

In  ihe  science  and  technology 
stock  groups,  and  for  growth  stocks 
in  general,  I  think  there  is.  Bear  in 
mind  that  most  stock  market  ana- 
lytical    computers     have     a     pro- 

Midiael  Gicoituno  v;  presideiil  of  The 
Princeton  Portfolios,  a  Sen  ]ene\  intvst- 
ment  matiagement  firm,  and  aiuJxjr  of  The 
Stock  Market  Investors  Computer  Guide 
(McGraw-Hill) 


grammed-in  fixation  on  price  and, 
most  typically,  upon  the  price  per 
earnings  as  expressed  by  the  price/ 
earnings  ratio.  The  built-in  assump- 
tions are  that  a  high-p/E  means  the 
stock's  expensive  and  a  low  p/e  sig- 
nifies a  bargain. 

I  believe  this  is  the  computers' 
blind  spot.  There  are  two  ways  to 
take  advantage  of  it.  One  is  by  tak- 
ing a  closer  look  at  those  high-p/E 
growth  stocks.  The  other  (and  I 
think  better)  way  is  to  concentrate 
on  medium-p/E  growth  stocks. 

Take  the  high-p/E  stocks  first. 
There  are  many  helpful  "price  per" 
ratios  other  than  price  per  earnings. 
(Price  per  cash  flow,  price  per  reve- 
nue growth,  price  per  asset  value, 
price  per  sales  per  share,  price  per 
projected  values  of  all  kinds,  price 
per  protected  technology  value — 
you  name  it.)  If  a  growth  stock  looks 
like  a  bargain  by  a  number  of  these 
other  yardsticks,  yet  still  has  an  ex- 
cessively high  pnce/eamings  ratio, 
the  chances  are  good  it  is  a  bargain 
in  fact.  It  may  even  stay  a  bargain 
for  a  while — long  enough  to  let  you 
buy  it — precisely  because  its  p/e  ra- 
tio suggests  to  computers  that  its 
earnings  cost  too  much. 

Investment  academicians  have 
theorized  that  the  high  p/es  associ- 
ated with  smaller  growth  compa- 
nies are  inflated  by  what  they  call  a 
"growth  premium."  But  I  prefer  to 
put  It  more  radically:  If  you  buy  a 
growth  stock  you're  looking  for  rap- 
id capital  appreciation,  period.  Cur- 
rent earnings  can  weigh  very  little 
in  the  stock  purchase  decision.  The 
p/e  ratio  of  a  growth  stock  simply 
docs  not  have  the  same  quantitative 
importance  as  the  p/e  for  a  mature 
industrial  company  that  produces  a 
steady  stream  of  dividends.  Not  too 


many  computers  or  investors  recog- 
nize this,  so  you  can,  very  occasion- 
ally, find  a  bargain  stock  masked  by 
a  high  p/e.  High  as  it  is,  the  p/e  in 
this  case  could  go  still  higher,  con- 
sidering the  prospects. 

Now  look  at  medium-p/E  stocks. 
Remember  that  the  price/earnings 
ratio  tells  you  something  that  is  far 
more  important,  in  the  area  of  sci- 
ence and  high-techology  stocks, 
than  just  price  per  earnings.  It  tells 
you  how  visible  the  stock  is  to  the 
financial  community.  This  is  truly 
valuable  information — one  of  the 
most  important  things  you  could 
wish  to  know  about  a  stock  you 
intend  to  purchase. 

To  a  computer,  stocks  with  very 
high  and  very  low  p/es  stick  out  like 
sore  thumbs.  And  because  they  are 
the  most  visible  stocks,  they  are 
most  likely  to  be  fully  priced  at 
their  current  levels.  The  least  visi- 
ble growth  stocks — precisely  those 
you  should  concentrate  on  as  poten- 
tial purchases — are  right  smack  in 
the  middle  of  the  range  of  p/e  val- 
ues. This  is  where  you  can  look  for 
the  bargain  stocks  most  computers' 
screens  will  miss.  These  stocks  are 
lost  in  a  crowd.  You  can  bring  them 
into  sharper  analytical  focus  using 
ratios  of  price  per  anything  other 
than  earnings. 

The  centerline,  or  median  p/e  ra- 
tio for  science  and  technology 
stocks  in  my  FYinceton  Portfolios  da- 
tabase at  this  writing  is  19.  I  calcu- 
late it  by  arranging  in  order  of  de- 
creasing p/e  ratios  a  statistically  sig- 
nificant number  of  stocks  (say,  100 
of  them)  and  then  writing  down  the 
p/e  ratio  of  the  50th,  or  midrange 
stock.  This  number  moves  slowly. 
In  recent  months,  it  has  varied  from 
below  18  to  above  20. 

By  this  criterion,  we  are  not  now, 
at  19,  seeing  a  speculative  runup  in 
the  technologies.  In  the  highly  spec- 
ulative technology  stock  market  of 
the  early  Eighties,  the  median  p/e 
value  climbed  steadily  into  the  up- 
per 20s  and  then  flashed  into  the 
low  30s.  In  the  bloody  aftermath,  it 
sank  to  II. 

When  bargain-hunting,  I  look  at 
stocks  in  a  range  of  plus  and  minus 
four  points — that  is,  price/eamings 
from  15  to  23.  Some  stocks  current- 
ly trading  near  the  "golden"  median 
p/e  ratio  that  are  interesting  accord- 
ing to  several  other  price  per  growth 
and  profitability  criteria  include 
Strattis  Computer  (recently  priced  at 
31),  Meritor  Graphics  (39)  and  St.  Jade 
Medical  (35).  ■ 
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li^  PARADI 


For  information  please  write: 
Errol  Ryland,  Manager 
Box  303,  Fort  Garland,  CO  81133 
or  call:  719-379-3263 


Errol  Ryland /FORBES  MAGAZINE    , 
I"      Box  303,  Fort  Garland,  CO  81133    ''' 


Help  me  get  lost! 


I 


Zip_ 


I 


An  island  paradise  that  offers  you 
-Za.  total  relaxation  plus  the  thrill  of  dis- 
covery. Stroll  pristine  beaches.  Scuba  dive 
in  Vkforld  class  waters  and  reefs  renowned  for 
the  splendor  of  their  colors  and  tropical 
fish.  Or  snorkel  right  near  your  beach-side 
cottage.  Go  fishing  for  the  big  ones,  or  just 
relax  in  the  sun  by  the  pool.  On  Forbes  Maga- 
zine's Laucala  Island,  all  the  choices  are 
yours. 

BUT  JUST  FOR  A  FEW . . . 
Forbes  loves  its  private  Fiji  island,  and 
we  think  you  will,  too.  We've  put  out  the 
welcome  mat,  but  only  for  a  few  at  a  time. 
We  have  4  guest  cottages  so  we  can  take  only 
a  limited  number  of  people.  For  7  nights 
and  8  days  the  cost  is  $2150  per  person,  and 
that  includes  eveiything:  all  activities, 
meals,  drink,  lodging  and  a  round-trip  flight 
between  Laucala  and  Nadi  International 
Airport  (on  the  main  island).  It's  the  "in" 
place  to  go,  away  from  the  cold,  the  traffic, 
the  noise,  the  hassle.  Service  with  a  smile 
and  no  tipping. 

So  come  on  out.Lo^e  yourself  in  a  South 
Pacific  dream,  the  way  you  knew  it  was 
meant  to  be. 


call  719-379-3263 
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Market  Trends 


MONEY  &  INVESTMENTS 


These  have  been  hard  times  for  short- 
sellers.  This  situation  wont  change  until 
the  public  comes  back  to  the  market. 

ADVICE  TO  BEARS: 
HIBERNATE 


By  Frederick  E.  Rone  Jr. 


*'t 

For  professional  short-sellers,  the 
last  seven  months  have  been  the 
most  difficult  since  the  bull  market 
took  off  m  the  fall  of  1985.  Amid 
fairly  general  pessimism,  the  mar- 
ket has  regained  almost  all  the 
ground  it  lost  in  the  October  1987 
crash.  Most  of  my  short-selling 
friends  have  been  killed. 

In  talking  of  the  difficulties  of 
short-sellers  I  speak  from  personal 
experience,  because  I  manage  a 
hedge  fund,  an  investment  partner- 
ship where  risks  are  reduced  by  off- 
setting long  positions  w^ith  short  po- 
sitions. If  such  a  partnership  picks 
wisely  it  will  beat  the  averages  both 
in  bull  and  bear  markets.  The  prob- 
lem in  the  past  months  has  been  a 
shortage  of  wildly  overinflated 
stocks  for  shorts  to  choose  among. 

An  old  Wall  Street  adage  is,  "Nev- 
er confuse  brains  with  a  bull  mar- 
ket." Smart  short-sellers,  thinking 
in  reverse,  constantly  remind  them- 
selvcb,  'Never  confuse  brains  with 
a  bear  market." 

Meaning,  in  both  cases,  that  you 
don't  have  to  be  smart  to  make 
money  going  long  in  a  bull  market 
or  taking  a  short  position  in  a  bear 

I'reciehck  F.  (Shad)  Kout-Jr ,  a  guest  colum- 
nist, is  iIk  general  partner  of  Greenbrier 
Partners,  a  fyedgefund  He  was  Ixym  raised 
and  still  liivs  in  Dallas. 


market.  The  corollary,  of  course,  is 
that  sometimes  the  brainy  thing  to 
do  is  to  do  nothing. 

That's  true  on  the  short  side  to- 
day. While  popular  market  averages 
are  at  their  highs,  there  has  not  been 
a  broad-based,  euphoric,  speculative 
bull  market  since  1983.  In  1983  lit- 
erally hundreds  of  unseasoned, 
highly  speculative  companies  came 
public.  Wall  Street  made  money. 
Even  the  public  made  money  for  a 
few  months.  It  was  a  golden  oppor- 
tunity for  short-sellers — and  they 
made  money  for  five  years  helping 
liquidate  the  excesses.  They  made 
money  even  when  the  overall  mar- 
ket was  rising. 

But  after  October  1987  and  its 
aftermath  liquidated  most  of  the  re- 
maining excesses,  there  was  little 
for  the  shorts  to  feed  upon. 

There  still  isn't.  In  the  past  seven 
months  the  market's  appetite  for 
secondary  stocks  has  started  grow- 
ing once  more.  But  the  supply 
hasn't  grown  with  the  demand.  In 
the  first  quarter  of  1989,  according 
to  /ntvsrmetJl  Dealers  Digest,  42  com- 
panies issued  new  stock  (both  ini- 
tial public  offerings  and  secondary 
offerings).  With  the  exception  of  the 
crash  fourth  quarter  of  1987,  this  is 
the  lowest  number  in  any  quarter 
since  1982,  a  year  in  which  the  Dow 
sold  at  less  than  900.  A  number  of 
well-known  full-service  brokerage 
firms  have  virtually  no  deals  ready 
to  come  public. 

With  supply  tight  and  demand 
growing,  the  public  is  making  some 
money.  Of  20  significant  recent  ini- 
tial public  offerings,  17  are  up  in 
price.  When  you  consider  that  the 
commission  paid  to  the  salesman  of 
an  initial  public  offering  is  generally 
at  least  ten  times  higher  than  for  a 


typical  institutional  or  discount 
broker-type  trade,  you  can  bet  that 
Wall  Street  will  soon  oblige  the  pub- 
lic with  a  lot  more  new  issues. 

Corporate  finance  professionals, 
who  for  a  long  time  have  been  fo- 
cusing on  mergers  and  acquisitions, 
are  beginning  to  refocus  their  atten- 
tion on  initial  public  offerings. 
Deals  are  working,  and  slowly  but 
surely  the  list  of  new  issues  in  regis- 
tration at  the  Securities  &.  Exchange 
Commission  is  growing. 

One  of  Wall  Street's  oldest  axi- 
oms, which  is  hardly  mentioned 
anymore,  is  that  bull  markets  al- 
ways end  with  broad,  euphoric  pub- 
lic participation.  We  have  not  even 
come  close  to  that  point  yet.  And 
until  we  do,  we  are  unlikely  to  have 
a  market  where  the  shorts  can  do 
very  well. 

But  that  day  will  come.  It  always 
does.  The  American  public  has  not 
lost  its  willingness  to  take  a  foolish 
chance.  Witness  the  success  of  state 
lotteries  and  Atlantic  City. 

So,  keep  your  eyes  and  ears  open. 
And  be  patient.  There  will  be  a  flood 
of  new  offerings.  The  flood  will 
crest  when,  for  example,  well- 
known  brokerage  firms  register  20 
million  new  shares  of  an  exciting 
company  to  be  sold  at,  say,  $20  per 
share.  The  deal  will  be  cut  to  15 
million  shares  priced  at  $14.  The 
reduced  deal  will  finally  get  done 
and  the  shares  will  trade  at  $12. 
When  that  happens  three  of  four 
times,  sell  short  with  impunity. 

Until  then,  better  stay  long.  My 
fund  is  predominantly  long  and  pre- 
dominantly in  secondary  names. 
We  like  La  Quinta  (16),  the  moderate 
price  motel  chain  in  Texas.  Its  occu- 
pancy and  room  rates  are  rising,  and 
it's  a  good  call  on  Texas  real  estate  if 
that  ever  comes  back.  We  like  at&t 
(35).  It  provides  a  vital  link  in  just 
about  any  communications  system 
you  can  think  of.  Southwest  Airlines 
(27):  Load  factor  is  going  up  and  the 
Texas  economy  is  starting  to  do  bet- 
ter relative  to  the  rest  of  the  coim- 
try.  Mitchell  Etierg\'  (17,  Amex)  looks 
good  as  a  play  on  better  natural  gas 
markets.  Hogan  Systems  (6,  o-t-c)  is 
penetrating  all  kinds  of  markets 
with  its  banking  software. 

But  meanwhile,  I'm  keeping  a 
sharp  eye  out  for  the  inevitable  ex- 
plosion in  new  stock  issues  and  the 
ultimate  splutter.  The  splutter  will 
be  the  signal  to  switch  from  the 
heavy  long  side  to  the  heavy  short 
side.  Until  then  bears  would  be  wise 
to  hibernate.  ■ 
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THE  MORNING  TIMES  -r-f 


Soviets  Sisan 


^^  Do**,  Doll»^ 
'ullout    ^'-   Sag  Under 
Trade 


on  Post 


NATION'S  BUSINESS  TODAY®  ON  ESPN® 
WITH  THE  LATE-BREAKING  STORIES  THAT 
MORNING  PAPERS  JUST  CAN'T  COVER, 
WE  GIVE  YOU  A  COMPETITIVE  EDGE. 

The  business  world  is  still  up  after  most  newspapers  have 
been  put  to  bed.  So  a  lot  of  what  happens  overnight  catches 
them  napping.  And  if  you're  not  careiful,  it  might  catch 
you  too. 

Which  is  why  you  should  wake  up  with  "Nation's 
Business  Today"  on  ESPN. 

Starting  every  weekday  at  6:30  AM  (ET),  "Nation's 
Business  Today"  brings  you  two  hours  of  up-to-the-minute 
business  news.  Broadcast  live  from  the  nation's  capital. 

We  cover  all  the  latest  financial  and  economic  develop- 
ments across  America  and  around  the  world.  In  a  consis- 
tent feature  format  that 
makes  it  easy  to  find  the 
information  most  critical 
to  your  own  business. 
We  also  provide 
interviews  with  today's 
business  leaders.  Special 
reports  on  small  business, 
technology  international 
trade,  investment  oppor- 
tunities and  the  movers 

©  1988  ESPN.  Inc 


Daily  News  Schedule 


(All  Times  Eastern) 
Top  Business  News 
Financial  News 
Small  Business  News 
Special  Business 
Features 

CEO  Close-Ups 
Internat'l  Business  Line 


1st     2nd     3rd  4th 

'fehr  'fehr  'fe  hr  V2_hr 

6:30   7:00   7:30  8:00 

6:35  7:05   7:35  8:05 

6:40    7:10    7:40  8:10 


6:50 


7:50 


7:15 
7:25 


8:15 


and  shakers  on 
Capitol  Hill.  And 
even  weather  fore- 
casts for  business 
travelers. 

With  their  own 
unique  blend  of 
insight  and  analy- 
sis, our  anchors 
will  give  you  an 
insider's  perspec- 
tive on  where  the  business  world  is  heading.  Carl  Grant  is 
an  award-winning  anchorman  and  investigative  reporter  as 
well  as  a  nationally  renowned  business  and  government 
expert.  Meryl  Comer  is  an  Emmy  Award-winning  producer 
and  journalist.  Together,  they  bring  more  than  40  years  of 
solid  business  news  expertise  to  ESPN.  But  it  should  come 
as  no  surprise  that  a  network  so  acclaimed  for  covering 
tough  competitors  at  play  would  be  equally  good  at  cover- 
ing them  at  work. 

"Nation's  Business  Today"  on  ESPN.  Just  listen  to 
what  our  experts 
have  to  say  about 
the  day's  business. 
And  hear  the  kinds 
of  things  that  the 
morning  papers 
find  unprintable. 


Forbes  Market/ 


WINE  CELLARS 


WINE  CELLARS 


FINANCIAL  SERVICES 


COMPUTERS 


THE  Original  ViNOTHEQUE 


This  IS  the  finest  wine  storage  system  made. 

*■  Automatic  humidity/temperature 
control 

*  Free-standing 

*  Vibration  free 

*  Bottle  aeration 

*  Active  odor  filtration 

if  Sizes  from  320-1000  bottles 
if  Many  other  options 

Request  our  FREE  catalog  oj  fine  &  rare  wines 

VlSA/MC/Aw.Exp. 
415  459-3823  415  456-9463  FAX  415  456-8858 


Mar  I N  W  Ne  C^LLA  r 


2 1 38  4th  St.  San  Rafael 
CA  94901 


BUSINESS  OPPORTUNITIES 


FOR 


BY  OWNER 

AUIOS  BOAIS  AIRPLANES 

BUSINIfSSeS  UNt  ARI 

HORSES  lUXURY  HOMES 

I  140000INDIVIOUA1  IISIINGS 

NO  BROKERAGE 
COM^/llSSlON 

COMRJIER  IISIINGS 
I  UPnAUDOAllV 

'  loll  Eree  I  800-327  9630 


Eurocave 

WINE  CELLARS 


Spoil  yourself,  not 
your  wines,  with  tfie 
perfect  temperature  and 
humidity  control  of  a 
Eurocave  wine  cellar. 

IMMEDIATE  DELIVERY 
on  units  up  lo  2,000  bottles, 

pric«s  from  only  $995  22. 

FREE  Cellar  Catalog 
800-356-VINO 

Dept.  D-1 


THE  WINE  ENTHUSIASr 

Box  ,W,  Plea^antville,  Nt  10570 


BUSINESS  OPPORTUNITIES 


REPOSSESSED  VA  &  HUD  HOMES 

available  Irom  government  trom  $1  witnoul  credit 
check  Vou  repair  Also  drug  seizures  and  tax 
delinquent  loreclosures  CALL  (805)  682-7555 
EXT  H-1030  (or  repo  list  your  area 


SEIZED  CARS — Porsche,  Ferrari,  Vetle, 
etc  Trucks,  boats,  4-w(ieelers,  TV's,  stereos, 
(urniture  by  Drug  Enlorcement  Agency,  FBI  IRS 
Unbelievable  bargains  on  late  models  Available 
your  area  now  Call(805)  682-7555  EXT  C-1031 


CREDIT  CARD 
DISPLAY  AGENT 

Commercial  bank  needs  local 
agent  for  credit  card  displays. 
Unlimited  earning  potential  for 

ambitious  route  person. 

START  IMMEDIATELY. 

CaU  713/666-0163 


QCI  I  VnilD  Brokers/Owners-hst 
wCUL  lUUn  in  Japanese  MLS- 
BDABCBTV  type  service  Reach 
rnUrCni  I  lOOOsof Brokers/in. 
vestors/ Corporations 
in  Japan  free  trans- 
lation/typesetting Also  display  ads.  brokerage/ 
agency  services,  consulting,  marketing  trade- 
shows  NO  COMMISSION 

HoriK  Bunker  1-800-USA-2111 


IN  JAPAN 


Salesperson's  dream. 
Safe-Stride. 

New  -  exciting,  protected  leniiory, 
existing  demand,  no  rejection.  Six 
figure  income.   $6,000  or  $21,000 
to  own  business. 
Recording  800-553-2809. 


FAST  FACTS  ABOUT  FORBES  SUBSCRIBERS: 

♦Total  management:  74,7°o 
♦  Total  paid  circulation:  735,000 
-Average  household  income:  S162.000 
♦Average  value  of  investment  portfolio:  $899,000 


ALL  DISCOUNT  BROKERS 
ARE  NOT  ALIKE! 

Munel  Siebert  tailors  rates  lo  your  needs 
Example  1000  shrs  (a  5c.  2000  lo4999  shrs 
^  4c.  5000  ~  shrs  Ifl  3c,  OTC  3c,  5000  - 
2c,  $50  mm 

Trade  with  the  discount  professionals— 

Muriel  Siebert  &  Co.,  Inc., 

444  Madison  Ave..  NY,  NY  10022. 

1-718-SIE-BERT-1-800-USA-0711 

MemDeiNVSE  196^  SIPC  Depl  FB 


MTmflRYmflc 


INDUSTRIES! 


Our  i:ih  year  ol  DI.SCOINTS. 
COMPUTERS  &  CELLl'LAR  PHONE** 

Fgt    Prepaid    Save  Tax  A 

Toll  Free  800-231-3680  - 


E 


II  Kal\  F\i.\  .  KalN  iHouMonlTX  7745  lUI 
1-713. ?s):-0747  Fax  (71,"<i  .S74-45f)7      ' 


HARD  TO  BORROW? 

No  Credit  Check 
Guarantees  Provided 

We  do  not  make  loans 
Minimum  $100,000  5-20  years 
The  Funding  Assistance  Corp. 

U.S.A.  (212)755-9400 
Fax(212)755-7339 


BUSINESS  SERVICES 


N.A.G.L.S. 

\  lev.  preeiouv  iicnistones  lor  sale. 

i^n  eciinpulcr.  tree  ot  ehart:e 

(416)  238-4985 

For  lurthcr  inlorinalion. 

(416)  238-8044 


HOW  TO  ADVERTISE  IN 


Forbes  Market/Oki 


REGULAR  CLASIFIED  LISTINGS:  All  listings  are  accepted 
at  the  discretion  of  the  Publisher.  Minimum  size  is  one  inch 
(14  agate  lines)  FORBES  will  typset  without  charge. 


DISPLAY  CLASSIFIED  ADVERTISING:  MInimun  size  for 
display  of  two  inches  (28  agate  lines).  Must  be  submitted  as 
film  negative  or  camera-ready  mechanical  to  size. 

Box  numbers  provided  on  request.  There  is  no  charge  for 
mailing  service  on  blind  ads. 


FORBES  MARKET/CLASSIFIED  is  published  in  the  first 
issue  of  each  month.  Advertising  closing  date  is  one  month 
preceding  date  of  issue. 

Frequency  discounts  available.  Payment  must  accompany 
order  unless  from  accredited  agency.  For  specific  require- 
ments send  for  order  form. 


FOR  ADDITIONAL  INFORMATION  WRITE  OR  CALL: 

LINDA  LOREN 
FORBES  MARKET  CLASSIFIED 

60  FIFTH  AVENUE/NEW  YORK,  NY  10011 
(212)620-2440 


Special  10%  discount  on  classified  ads  that 

run  in  both  AMERICAN  HERITAGE  Exchange 

and  FORBES  Market  /Classified. 


brbes  Market/ 


BUSINESS  ACQUISITION 


INVESTMENT  PROPERTIES 


WINE  CELLARS 


WINE  CELLARS 


f' 


I  RESUME  AND  LETTER  TO  CHAIRMAN 
I  EXECUTIVE  DR.  ELGIN,  IL  60123 


SCELLANEOUS  FOR  SALE 


RESIDENTS 
/ITHOUT  A 


BUY 


VVESTMENT  GEMSTONES! 
UARANTEED  LIQUIDITY!!! 

buy  &  sell  Diamonds  and  all  Precious 
islones.  Free  wholesale  catalog  since 
7!  Member:  Jewelers  Board  of  Trade  & 
mber  of  Commerce. 

HOUSE  OF  ONYX 

One  Main  Street 

Greenville,  Kentucky  42345 

TOLL  FREE  1-800-626-8352 


iOUCATIONAL  SERVICES 


:CHELOR,MASTER,DOCTORATE 

4N  A  DEGREE  Use  your  ;)sl  eipenence  is 
lit  lowjrj  youf  fleoree  No  classes  semmjrs 
in-cimpus  aiienojnce  SluOies  DuilO  upon 
oureigenence  Seiloiced  •  Send  Resume 
For  No  Cosi  Eviluilion 
5777  W  Cintury  Blvd 
y^       Suile  605 

Depi    29 

645-3636  Let  kngHn.  C*  90045 


COLLEGE  DEGREE 

U;hELORS  •  MASTERS  •  DOCTORATE 

For  Wort  ule  and  Academic 

EjipercrKt  No  Clusroom 

Anendanct  Required 

Call  (213)  471-0306 

OuUkJ*  Cdltornia 

1  •  800-423-3244 

or  send  detailed  resume 

lor  Free  Evaluation 

Pacific  Western  University 

Sepurvtoa  Bivd    0«oi  185  Los  A/ig«tM  O  90049 


FORBES  BINDERS 


C«SE 


VE  YOUR  COPIES  OF  FORBES 

se  custom-made  cases 
binders  protect  your 
able  copies  from  dam- 

Ttiey  hold  about  half  a 
'  s  issues.  Made  from  re- 
'ced  board  covered  with 
ner-like  material  in 
Title  IS  hot-stamped 
3ld.  Binders  have 
Dial  spring  mechanism 
old  snap-in  rods.  BINDER 

es;1-$7.95    3-$21  95    6-S39.95 
)ers:1-S9.95     3-S27.95     6-S52  95 
•  ER  FROM  Jesse  Jones  Industnes,  Dept  FB. 
East  Erie  Ave.   Phiia .   PA   19134    Enclose 
e.  address  (no  P  O  Box)  &  payment  Ado  S1  per 
orPSH  Outside  USA  S2  50  per  un.1  (U  S  funds 

Pa.  residents  add  6*o  sales  tax  Credit  card 
rs  call  1 -800-972-5858  (mm  S15)  Please  allow 
i  weeks  lor  delivery  Satls(dtlior<  Guaranteed. 


REAL  ESTATE 


830  ac  working  ranch  in  the  heart  of  Colorado 

ski  country;  1  hour  from  Denver;  spectacular 

mountain  scenery.  $2,075,000;  with  terms. 

667  ac;  1  mile  of  upper  Rio  Grande  River; 

fishing  cabins;  RV  park;  trout  ponds.  $2.5 

million. 

For  information  on  these  and  other  ranches 

and  retreats  contact:    James  Associates, 

P.O.  Box  1725,  Dillon,  CO  80435. 

(303)  468-8003 


Hunt  your  own  40  acres. 
Plenty  of  game  in  these 
hiUs!  $30,000  and  up.  1% 
down.  9%  financing. 

Call  719-379-3263 

Forbes  Wagon  Creek  Ranch 

Box  303 

Ft.  Garland,  CO  81133 


REAL  ESTATE  SERVICES 


How  To  Get  Started  In 
RUL  ESTATE  DEVELOPMENT 

92%  of  all  developers  started  wilti  nolhirg  Now,  300 
leading  U  S  developers  sfiare  fiow  they  did  il  step  by 
step  tn  \h\s  Sell  Slu&/ Development  Course  20000 
successful  graouates  0^^lpi^  i  York,  Trammel  Crow, 
Pulte  Corp..  Kaufman  i  Broad.  Toll  Bros..  Oel  Webb, 
Rouse  Co.  Cenvill.  General  Development  Corp., 
Prudential  Development  S295  plus  S/H  Capitalize  on 
today  s  marvel  conditions  To  ordef  serious  periies  only 
call  THE  REDI  FOUNDATION,  it  (50S|  358-2665. 


BUSINESS  OPPORTUNITIES 


RICH  &  FAMOUS? 
PART/T  $25K  FULL/T  $250K 

IF  YOU  THLNK  YOU  CAN  MAR- 
KET A  COUPON  BOOKLET 
THAT  ENTITLES  THE  USER  TO 
20  RECORDS,  TAPES,  CD'S, 
BLANK  VIDEO  -i-  BONUS  A 
35MM  CAMERA  &.  100  ROLLS 
OF  KODAK  FILM.  ^  DOUBLE 
BONUS  A  5  DAY,  6  NIGHT  PRE- 
PAID LODGING  TO  THE  TROP- 
ICS FOR  ONLY  S9.98  CALL  FED- 
ERAL MUSIC  &  VIDEO 

•  1-800-999-8788* 
MIN.INVS750 


SHARING 


■SCARING 


We  Will  Not  Be  Vndersold-Call  us  First! 

WiNECELLARS-  USA 

Most  Units  Shipped  From  Stock! 
Single  Temp  Models       Retail  Your  Cost 

i'lq 

^1 

440  Bottle  Capacity                $  2495         $  1695 
700  Bottle  Capacity                    3495             1995 
250  Bottle  Capacity                   1795            1395 
296  Bottle  Credenza                   2495             1695 
Dual  Temp  Models          ReUil  Your  Cost 

Model  700 

600  Bottle  Capacity                $  4995         $  3495 
880  Bottle  Capacity                    4495             2995 
1400  Bottle  Capacity^  (ioor    6500            3795 
Viss/MC/AmEx/Discover 

Custom  Cellars  &  Racking  Systems  -  Ca 

134  W  131ST  SL  Los  Angeles  •  800/777A^INO  (777-8466) 

11  For  Catalog 

or  in  CA  213/719-9 

500 

MERCHANDISE 


STOP  SWEAT 
FOR  6  WEEKS 

DRIONIC  »—  the 

answer  to  costly  and 
embarrassing  under- 
arm, hand  or  foot 
sweat.  Short  treatment 
with  electronic  Orionic 
keeps  these  areas  dry 
for  6  week  periods.  Try 
doctor  recommended 
Drionic  @  $125  ea.  pair 
(specify  which).  Send 
ck  or  MC/Visa  #  &  exp 
date.  CA  res.  add  6% 
tax.  45  DAY  MONEY 
BACK  GUAR. 

GENERAL  MEDICAL  CO. 

Dept.  FOB-21 

1935  Armacost  Ave 

Los  Angeles,  CA  90025 

Phone  orders  — MC/ 
Visa— 800  HEAL  DOC 


e  1M9CEMME0CO 


BUILDING  SUPPLIES 


£xcellenceinQak 


Mcliculouslv  detailed  oak  entrances 
and  I  lienors  for  prestigious 
homes  and  businesses. 
Our  eiclusive  handmadt- 
door  and  moulding 
s>  stems  are  produced 
on  a  limited  basis 
b\  master  craftsmen 

We  in\|le  \od  local! 
or  M  rite  for  free 
leaflet,  &S  brochure 
package,  or  complete 
SI  2  portfolio. 


•  Box  898  F 
Ignacio,  CO  81137 
800  243-366"  Exi   F 


CORPORATE  ITEMS 


Make  your  training  messages 
Stick  with  humor. 

Learn  how  from  John  Cleese. 

Free  8  minute  video  rental 
with  your  first  order  of  a 
Video  Arts  program  in 
management,  selling,  or 
customer  care. 

For  a  FREE 

catalog  call: 

VIDEO 
ARTS 

1-800-553-0091 
xl69 

In  IL 

1-312-291-1008 

xl69 


FACSIMILE  MACHINES 


iwrnL^'^"^ 


PVUC  or  AMIRICA 
i-aoo-s4>-p«xx 


Forbes:  Capitalistlbol 
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Streetwalker 


Edited  by  Thomas  Jaffe 


Inside  pitch 

Streetwalker  does  not  presume  to 
prejudge  baseball  great  (and  Cin- 
cinnati Reds  manager)  Pete  Rose  on 
the  matter  of  his  gambling  habits.  But 
it  occurs  to  us  that  the  national  pas- 
time and  the  stock  market  have  a 
thing  or  two  in  common.  If  the  Reds 
were  a  public  company,  then  manager 
Rose  would  surely  qualify  as  an  insid- 
er. And  there  are  sins  of  omission  as 
well  as  commission.  If  Rose  some- 
times bet  on  the  Reds,  albeit  only  to 
win,  then  what  about  the  days  when 
he  didn't  bet  on  them?  Wouldn't  that 
have  been  the  equivalent  of  an  insider 
indirectly  signaling  the  market- 
place— bookmakers — that  on  those 
days  there  was  a  better  chance  the 
Reds  might  lose  and  that  they  should 
adjust  the  odds  accordingly? 


Oldie  but  goodie 

Spiegel,  Inc.  may  still  be  best 
known  for  its  600-page  spring  and 
fall  catalogs  featuring  everything 
from  home  furnishings  to  designer 
clothes  by  Ralph  Lauren  and  Anne 
Klein,  but  the  124-year-old  company 
is  hardly  sitting  on  its  laurels.  So  says 
analyst  Thomas  Tashjian  of  Los  An- 
geles' Seidler  Amdec  Securities,  who 
is  actively  recommending  the  stock  at 
its  recent  o-t-c  price  of  14. 

With  estimated  1989  sales  of  $1.5 
billion.  Oak  Brook,  111. -based  Spiegel  is 
the  largest  direct-mail  marketer  in  the 
U.S.  Last  year  it  distributed  some  170 
million  catalogs;  its  customer  file 
numbers  more  than  5  million  active 
consumers.  In  recent  years  the  compa- 
ny has  been  modernizing  furiously  in 
order  to  better  leverage  that  huge  data- 
base. For  instance,  names  of  custom- 
ers are  now  fed  into  specialty  lists 
corresponding  to  the  kinds  of  mer- 
chandise they  purchased.  And  man- 
agement has  brought  out  specialty  cat- 
alogs; "Together!  "  features  private  la- 
bel fashions  for  young  women;  "For 
You,"  aimed  at  full- figured  women. 

Spiegel's  skill  in  both  mail-order 
and  retailing  will  be  put  to  the  test  by 
two  1988  acquisitions  that,  at  a  total 
cost  of  $285  miUion,  have  added  some 
$300  million  to  sales.  Tht  iirst,  Eddie 
Bauer,  is  a  proud  old  name  in  outdoor 
wear  and  provisions  that  had  not  done 
particularly  well  under  former  owner 
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General  Mills.  It  sells  through  cata- 
logs and  90  stores.  The  other.  Honey- 
bee, is  a  small  retailer  of  women's 
apparel  that  also  offers  a  catalog. 

Since  1984  sales  and  earnings  per 
share  have  grown  at  compound  rates 
of  17.5%  and  30%,  respectively. 

Tashjian  estimates  Spiegel  will 
earn  $1.35  a  share  this  year,  up  14% 
over  1988.  He  looks  for  a  22%  gain,  to 
$1.65,  in  1990.  So  even  with  the  stock 
at  a  12-month  high,  Spiegel  sells  for 


Vx'  cUisstL  Spiegel  catalog 
124  years  young. 


only  8.5  times  next  year's  anticipated 
earnings.  Moreover,  it's  still  trading 
below  the  $16  price  at  which  it  came 
public  in  October  1987,  just  two 
weeks  before  the  crash. 

There  are  5.4  million  nonvoting 
shares  that  trade  over-the-counter. 
The  voting  stock  is  controlled  by 
West  German  billionaire  Dr.  Michael 
Otto  (see  p  14b),  whose  family  also 
controls  Otto-Versand  GmbH  &.  Co., 
a  big  catalog  company  headquartered 
in  Hamburg. 


No  need  to  rush 

While  on  specialty  retailing. 
Streetwalker  also  asked  analyst 
Tashjian  about  the  recent  strength  in 
$1.5  billion  (estimated  sales  for  the 
fiscal  year  ending  July  31)  Neiman 
Marcus  Group,  Inc.  Not  long  ago  the 
stock  made  a  new  12-month  high, 
breaking  20  for  the  first  time  since 
1988.  Recent  nyse  price:  18y8.  That's 
a  far  cry  from  the  45  Vi  Neiman  hit  in 


August  1987,  shortly  after  it  was  spun 
off  by  Carter  Hawley  Hale. 

Tashjian  thinks  the  stock  is  up  on 
speculation  that  General  Cinema 
Corp.,  the  big  theater  chain  operator, 
may  be  readying  a  bid  for  the  compa- 
ny. General  Cinema  came  to  Carter 
Hawley 's  rescue  in  1984  when  Limit- 
ed mounted  a  hostile  takeover.  When 
Carter  Hawley  restructured.  General 
Cinema  exchanged  its  stake  in  chh 
for  a  controlling  interest  in  Neiman. 
It  owns  59.9%  of  Neiman's  40.7  mil- 
lion fully  diluted  shares. 

Earlier  this  year.  General  Cinema 
sold  most  of  its  bottling  business  to 
PepsiCo  for  about  $1.75  billion  in 
cash.  And  the  company  could  raise 
even  more  cash  by  selling  its  17% 
holding  in  Cadbury  Schweppes  Pic, 
the  British  soft  drink  company.  In- 
deed, with  the  market  capitalization 
of  the  Neiman  shares  General  Cine- 
ma doesn't  already  own  worth  just 
$300  million  or  so.  General  Cinema 
could  certainly  afford  to  take  out  its 
minority  public  partners. 

Will  it?  Tashjian  doesn't  think  so, 
at  least  not  soon.  In  September  Gener- 
al Cinema  installed  a  new  chief  exec- 
utive at  Neiman:  Allen  Questrom, 
formerly  vice  chairman  of  Federated 
Department  Stores.  General  Cinema 
might  well  want  to  wait  for  Neiman 
to  turn  around  under  Questrom.  Mar- 
gins at  its  22-store  flagship  Neiman ' 
Marcus  chain  have  been  under  pres- 
sure. Contempo  Casuals,  Neiman's 
200-plus  stores  catering  to  young 
women,  is  on  the  rebound  after  run- 
ning in  the  red  last  year.  And  it  is  still 
assimilating  Horchow  Mail  Order,  ac- 
quired last  October  for  $1 19  million. 

While  earnings  are  improving  from 
last  year's  loss,  Tashjian  expects  Nei- 
man only  to  break  even  for  fiscal 
1989.  As  for  1990,  he  thinks  Neiman 
will  earn  only  30  cents  to  50  cents  a 
share — which  means  at  recent  prices 
the  stock  is  trading  at  37  to  61  times 
next  year's  estimated  earnings  range. 
Tashjian  says  pass. 


The  party  was  great; 
time  to  go 

What  about  those  Wall  Street  fore- 
casts that  still  predict  1989  prof- 
its for  the  s&p  500  will  be  up  around 
10%?  As  profits  so  far  this  year  have 
advanced  some  20%,  doesn't  it  imply 
the  second  half  of  1989  will  be  pretty 
much  flat,  at  best?  That's  what 
Thomas  Doerflinger  thinks.  Among 
the  biggest  disappointments,  says 
PaineWebber's  investment  strategist, 
will  be  the  cyclical  industries.  Many 
analysts   covering   these   groups,   he 
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notes,  are  sticking  by  their  robust 
earnings  estimates  for  the  year.  But 
with  the  shares  of  chemicals,  paper 
and  metals  companies  already  up 
sharply,  Doerflinger's  telling  clients 
to  taJce  profits  in  companies  like  Beth- 
lehem Steel,  Armco  and  National  In- 
tergroup. — Evan  Sturza 


Hawaii  six-two 

Now  that  the  economy  shows 
signs  of  slowing  down,  interest 
rates,  which  began  dropping  in 
March,  are  expected  to  fall  even  fur- 
ther. One  result:  Utility  stocks,  prized 
for  the  predictability  of  both  their 
earnings  and  dividend  growth  as  well 
as  for  their  rich  yields,  are  back  in 
vogue.  Analyst  Steven  MacNamara  of 
Los  Angeles'  Bateman  Eichler,  Hill 
Richards  particularly  likes  $785  mil- 
hon  (estimated  1989  revenues)  Ha- 
waiian Electric  Industries.  Headquar- 
tered in  Honolulu,  the  company  pro- 
vides electric  service  to  95%  of 
Hawaii's  population. 

Electric  demand  on  the  islands, 
sluggish  from  1980  to  1985,  has  risen 
smartly  since  1986  and  is  forecast  to 
grow  a  compound  2%  to  2.5%  over 
the  next  five  years.  While  Hawaiian 
Electric  can  adequately  meet  all  cur- 
rent requirements  from  its  existing 
energy  sources,  in  order  to  satisfy  fu- 
ture load  growth  it  plans  to  buy  ener- 
gy from  independent  producers  rather 
than  build  its  own  large-scale  generat- 
ing plant.  This  way,  says  MacNa- 
mara, the  utility  can  avoid  passing  on 
substantially  higher  rates  to  consvun- 
ers  that  would,  in  part,  be  necessary  to 
finance  such  a  capital  project.  Hawai- 
ian Electric  now  buys  6%  of  its  power 
from  outside  sources;  by  1992  this  is 
expected  to  rise  to  around  20% . 

Plus  there's  a  kicker:  Last  year  the 
company  acquired  $1.2  billion  (assets) 
American  Sayings  Bank  from  Ameri- 
can Savings  &.  Loan  of  Utah  for  $113 
million.  American  Savings,  also  based 
in  Honolulu,  is  Hawaii's  fourth-larg- 
est financial  institution.  According  to 
MacNamara,  its  financial  condition  is 
stable  and  it  has  a  well-balanced  port- 
foho  of  rate-sensitive  assets  and  li- 
abilities. Lower  interest  rates  will 
benefit  its  portfolio  substantially. 

MacNamara  believes  Hawaiian 
Electric  will  earn  $3.05  a  share  this 
year,  up  5%  over  1988.  He  also  notes 
that  last  fall  it  raised  its  quarterly 
dividend  6.25%,  to  51  cents,  and  ex- 
pects that  rate  of  dividend  growth — 
well  above  the  utility  industry's  2.5% 
average — to  continue.  Recent  nyse 
price:  33'/8;  recent  yield:  6.2%. 
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Read  two  at  night, 
Wake  inspired  in  the 
morning 

The  original  volume  of  Forbes  Scrapbook  of 
Thoughts  on  the  Business  of  Life  was  a  bedside 
book,  a  traveling  companion,  an  ideal  birthday 
or  holiday  gift,  even  part  of  the  new  employee 
program  at  a  firm  of  business  consultants. 

Now  in  a  handsome  blue  cloth  slipcase,  the 
expanded  two-volume  edition  of  Forbes  Scrap- 
book  of  Thoughts  on  the  Business  of  Life  is 
being  offered  to  Forbes  readers. 

The  result  of  patient  culling  month  by  month 
over  a  number  of  years,  each  volume  contains 
some  3,500  polished  gems  of  wisdom  from 
the  great  authors  of  Greece  and  Rome  down 
to  our  own  day. 

The  pages  are  generously  laid  out  on  good 
quality  paper,  a  pleasure  to  browse  through  and 
savor  at  random,  a  Thought  or  two  at  a  time. 
Alternatively,  a  special  index  allows  the  pursuit 
of  themes  such  as  thoughts  on  Courage,  Patriotism, 
Faith,  Romance  and  Taxes. 

The  binding  is  blue  cloth  with  matching  slipcase.  The  lettering  on  the 
spine  is  imprinted  in  gold. 

The  price  for  the  two  volume  set,  $31 .95,  is  a  nice  saving  on  the  per  volume 
price  of  $18.50.  To  order,  simply  fill  out  and  mail  the  coupon  below. 


The  original  volume.  500  pages,  approximately 
3,500  Thoughts.  Same  binding  as  two-volume  set. 
Only  $18.50 


Forbes 


DEPT.  T,  60  FIFTH  AVENUE,  NEW  YORK,  NY  10011 


I     I  Send  me  the  2-volume  boxed  set  of  The  Forbes  Scrapbook  of  Thoughts 
on  the  Business  of  Life.  My  check  for  the  special  price  of  $31 .95  enclosed. 

I     I  Send  me  the  original  one-volume  collection.  My  check  for  $18.50  enclosed. 

Send  to 


(please  print) 


Address 


City 


State 


Zip 


□  Charge  my  credit  card 

□  American  Express 
n  MasterCard 

D  VISA 


All  prices  include  postage  and  handling  charges.  Please  add 
appropriate  sales  tax  on  New  York  State  orders  and  other 
states  where  applicable. 


Credit  Card  Number 


Expiration  date 
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The  Eyes 
of  Management 

WillBeUponTexas 


In  A  Special  Advertising 
Supplement  To  Appear  in  The 
Eighth  Annual  Forbes  400  Issue 
The  Richest  People  In  America 
October  23, 1989  Issue 

The  best  of  Texas — all  the  compelling  reasons 
for  locating  or  expanding  a  business  or  investing  in 
the  Lone  Star  State,  will  be  exposed  to  America's 
business  leaders  in  Forbes'  biggest  selling  is- 
sue— the  Forbes  400. 

It's  a  Texas-sized  opportunity  for  you  to  pro- 
mote your  company  and  support  the  State's  eco- 
nomic development  efforts  to  more  than  2.8  mil- 
lion affluent  readers  (plus  a  whole  passel  of  extra 
newsstand  buyers).  This  audience  includes  top 
business  and  financial  decision  makers — people 


with  the  power  and  influence  to  make  the  big 
decisions  for  their  companies  that  can  positively 
impact  your  State's  economy  and  your  com- 
pany's profits. 

Be  a  partner  with  Texas  and  Forbes  in 
this  exciting  publishing  event.  For  a  copy  of 
the  brochure  that  has  all  the  details  of  par- 
ticipating in  the  supplement,  call  your  Forbes 
representative,  Fred  Wellington,  (214)  770-2626 
or  Arnold  J.  Prives,  Director  of  Special  Projects, 
(212)620-2224. 


Forbes 

Capitalist  Ibol 

'■foibesMrtya^ine- 60  Fifth  Ave    N>    N>100ii 


Flashbacks 


Edited  by  Dero  A.  Saunders 


"The  more  things  change. . . ." 
Items  from  past  issues  of  Forbes 

Seventy  years  ago  in  Forbes 

(Frotyi  the  issue  of  July  26,  1919) 
"Everywhere  one  goes  bitter  com- 
plaints are  heard  concerning  the  cost 
of  the  necessaries  of  Hfe.  We  are  pay- 
ing 55  cents  for  our  meat  and  65  cents 
for  bacon;  shoes  for  a  three-year-old 
child  cost  $4;  a  clothing  store  told  me 
that  they  couldn't  offer  me  a  suit  un- 
der $48;  cotton  goods  are  ruinously 
high;  most  caimed  foodstuffs  are  be- 
yond reach  of  the  average  housewife's 
.  piurse — a  tirmed  tongue,  for  example, 
;  now  costs  $1.75." — B.C.  Forbes 

■  "The  Irish  question  is  assuming  un- 
i  looked-for  importance  in  Washing- 
ton. The  Irish  vote  was  never  before 
so  eagerly  sought,  nor  have  the  advo- 
cates of  'Free  Ireland'  ever  found  so 
many  willing  listeners.  It's  all  be- 
cause there  is  an  election  next  year 
that  admittedly  will  be  close,  and  be- 
cause the  discussion  of  the  League  of 
Nations  opens  up  vast  opportunity  for 
the  spellbinders  of  both  parties  to  de- 
Hver  orations  on  the  wrongs  of  Old 
freland.  ..." 

Sixty  years  ago 

(From  the  issue  of  August  1,  1929) 


The  first  cash  register  that  really  worked 

"The  motor  [industry]  is  holding  up 
much  better  than  was  expected.  June 
production,  according  to  advance  fig- 
ures, displayed  only  a  moderate  de- 
cline from  the  record  totals  of  the 
previous  month  and  was  still  over 
25%  ahead  of  the  output  for  the  same 
month  of  last  year.  Total  domestic 
output  for  the  first  half  of  1929  is 
placed  at  about  3,400,000  units." 
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Beech  Aircraft's  Olive  Beech,  probably  the  first  woman  to  head  a  major  L'.S^  company 


"The  passion  for  golf  has  given  the 
real  estate  developer  a  new  lure  for 
the  prospective  suburban  purchaser. 
The  scarcity  of  links  near  the  cities 
makes  the  offering  attractive  to  pro- 
spective members  who  hold  lots  near 
the  property.  Nearly  every  golf  club  of 
standing  has  a  long  waiting  list  of 
players  who  would  like  to  join  but 
who  cannot  be  accommodated." 

Fifty  years  ago 

(From  the  issue  of  August  1,  1939) 
"Astonishing  things  are  now  going  on 
in  the  plastics  industry — things  that 
will  eventually  affect  almost  every 
businessman,  no  matter  what  line  of 
business  he  may  be  in.  Already,  of 
course,  plastics  have  battered  their 
way  into  many  of  the  strongholds  of 
older  materials.  New  strongholds  are 
falling  daily  as  new  plastics  with  new 
qualities  are  announced." 

Twenty-five  years  ago 

(From  the  issue  of  August  1,  1964) 
"On  the  market  since  spring,  Ford's 
sleek  Mustang  has  already  become 
the  bestselling  compact  car.  In  fact, 
May  registration  figures  show  the 
Mustang,  in  its  first  full  month,  was 
the  seventh  bestselling  model  in  the 
U.S.,  behind  three  Chevrolets,  the 
Ford  Galaxie,  and  two  Pontiacs." 

"Mrs.  [Olive]  Beech  went  to  work  as  a 
secretary  for  Travel  Air  Co.  in  1925. 
Five  years  later  she  married  her  boss, 
Walter  Beech,  who  later  became 
Beech  Aircraft's  founder  and  presi- 
dent. Mrs.  Beech  became  corporate 
secretary-treasurer,  and  stepped  up  to 
the  presidency  in  1950,  two  weeks 
after  her  husband's  death.  .  .  . 


"  'It  all  depends  on  ability,'  she 
says.  'I'd  feel  upset  if  I  didn't  think  my 
top  executives  had  their  eyes  on  my 
desk — but  whether  they  get  it  is  an- 
other matter.  I  don't  understand  the 
problems  that  many  women  in  busi- 
ness seem  to  feel  they  have.  We  hire 
individuals,  not  men  or  women,  based 
on  their  ability." 

Ten  years  ago 

(From  the  issue  of  July  23,  1979) 
"The  draft  is  alive  and  moving  in 
Congress,  and  while  most  of  the  de- 
bate on  it  will  throb  with  flag-waving 
oratory,  one  senator  is  marshaling  a 
purely  economic  argument  against  it. 
Surprisingly,  this  boardroom  ap- 
proach comes  from  Colorado's  Demo- 
cratic Senator  Gary  Hart.  .  .  .  Hart 
thinks  the  Pentagon  should  build  up 
the  Navy  instead  of  (the  Army]  be- 
cause the  U.S.  is  by  nature  a  sea 
power." 

"Few  people  have  ever  made  sweeter 
real  estate  deals  than  the  late  Joseph 
P.  Kennedy  when  in  1945  he  bought 
Chicago's  Merchandise  Mart — then 
the  world's  largest  commercial  build- 
ing— from  retailing  giant  Marshall 
Field.  The  sale  brought  snickers  from 
local  real  estate  men  who  saw  it  as 
one  wily  old  fox  palming  a  white  ele- 
phant off  on  another.  Joe  Kennedy  had 
the  last  laugh.  In  a  brilliant  display  of 
financial  gymnastics,  he  bought  the 
Mart  for  only  $13  million,  borrowing 
$12.5  million  on  a  mortgage.  His  cash 
outlay:  just  $  1  million  for  broker  com- 
missions and  legal  expenses.  .  .  .  It's 
been  the  anchor  of  the  Kennedy  for- 
tune ever  since." 
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Man  really  knows  nothing 
save  what  he  has  learned 
by  his  own  experience. 
Christoph  M.  Wieland 


The  ultimate  goal  of  the 
educational  system  is  to 
shift  to  the  individual  the 
burden  of  pursuing  his 
own  education. 
John  Gardner 


All  genuine  progress  results 
from  finding  new  facts. 
Wheeler  McMillen 


Who  supplies  another  with 
a  constructive  thought  has 
enriched  him  forever. 
Alfred  A.  Montapert 


The  whole  art  of  teaching 
is  only  the  art  of 
awakening  the  natural 
curiosity  of  young  minds. 
Anatole  France 


All  that  is  good  in  man 
lies  in  youthful  feelmg 
and  mature  thought. 
Joseph  Joubert 


The  best  cure  for  a  sluggish 
mind  is  to  disturb  its  routine. 
William  H.  Danforth 


Intellectual  blemishes, 
like  facial  ones,  grow 
more  prominent  with  age. 
La  Rochefoucauld 


The  more  we  study,  the  more 
we  discover  our  ignorance. 
Percy  Bysshe  Shelley 


Education  is  an  admirable 
thing,  but  it  is  well  to 
remember  from  time  to  time 
that  nothing  that's  worth 
knowing  can  be  taught. 
Oscar  Wilde 


Thoughts 

on  the  Business  of  Life 


Vitally  important  for  a  young 
man  or  woman  is,  first,  to 
realize  the  value  of  education, 
and  then  to  cultivate  earnestly, 
aggressively,  ceaselessly, 
the  Ixihit  of  self-education. 
Without  fresh  supplies  of 
knowledge,  the  brain  will  not 
develop  healthily  and  vigorously 
any  more  than  the  body  can  be 
sustained  witfx)Ut  fresh  supplies 
offood. 
B.C.  Forbes 


Reading  is  to  the  mind  what 
exercise  is  to  the  body. 
Richard  Steele 


The  richest  soil,  if 
uncultivated,  produces 
the  rankest  weeds. 
Plutarch 


1  am  now  past  the  craggy 
paths  of  study,  and  come 
to  the  flowery  plains  of 
honor  and  reputation. 
Ben  Jonson 


The  man  who  never  alters 
his  opinion  is  like  standing 
water,  and  breeds  reptiles 
of  the  mind. 
William  Blake 


Moie  than  6.000  "Thoughts."  indexed  by 
author  and  subject,  are  available  in  a  two- 
volume  boxed  set  at  $31.95  l$18.S0  per  vol- 
ume if  purchased  separately).  Also  avail 
able,  a  one-volume  edition  of  over  3.000 
"Thoughts."  Price:  $18.50.  Send  check  and 
order  to:  Forbes  Inc.,  60  Fifth  Ave.,  New  York, 
N.Y.  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


There  is  nothing  so  stupid 
as  an  educated  man,  if  you 
get  him  off  the  thing  he 
was  educated  in. 
Will  Rogers 


We  have  an  infinite  amount 
to  learn  both  from  nature 
and  from  each  other. 
John  Glenn 


It  is  no  good  to  try  to 
stop  knowledge  from  going 
forward.  Ignorance  is  never 
better  than  knowledge. 
Enrico  Fermi 


A  Text . . . 

A  wise  man  will  hear,  and 
will  increase  learning;  and 
a  man  of  understanding  shall 
attain  unto  wise  counsels. 
Proverbs  1:5 


Sent  in  by  Mrs.  John  R.  White,  Terre 
Haute,  Ind.  What's  youi  favorite  text?  The 
Forbes  Scrapbook  of  Thoughts  on  the  Busi- 
ness of  Life  is  presented  to  senders  of 
texts  used. 


3.S2 


Knowledge  without  wisdom 
is  a  load  of  books  on  the 
back  of  an  ass. 
Japanese  proverb 


It  is  the  studying  that  you 
do  after  your  school  days 
that  really  counts.  Otherwise, 
you  know  only  that  which 
everyone  else  knows. 
Henry  L.  Doherty 


Science  gives  us  knowledge, 
but  only  philosophy  can 
give  us  wisdom. 
Will  Durant 


You  can  lead  a  boy  to  college, 
but  you  cannot  make  him  think. 
Elbert  Hubbard 
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hand  sculpted  with  Georgia-Pacific  papa 


G 


At  GeorEja-Raciiic, 

lenng  our  nest  with  over  $800  million  in  printing  paper  sales. 


were 


Georgia-Pacific  has  now  become  one  of  the  world's 
largest  suppliers  of  uncoated  printing  and  writing  papier. 

Already  we  have  one  of  the  world's  largest  white 
paper  machines,  that  produces  over  650  tons  per  day.  And  with 
our  new  machine  in  Port  Hudson,  Louisiana,  now  on  line,  we  are  well 
positioned  to  become  an  even  more  influential  competitor  in  a  market 
that  is  expected  to  grow  at  a  rate  twice  that  of  the  GNP. 

Containerboard.  Packs^g.  Tissue.  Market  pulp.  Printing  and 
writing  papers.  Combined,  they  generated  nearly  $3.5  billion  in 
sales  and  upwards  of  $600  million  in  operating  profits  in  1988. 

And  considering  the  way  things  are  going,  pulp  and  paper 
will  continue  to  be  a  highly  profitable  feather  in  our  cap  for  many 
years  to  come. 


u  .  la-Pacific  Corporanon 
IL.S  Rt:«erved. 


Georgial^cific 
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Getting  down  to  the 
nuts  and  bolts, 


At  VARIG  they're 
checked  one  by 
one,  by  hand. 


When  it  comes  down  to 
the  nuts  and  bolts  of  aircraft 
maintenance,  it's  the  VARIG 
owners'  job.  And  it's  done 
one  by  one, by  hand. 


Just  who  are  these 
"hands  on"  company 
owners?  They  are  the  thou- 
sands of  VARIG  employees 
who  are  owners  through  a 
unique  foundation*  which 
confers  ownership  upon 
them— from  executive  to 
baggage  handler. 

So  isn't  it  reassuring  to 
know  that  there  is  a  VARIG 
engineer,  machinist,  chem- 
ist, metallurgist...  electrician, 
painter,  chef -who  has  a 
vested  interest  in  the  per- 
formance and  appearance 
of  every  inch  of  every 
VARIG  aircraft? 

And  thafs  the  foundation 
for  VARIG's  preeminence 
among  the  world's  airlines 
and  the  world's  frequent 
travelers.  VARIG  serves 
Brazil,  the  rest  of  South 
America  and  Japan 
with  29  flights  a  week 
from  North  America. 


Time  to 


The  World  Class  Airline  of  Brazil. 
Since  1927. 


*The  Ruben  Berta  Foundation,  est.  1945 


Ife  only  a  jun^e  if  youte  not  equipped  for  it 


lunmnih-n 


I'nitttTS 


Disk  Drives 


At  Toshiba,  we  design,  mcinufacture,  market  and  support  office  products  that  can  help  you  stand  up  to  the  most 
savage  competition.  Pn)ducts  that  easily  adapt  to  the  way  you  do  business.  Our  portable  computers,  printers  and 
disk  drives-oui'  copiers,  facsimile  machines  and  telephone  systems  are  all  designed  to  help  you  be  more  prcxluctive. 


Qjpun 


Facsimile 


Telephones 


vnd  the  service  and  support  we  provide  is  designed  to  help  you  stay  that  way  For  more  information  on  our  full 
ne  of  office  equipment  and  support,  call  Toshiba  America  Information  Systems,  Inc.  at  1-800-527-1557.  Because, 
hen  you're  properly  equipped,  youll  see  ifs  not  really  a  jungle  after  all.  Ifs  just  business.  And  that's  wild  enough. 

In  Touch  with  Tomorrow 


TOSHIBA 
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COVER  STORY 

58     "Bid-'Em-Up  Bruce"? 

By  Deirdre  Fanning 

At  41,  Bruce  Wasserstein  holds  the 
hottest  hand  on  Wall  Street.  But  do 
his  clients  pay  too  much? 


COMPANIES 


38    If  This  Be  Victory  . . . 

By  Stuart  /'lack 

Harcourt  Brace  Jovanovich  beat  back 

a  takeover.  At  what  price? 

40    Tiger  By  The  Tail? 

By  Howard  Rudnitsky 

Sandy  Weill  tries  to  straighten  out  the 

A.L.  Williams  insurance  group. 

48  The  Up  &  Comers: 
BeautiControl  Cosmetics 

By  WiUiatti  />  Bafrett 
How  a  fast-growing  sales  outfit  be- 
came the  toast  of  Dallas. 

49  The  Up  &  Comers:  Hitox 

By  William  I'  Barrett 

Chairman  Richard  Bowers  goes  from 

"third-class   spy"   to   paint   pigment 

baron. 


62    From  Coal  To  Water 

By  James  Cook 

Eastem  Gas  &.  Fuel  lost  its  way  30 

years  ago.  Now  it's  back. 

114  Please  Pass  The  Maalox 

By  Janet  Novack 

To   stay    independent    Rorer   Group 

must  grow.  How  can  it? 

116  The  Company  That  Can't 
Keep  Up  The  Pace 

By  James  Cook 

General    Instrument:     technological 

talent,  managerial  deficiencies. 

DfDUSTRIES 

64     Who  Checks  The  Checkers? 

By  Matthetr  Schifrin 

Jack  Kemp  should  take  a  close  look  at 

HUD's  credit  reporting  standards. 

105  Where  Do  All  The  Stolen 
Car  Radios  Go? 

By  Stet'e  U  W;/t';  and  John  Hanis 
Flow's  this  for  a  business?  Inventory 
turnover  is  slow,  but  markups  can  run 
900%.  Legal  risks  are  minimal. 

112  "Turbine  Renewal" 

By  Flleti  Parvi 

The  tax  credits  arc  gone,  but  the  dam 

wmdmills  are  still  with  us. 

118  Contented  Pigs? 

By  Midku-l  Iritz 

Tyson  Foods  pushed  tons  of  chicken 

into  American  ovens.  Now  for  pork. 


44    Moscow's  muddle 


INTERNATIONAL 


44    Adrift 

By  Peter  Fuljnnan 

While    the    West    welcomes    pere- 

stroika,  Soviets  are  befuddled  by  it. 

140  Tapas,  Bulls  And  Kings 

By  Riclxird  C  Morals 
Christopher  Columbus  discovered 
America  nearly  500  years  ago.  Now 
the  New  World,  in  the  form  of  Mal- 
colm Forbes  and  the  Capitalist  Tools, 
rediscovers  Spain. 

INVESTING 

39     Quid  Pro  Junk? 

By  Richard  L.  Stem  and  Phyllis  Berman 
The   feds   are   probing  the  personal 
portfolios  of  junk  bond  managers. 

52    Crystal  Clear 

By  Joe  Qt4eenan 

Investment  guides  for  people  who  eat 

far  too  much  brown  rice. 

154    Statistical  Spotlight: 

Where  Losses  Are  Assets 

By  Christopher  Palmeri 

Tax-loss   carryforwards   can   be  like 

money  in  the  bank.  Some  examples. 

164     Streetwalker 

Microsoft;  American  Stock  Exchange; 
Society  Corp.;  Acton. 
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105    Pssst/  Wanna  buy  a  suit? 


118    Making  porkers  popular 


120    Eden  encroached 
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Mcfdng-up  time 

Lawrence  Minard  was  studying  for  a  doctorate  in  economics  at 
the  New  School  for  Social  Research  in  1974  when  he  landed  a 
summer  job  at  Forbes  as  a  reporter-researcher.  He  never  did 
write  his  dissertation,  electing  to  write  about  the  practice  of 
business  rather  than  study  the  theory.  Last  month,  39-year-old 
Minard  became  Forbes'  managing  editor. 

A  native  of  Seattle  and  a  graduate  of  Trinity  College  in 
Hartford,  Minard  became  a  staff  writer,  subsequently  went  to 
London  as  European  Bureau  Manager  and  to  Los  Angeles  to  head 
our  West  Coast  Bureau.  Along  the  way  he  wrote  on  a  vast  range 
of  subjects,  both  practical  and  intellectual.  In  1981  he  coau- 
thored  a  report  on  the  Soviet  economy  that  anticipated  the 
revelations  about  economic  collapse  that  fUl  the  media  today.  In 
a  quite  different  vein,  his  June   1984  cover  story  on  Disney 


ExJdic  KL-aung 


Eddie  Keating 


Uaoy  Mnuod,  Jean  Brings  ami  Ed  Finn 


imcovered  for  readers  the  hidden  values  in  the  film  company 
that  are  now  common  knowledge. 

Also,  Forbes  named  two  new  assistant  managing  editors: 

Jean  A.  Briggs,  46,  a  graduate  of  St.  Lawrence  University  and  a 
native  of  Livonia,  N.Y.  Briggs  joined  Forbes  in  1972  as  a 
reporter-researcher  after  havuig  worked  at  Glamour  magazine 
and  at  Prentice-Hall  (where  she  edited  a  publication  on  sales 
management).  Later  Bnggs  served  in  both  our  Los  Angeles  and 
Washington  bureaus  and  since  1984  has  directed  our  27  report- 
ers. As  assistant  managing  editor,  she  takes  on  the  added  task  of 
managing  editorial  operations. 

Edwm  A.  Finn  Jr.,  34,  a  native  of  Whitinsville,  Mass.  and  a 
graduate  of  Tufts  and  Columbia's  School  of  International  Af- 
fairs, joined  Forbes  in  1986  after  five  years  at  the  Wall  Street 
Juunuil  m  New  York  and  in  Dallas.  As  an  assistant  managing 
editor,  Finn  will  supervise  a  group  of  New  York  writers  and 
several  departments,  including  Follow-Through,  Careers,  and 
Faces  Behind  the  Figures. 

Also  promoted  is  Marlene  Mandel,  54,  who  becomes  a  senior 
editor.  Mandel,  an  11 -year  Forbes  veteran,  runs  our  copy  desk 
and  proofroom  and  now  takes  on  additional  responsibihties  in 
editorial  production.  John  R.  Hayes,  32,  has  been  promoted  to 
associate  editor  and  deputy  manager  of  our  reporting  staff. 


O^Editor 
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SOME  NAMES 

JUST  OOMMUNICAIE 

BETTERTHAN  OTHERS. 


Boris  Karlojf  was 
William  Henry  Pratt 


Judy  Garland  was 
Frances  Gumm 


W.C.  Fields  was 
William  Claude  Dukenfield 


Chubby  Checker  was 
EmestEvans 
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WTiat's  your  real  name? : 

Company 

Address 

CiU' 


n 


.Phone. 


The  right  name  is  more  than  just  I 

letters  placed  end  to  end.  It's  a  badge  of 
individuality.  Keeping  that  in  mind,  we 
at  Harris/3M  have  chosen  a  new  name. 
One  that  better  represents  our  world- 
wide line  of  copiers,  facsimile  and  voice 
products.  And  one  that  communicates 
our  commitment  to  quality  and  excel-       '  business  svmMswoRuwiDE 

■I  ^         ,  .  I      Send  to:  Ljnicr  Information  Center  PO.  Box /SS/Danon,  OH  45401       I 
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Follow-Through 


Lost  and 
found? 

May  16,  1988 
Perry  Mendel  and 
Richard  Grassgreen 


W'  hen  Forbes  last  looked  at  Mont- 
gomery, Ala. -based  Kinder-Care, 
we  called  it  "the  little  nursery  that 
lost  its  way."  With  some  $300  million 
in  junk  bond  financing  from  Drexel 
Bumham  Lambert,  Kinder-Care  went 
on  a  wild  shopping  spree,  buying  two 
savings  and  loans,  a  shoe  store  chain, 
a  discount  retailer  and  an  insurance 
company,  and  building  a  $600  million 
investment  portfolio  packed  with 
junk  bonds.  After  the  acquisition 
binge,  less  than  50%  of  the  company's 
sales  and  profits  came  from  child  care. 

Kinder-Care's  stock  price  was  lan- 
guishing, mostly  because  its  equity 
and  profits  had  been  diluted  by  the 
scattershot  diversification,  but  also 
because  of  some  questionable  finan- 
cial transactions. 

Now  Kinder-Care  is  trying  to  pla- 
cate disgruntled  shareholders  by  spm- 
ning  off  its  child  care  business  to 
stockholders.  This  effectively  creates 
two  companies:  Kinder-Care  Inc.,  a 
debt-laden  financial  conglomerate, 
and  Kinder-Care  Learning  Centers,  a 
highly  profitable  company  in  the 
child  care  business.  Kinder-Care  Inc. 
also  announced  it  would  raise  $160 
million  in  equity  to  pay  down  debts 
owed  to  Kinder-Care  Learning  Cen- 
ters. News  of  the  equity  issue,  which 
will  be  completed  by  September,  has 
boosted  Kinder-Care  Learning  Cen- 
ters' stock  from  AVa  to  a  recent  6Vi, 
while  Kinder-Care  Inc.'s  stock  has 
dropped  slightly.— Matthew  Schifrin 


Question 
raised 

.■y>r  4.  1988 
Jo/jti  Maroi4S  and 
Paul  Le^u 


sive  restructuring  in  the  1980s,  the 
century-old  Pittsburgh-based  con- 
glomerate no  longer  manufactured 
the  household  appliances  that  had 
made  it  a  household  name.  The  com- 
pany slimmed  down  to  a  variety  of 
businesses  ranging  from  defense  elec- 
tronics and  power  generation  to 
broadcasting,  finance  and  soda  bot- 
tling. We  said  Westinghouse  was  a 
better  company  now,  but  out  of  the 
public  eye.  In  June  Westinghouse 
launched  an  estimated  $5  million, 
seven-month  print  advertising  cam- 
paign to  get  back  in  the  public  eye.  In 
the  first  of  a  series  of  full-page  ads  in 
publications  such  as  Forbes,  the  Wall 
Street  Journal  and  the  Harvard  Business 
Reiieu',  the  company  has  answered  our 
question. — Kerry  Hannon 


Burnt  bulb? 

Dec  12.  1988 
ZoltanJ.  Kiss 


about  5,  down  from  SVi  when  our 
story  ran  last  December. 

Like  many  technological  entrepre- 
neurs before  him — from  General  Elec- 
tric's  Thomas  Edison  to  Apple  Com- 
puter's Steven  Jobs — Kiss  last  month 
was  ousted  as  Chronar's  chief  execu- 
tive officer.  His  replacement  is  Victor 
Palmieri,  who  turned  Penn  Central 
around  but  failed  to  salvage  electron- 
ics retailer  Crazy  Eddie,  now  in  bank- 
ruptcy proceedings.  Which  way  will 
Chronar  go?  Palmieri  isn't  talking.  In- 
vestors will  have  to  take  their 
chances. — James  Cook  and  Ronit  Addis 


Hissed  turn 

Ma>'  16,  1988 
J.B.  (Jack)  Curcio 


What's  :i  Westinghouse?"  The 
question  was  posed  in  the  head- 
line over  a  Forbes  story  last  year.  The 
article  pointed  out  that  after  an  exten- 


Zoltan  J.  Kiss  had  seen  the  future. 
The  57-year-old  chairman  and 
founder  of  Chronar  Corp.  boasted  to 
Forbes  that  his  company,  making  so- 
lar energy  products,  would  break  even 
last  year  after  ten  consecutive  annual 
losses.  From  there  he  predicted  profits 
would  rise  quickly,  doubling  and  qua- 
drupling throughout  the  1990s.  But 
for  Kiss,  everything  that  could  go 
wrong  did  go  wrong. 

As  many  as  a  dozen  competitors 
swarmed  into  one  of  Chronar's  most 
promising  markets:  solar-powered 
lights  for  gardens  and  sidewalks. 
Chronar  also  ran  into  quality  prob- 
lems that  cost  almost  $1  million  to 
remedy.  Although  the  company's 
sales  swelled  66%,  to  $28  million,  last 
year,  losses  widened  57%,  to  $12.4 
million. 

This  year  was  no  better.  Amid  the 
cutthroat  competition,  Chronar  was 
forced  to  cut  prices  and  its  losses 
grew.  In  the  first  quarter,  the 
LawrenceviUe,  N.J. -based  company 
lost  $2.6  million,  as  against  $1.5  mil- 
lion in  the  year-earlier  period.  Short  of 
cash.  Kiss  apparently  delayed  plans  to 
introduce  at  least  one  new  solar- 
powered  consumer  product:  a  motion- 
sensitive  security  spotlight.  The  com- 
pany's stock  currently  is  trading  at 


'ack  Trucks  is  headed  for  trouble, 
■  despite  Forbes'  confident  opin- 
ion last  spring  that  the  truckmaker 
was  turning  around.  Back  then  Mack 
had  just  fixed  persistent  computer 
malfunctions  that  were  plaguing  its 
highly  automated  plant  in  Winns- 
boro,  S.C. 

Now  new  problems  have  emerged 
at  Mack.  Workers  at  the  Winnsboro 
plant,  who  were  being  paid  $4  less 
than  workers  at  Mack's  Pennsylvania 
plant,  voted  in  late  April  to  join  the 
United  Auto  Workers.  The  Winns- 
boro workers  are  currently  negotiat- 
ing for  a  fat  pay  raise  and  a  generous 
benefits  package. 

Mack's  sales  have  fallen  off,  partly 
as  a  result  of  an  industrywide  slump 
and  partly  because  of  fears  about  de- 
livery delays,  which  often  follow  la- 
bor strife.  Mack's  orders  have  dropped 
to  68  a  day,  down  from  106  a  day  in 
the  first  quarter  of  this  year.  Sales  will 
likely  be  pinched  further  in  the  wake 
of  a  3.9%  price  increase  put  through 
in  July. 

All  this  will  hit  the  bottom  line 
hard,  depressing  Mack's  earnings  this 
year  by  as  much  as  44%,  to  60  cents  a 
share.  There  is,  however,  one  bright 
sign  at  Mack:  The  company  recently 
named  as  chief  executive  officer 
Ralph  Reins.  Reins  has  an  extensive 
operations  background  at  itt  Auto- 
motive, Rockwell  Axles  and  General 
Motors.— K.H. 
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Why  former  hyatt  guests 
stopped  climbing  the  walls. 


every  suite  comes  with  two 
color  televisions  and  two 
phones  for  your  comfort. 
And  there's  more. . . 
Food  for  free . . . 
instead  of  food  for 
thought. 
You'll  wake  up  to 
^more  than  the  alarm  at  an 


And  more . 


instead 


Can't  wait  to  ^et  back . . .  insb 
of  can't  wait  to  get  packed 

No  wonder  over  90  percent 
of  the  travelers  who  come  to 
our  door  plan  to  come  back  on 
another  trip.  They're  smart 
business  people  who  figure 
getting  more  without  paying 


For  the  price  of  their  room, 

you  can  get  your  paws  on 

all  this. 

You  don't  have  to  be 
a  fat  cat  to  enjoy  The 
Suite  Life®  An  Embassy 
Suites®  hotel  welcomes 
you  to  a  world  of  extras 
you  don't  pay  extra  for. 
Room  for  enjoyment . . 

instead  of  room  for 
improvement. 

There's  a  difference 
between  a  hotel  room  and 
a  hotel  with  room.  Your 
Embassy  Suite  gives  you  a 
spacious  living  room  along 
with  your  private  bedroom . . . 
for  all  the  same  reasons  you 
don't  have  just  one  room 
at  home. 

Plus  there's  a  convenient 
wet  bar  with  refrigerator,  and 
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Embassy  Suites  hotel . . .  like  a 
delicious  free  breakfast,  cooked 
from  scratch  to  your  order,  and 
served  in  the  cozy  greenery  of 
our  atrium. 
And  more . . . 
On  the  house . . .  instead  of 
*  on  the  bill. 

Every 
evening 
you'llbe 
invited  to 
unwind 
with  your 
favorite 
beverage 
at  our  free 
Manager's 
Reception,  ^ 
hosted  for  two  re- 
laxing hours  in  the  friendly 
atmosphere  our  open  atrium 
offers. 


I-  Subject  to  state  and  local  laws 


more  makes  both  dollars  and 
sense.  And  that's  a  value  worth 
getting  your  paws  on. 


EMBASSY 
SUITES 

^H  O  T  E  L  S^ 

1-800-EMBASSY 

In  Canada:  1-800-458-5848 


To  make  ii 

Mchadto 


They  said  it  couldn't  be  done. 

Tliat  it  would  be  impossible 
to  create  a  suspension  system 
that  combined  handling  and 
ride  without  compromising 
either  one.Then  put  it  on  a  car 
that  didn't  cost  a  small  fortune. 

But  the  engineers  at  Honda 
ignored  the  naysayers.  And 
found  the  answer:  Arms. 


The  upper  and  lower  ar 
keep  all  four  tires  virtuall 
perpendicular  to  the  road  fd 
outstanding  handling  and 
stability.  Which  frees  up  t\ 
springs  and  shock  absorber 
to  do  exactly  what  they  we 
designed  to  do:  absorb  roaj 
shock.  That  way,  you  don'( 
have  to. 


'.HI  e  l<«8  .^mcncui  Hondi  Monc  Cax.  Inc 


ide  so  well, 
stafewarms. 


You'll  find  this  advanced 
( )uble  wishbone  design  on  the 
Jonda  Accord.  (And  to  your 
I  ft).  It  was  inspired  by  the 
( )uble  A-arms  used  on  race 
( rs.  Honda  was  first  to  use 
1  em  on  all  four  wheels  of  a 
;  jnt-wheel-drive  car.  With  a 
!  ght  twist. 

What  all  this  means  is  that 


you  will  enjoy  a  comfortable, 
smooth  ride  as  you  put  the 
responsive,  2.0  liter,  fuel- 
injected  120  horsepower  LXi 
engine  through  its  paces. 

And  you'll  appreciate  the 
spacious  interior,  with  standard 
air  conditioning,  full-logic  AM/ 
FM  stereo  cassette,  power 
moonroof  and  driver's  seat  with 


adjustable  lumbar  support. 

In  the  meantime,  Honda 
engineers  will  keep  looking 
for  other  innovative  ideas. 

It  is  a  challenge  they 
welcome  with  open  arms. 


HO]N  D  A. 


The  Accord  LXi 


^^    Forbes  Informer 


Edited  by  Eric  Schmuckler 


Sorry  about  that 


Alex  Quesadi'Matrix 


Wall  Street's  Paul  Tudor  Jones  II 
Decreeing  a  stately  pleasure  dome. 

What's  the  point  of  netting  more  than 
$100  milhon  over  two  years  if  you 
can't  enjoy  it?  Paul  Tudor  Jones  11, 
who  made  that  much  in  1987  and 
1988  through  speculating  m  commod- 
ities, has  been  treating  himself  to  Tu- 
dor Farms,  now  abuildmg  in  rural 
Maryland  with  a  price  tag  as  high  as 
$20  million.  The  hideaway  covers 
some  3,000  acres  of  marshy  wetlands 
near  Chesapeake  Bay,  where  lones 
can  indulge  his  passion  for  duck  hunt- 
ing. And  we  mean  indulge.  Originally 
Jones  planned  to  build  a  processing 
center,  complete  with  duck-plucker, 
so  he  could  haul  over  the  day's  kill 
and  prepare  it  for  the  evening  meal. 
The  main  house — sorry,  hunting 
lodge — will  measure  only  a  modest 
15,000  square  feet. 

But  alas,  you  can't  please  every- 
body. The  Army  Corps  of  Engineers 
issued  a  stop-work  order  in  March, 
after  discovering  that  crews  had 
plowed  over  some  of  the  precious  wet- 
lands. Sorry  that  he'd  been  rotten  to 
the  Corps,  Jones  is  now  restoring  the 
despoiled  wetlands  at  a  cost  of  up  to 
$1  million. 

Time-share  paper  chase 

So  you  think  you've  escaped  the  vaca- 
tion time-share  salesmen  flogging 
those  dubious  deals  that  lock  you  into 
one  week  per  year  at  a  faded  Florida 
resort:  Well,  steel  yourself  for  a  new 
time-share  sales  pitch,  this  time  from 


your  broker. 

Pending  Securities  &  Exchange 
Commission  approval,  PaineWebber 
will  peddle  bonds  collateralized  by 
time-share  mortgages.  The  mortgage 
issuer?  General  Development  Corp., 
the  lawsuit-plagued  Florida  develop- 
er. GDC  has  placed  its  time-share 
mortgages  privately  in  the  past.  Now 
it's  trying  the  public  route. 

The  yield  on  the  paper  is  unset  as 
yet,  but  we  know  this  much:  When 
these  guys  start  packaging  this  kind  of 
institutional  stuff  for  public  con- 
sumption, you'd  better  watch  your 
wallet. — Gretchen  Morgenson 

Truth  in  packaging 

It's  been  a  busy  year  for  telecommuni- 
cations legislation.  In  the  past  year. 
Congress  has  been  deluged  with  about 
a  dozen  bills  dealing  with  telephone 
and  cable  television  regulation. 

But  for  name  value  alone,  our  favor- 
ite is  the  measure  introduced  by  Rep- 
resentative Al  Swift  (D-Wash.)  and 
Representative  Tom  Tauke  (pro- 
nounced "talkie"),  an  Iowa  Republi- 
can. The  bill,  which  could  come  up 
for  a  vote  as  early  as  the  end  of  the 
year,  would  push  Judge  Greene  out  of 
the  picture  and  allow  Bell  operating 
companies  to  expand  into  new  ser- 
vices. We  couldn't  have  picked  a  bet- 
ter name:  Swift-Tauke.  Has  a  nice 
ring  to  it,  no? — Gary  Slutsker 

Is  business  boring? 

Yes,  say  the  editors  of  the  Guinness 
Book  of  World  Records  That's  why 
they'll  do  some  "judicious  cutting"  of 
facts  and  figures  froni  the  business 
world,  according  to  David  Boehm, 
who  edits  the  American  version  of  the 


perennial  bestseller.  Children  are  big 
readers  of  the  Guinness  book,  and 
business  pales  in  comparison  to  neat 
stuff  like  the  world's  biggest  bubble- 
gum  bubble  (22  inches  across).  Other 
problems:  getting  figures  on  corporate 
subsidiaries  that  might  make  the  list, 
and  keeping  up  with  milestones  from 
the  financial  markets,  where  new  rec- 
ords seem  to  be  set  every  day.  Trim- 
ming a  few  pages  from  the  business 
section  will  make  more  room  for  the 
underwater  violinists  and  other  oddi- 
ties that  are,  as  Boehm  puts  it,  "par- 
ticularly Guinness-y." 

Why  so  shy.  Sly? 

It  appears  that  tough  guy  Sylvester 
Stallone  is  really  a  shy  chap.  Why  else 
would  lawyers  for  Carolco  Pictures — 
the  studio  Stallone  built — spend  the 
spring  in  a  bizarre  sparring  match 
with  the  Securities  &.  Exchange  Com- 
mission? The  SEC  was  curious  why 
Carolco  wanted  "confidentiality 
treatment"  for  an  exhibit  to  its  1988 
annual  report,  or  Form  10-K. 

The  answer  is  simple:  The  exhibit 
spells  out,  in  more  than  90  detailed 
pages,  the  financial  arrangements  that 
Stallone  has  arm  wrestled  out  of  Car- 
olco, Showtime,  Tri-Star  and  Warner 
Brothers. 

Perhaps  out  of  consideration  for 
Sly's  modesty,  the  sec  allowed  the 
company  to  file  confidentially,  mean- 
ing that  long  passages  of  the  docu- 
ment are  slathered  over  with  gobs  of 
black  ink.  But  Carolco's  own  uncen- 
sored  documents  have  already  offered 
a  wealth  of  Stallonian  tidbits.  For  in- 
stance, on  top  of  the  $16  million  Sly 
pulled  down  for  Rambo  III,  the  studio 
shelled  out  $1.5  million  for  "security 
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Roland  Neveu/Gamrru-Liaison 


Sylvester  Stallone,  hard  at  work 
Hiding  his  perksfrom  the  pttbUe. 

services"  (the  mighty  Rambo  evident- 
ly insists  on  a  bodyguard)  and  insured 
Stallone's  life  for  $48  million  during 
filming.  Carolco  will  pay  Stallone  at 
least  $100  milUon  for  the  movies  he 
makes  through  1993.  Wonder  what 
further  goodies  are  in  the  contract 
that  Carolco  stoclcholders  will  never 
learn  about?  — Jason  Zweig 

Whole  lotta  shakin'  ^in'  on 

While  most  everyone  on  the  show  biz 
circuit  has  been  enthralled  by  the 
Time/Wamer/Paramount  slugfest, 
there's  been  a  whole  other  three-ring 
circus  imfolding  over  in  the  music 
business.  A  slew  of  deals  is  brewing 
that  would  futher  consolidate  the  rec- 
ord industry. 

What's  on  the  block?  Allen  &.  Co. 
has  reportedly  started  circulating  a 
black  book  for  Chris  Blackwell's  Is- 
land Records,  and  Polygram  Records 
is  said  to  be  hot  for  it. 

Meanwhile,  Richard  Branson,  head 
of  the  Virgin  Group,  could  use  some 
cash  after  taking  his  company  private 
last  year  (Forbes,  Nov.  14,  1988).  Bran- 
son is  negotiating  with  mceg,  a  small- 
ish movie  producer  in  Los  Angeles,  to 
unload  his  video  and  film  distribution 
imit.  Virgin  Vision.  He's  also  peddling 
a  25%  stake  in  his  London-based  re- 
cord company;  Fujisankei,  one  of  Ja- 
pan's largest  media  conglomerates,  is 
said  to  be  interested. 

Also  in  London,  Thorn  emi's  Colin 
:  Southgate  has  done  such  a  good  job 
cleaning  up  his  company  (Forbes,  Apr. 
17]  that  it  is  looking  like  a  takeover 
target.  Bertelsmann  ag  is  reportedly 
circling  and  may  pounce  as  soon  as 
Thorn  makes  final  the  sale  of  its  de- 
fense electronics  unit.  Word  is  Ber- 
telsmann, which  owns  rca  Records, 
has  its  eye  on  Thorn  emi's  music  busi- 
ness— home  to  the  Beatles,  Beach 
Boys  and  Pink  Floyd,  among  others.  It 
would  dispose  of  emi's  software,  Ught- 
ing  and  retail  businesses.  The  appeal? 
Bertelsmaim  wants  to  increase  its  in- 
ternational distribution  clout,  and  the 
quickest  way  to  do  that  is  to  buy 
something. — Lisa  Gubeniick 
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H'sKburLHe  lb  Style. 

Can't  find  Moussy?  Want  a  poster  or  Moussy  nutntion  information?  Call  800-842-2352 

(in  Canada:  800-637-6005)  between  9-5  Eastern  time,  Monday-Friday. 
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Ask  us  about  the  funds 

that  have  consistently 

outperformed 

more  than  90%  of 

all  mutual  funds. 


Two  of  Twentieth  Century  Investors'  mutual  funds  have  performed 
better  than  90  percent  of  all  mutual  funds  tracked  by  Upper  Analytical 
Services,  Inc.,  for  each  10-year  period  for  the  past  15  years.*  To  learn 
more  about  these  top  performers,  including  charges  and  expenses, 
write  or  call  toll-free  for  an  Information  Kit  and  Prospectus.  Please 
read  the  Prospectus  carefully  before  investing. 

Call  toll-free: 

1-800-345-2021 

*  Each  10-year  period  begins  on  a  calendar  quarter. 
Figures  are  based  on  total  return.  Data  represents 
past  performance.  Investment  return  and  principal 
value  will  fluctuate  and  redemption  value  may  be 
more  or  less  than  original  cost 


C  19(©  Twienbrth  Century  Invrsioc^  Inc 
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Support  America's 
colleges.  Because  college 
is  more  than  a  place 
where  young  people  are 
preparing  for  their  future. 
It's  where  America  is  pre- 
paring for  Its  future. 

Give  to 

the  college  of 

your  choice. 


.(Ub 


Forbes  Subscriber  Service 

60  Fifth  Avenue 
New  York,  NY  10011 

Call:  1-800-772-9200  Ext.  338 

Change  of  Address.  Please  give  six  weeks 
notice.  Write  your  new  address  on  this 
form  and  return  it  with  a  recent  mailing 
label  (rom  the  magazine. 

New  Subscription.  To  order  Forbes,  fill  in 
the  form  and  return  it  with  a  check  for 
the  subscription  you  prefer.  □  1  year 
$48  □  3  years  $96  (the  equivalent  of 
one  year  free).  Canadian  orders,  I  year 
$77C,  3  years  $172C.  Orders  for  other 
countnes  add  $57  a  year  to  U.S.  rate. 

ATTACH  MAGAZINE  MAIUNC 

LABEL  OR  WRITE 

SUBSCRIBER  NUMBER  HERE 


Subscriber  number 

Name        (please  print) 

New  Address 

City 

9,tM>- 

Zip 

Date  of  address  change 

F-3820 

Readers  Say 


Revised  ratio 

Sir:  Re  "You  bet  your  life"  Quly  10). 
The  accompanying  table  contains 
some  serious  misinformation.  North- 
western National  Life's  ratio  of  prob- 
lem mortgages  to  cash  and  invested 
assets  is  shown  as  6.5%  as  of  Decem- 
ber 31,  1987.  The  correct  figure  was 
3.2%.  The  corresponding  figure  for 
1988  is  2.6%  and  for  March  31,  1989 
is  1.2%.  Moreover,  nwnl  is  one  of 
only  a  handful  of  insurers  who  have 
voluntarily  reduced  surplus  by  re- 
serves for  potential  losses  on  problem 
mortgages. 
—John  H  Flittie 
Chief  Financial  Officer 
Northwestern  National 

Life  Insurance  Co. 
Minneapolis,  Minn. 

Forbes  regrets  the  error.  The  1987  fig- 
ures for  the  companies  in  the  table  should 
have  been: 

Travelers  Insurance  4.9% 
Mutual  Benefit  Life  4.2% 
John  Hancock  Mutual  Life  3.2% 
Northwestern  National  Life  3-2% 
General  American  Life  2.2% 


Strata 

Sir:  You  state  that  "47  of  our  50  states 
have  offices  in  Tokyo,  wooing  invest- 
ments for  their  home  turfs.  And  in 
Washington,  D.C.,  only  34  states  have 
offices  keeping  eyes  out  for  activities 
that  might  affect  their  turfs"  (/'act  and 
Comment,  July  10). 

Could  it  be  that  34  states  found  that 
those  we  send  to  Congress  aren't  do- 
ing the  job  and  that  they  have  to  add 
another  layer  of  overhead  at  the  tax- 
payers' expense? 
— Malcolm  W  Owings 
Pnu'hursl.  N  C 


Out  of  the  blue 

Sir:  For  a  software  company  to  arise 
Phoenix-like  in  the  past  two  years, 
pay  off  all  of  its  debt,  open  7  new  sales 
offices,  introduce  19  new  or  signifi- 
cantly enhanced  products  in  two 
years  and  take  away  nearly  20%  of  its 
largest  competitor's  market  is  no 
small  accomplishment.  Unfortunate- 
ly, your  profile  of  Digital  Research 
("Coulda  been  a  contender,"////)'  10] 
so  strongly  emphasizes  past  negatives 
and    so    grossly    minimizes    present 
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strengths  that  it  leaves  an  unfair  and 
inaccurate  impression  of  the  compa- 
ny today. 
— D;ofe  Williams 
Chief  Executive  Officer 
Digital  Research 
Monterey,  Calif. 


Room  without  a  view 

Sir:  1  know  that  America's  prisons  are 
overcrowded,  but  having  just  read  the 
article  on  the  Zises  brothers  ("Aban- 
don ship!"/M/>'  10],  I  would  certainly 
hope  that  they  can  find  room  for  just  a 
few  more. 
—John  R.  Thiele 
Topeka,  Kans. 


Executive  search 

Sir:  As  president  of  a  medium-size 
search  firm,  I,  too,  have  enjoyed  tak- 
ing potshots  at  the  larger  firms  ("The 
clients  are  restless, "yM/y  10].  Howev- 
er, 1  am  not  naive  enough  to  ignore 
that  these  men  have  built  substantial 
professional  service  companies. 
— Robert  L  Smith 
Johnson  Smith  &  Knisely,  Inc. 
New  York,  N.Y. 

Sir:  You  let  the  cat  out  of  the  bag,  and 
it's  about  time.  It's  no  mystery  why 
the  small  firms  command  a  66%  mar- 
ket share.  The  owners'  livelihoods  are 
tied  directly  to  their  clients'  objec- 
tives— namely,   the   timely   comple- 
tion of  a  search  with  the  most  appro- 
priate candidate  being  hired. 
— lee  J  Schweichler 
Schweichler  Associates,  Inc. 
Greenbrae,  Calif. 

Sir:  There  was  no  mention  of  the  80 
member  firms  of  the  search  industry 
association,  the  Association  of  Execu- 
tive Search  Consultants,  who  adhere 
to  a  strict  code  of  conduct  and  a  com- 
mitment to  professionalism  and  ethi- 
cal behavior. 
— Roger  M.  Kenny 
Kenny,  Kindler,  Hunt  &  Howe 
New  York,  N.Y. 

Sir:  One  trend  in  recruiting  you  over- 
looked is  the  professional  contingen- 
cy firm,  paid  only  if  the  candidate  is    1  • 
hired  by  the  client.  ■ 

— Stepljen  Show 

ExecuSearch  International  I 

Bellevue.  Wash 
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operators 

Sir:  Talk  about  a  license  to  steal!  I 
have  never  seen  it  so  blatantly  exer- 
cised as  in  the  moneymaking  scheme 
between  International  Telecharge  and 
subscribers.  ("A  bubble  ready  to 
huistV  June  12].  I  can't  see  where  the 
telephone  user  benefits  one  iota  from 
this  service. 
—Robert  L  Ord 
Denver,  Colo. 


Upgrade 

Sir:  Your  ranking  of  the  top  500  for- 
eign companies  (July  24)  contained  in- 
correct figures  for  Mitsubishi.  Reve- 
nues were  in  fact  $121,965  million, 
net  income  $360  million  and  assets 
$72,037  million. 
— Kyosuke  Mori 

Corporate  Communications  Department 
Mitsubishi  Corp. 
Tokyo,  Japan 

Forbes  regrets  the  error.  Mitsubishi, 
ranked  fourth  in  sales  I'olume,  should 
have  been  rartked  second. — Ed. 


Ho  evidence 

Sir:  Re  "Asbestos  again?"  (June  12). 
There  is  no  credible  evidence  that  pa- 
tients with  cobalt-chromium,  or  oth- 
er presently  used  alloys,  are  at  an  in- 
creased risk  of  developing  cancer  at 
the  site  of  the  implantation. 
— Ato  5.  Eftekhar,  M.D 
Director,  Implant  Service 
Columbia-Presbyterian  Medical  Center 
New  York,  NY.  ' 

Sir:  The  experimental  data  on  the  po- 
tential cancer- causing  problems  of  co- 
balt-chrome   orthopedic    prostheses 
are  conclusive:  Implants  cause  high 
numbers  of  tumors  in  laboratory  ani- 
mals. To  settle  the  disturbing  ques- 
tion of  whether  these  devices  pro- 
mote cancer  in  humans,  a  prospective 
medical  study  needs  to  be  performed. 
— Nir  Kossovsky,  M.D. 
Assistant  Professor  of  Pathology 
UCIA 
Los  Angeles,  Calif. 

Sir:  You  have  done  a  great  disservice 
to  previous  and  prospective  patients 
who  may  forgo  a  beneficial  procedure 
or  find  themselves  living  in  unwar- 
ranted fear  of  contracting  cancer. 
—Joseph  McCourt 
President 
Vitek,  Inc. 
Houston,  Tex 
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Free  price  comparison  to  prove  that  you  can 

Save  up  to  $500  a  year 
on  life  insurance 

without  ever  talking  to  a  salesman. 

^SelectQuote  saved 
me  42%  on  my  life 


No  matter  what  type  of  life 
insurance  you  have,  chances  are  good 
you  can  save  hundreds  each  year 
over  what  you're  paying  now.  Read 
how  easy  it  is  to  get  America's 
top-rated  insurance  companies  to  bid 
their  absolute  lowest  price  for 
your  business. 

YouVe  probably  paying 

two  or  three  times  as 

much  as  you  have  to  for 

life  insurance  coverage. 

Most  people  pay  much  more  than 
they  have  to  for  life  insurance.  For 
example,  people  with  Term  Life  often 
pay  twice  as  much  as  necessary  for 
the  amount  of  coverage  they  have. 

America's  top-rated 

insurance  companies 

will  bid  for 

^'our  business. 

Your  SelectQuote  Comparison  is 
completely  unbiased.  The  informa- 
tion you  give  us  on  the  coupon  below 
is  entered  in  our  computer  The 
companies  are  then  compared  for  the 
lowest  rates  on  yearly-renewable 
term  life  insurance.  The  best  prices 
are  included  in  your  SelectQuote 
Price  Comparison. 

All  companies  cire  rated  A  or  A-l- 
by  A.M.  Best,  America's  leading 
evaluation  service  for  insurance 
companies. 

New  York  quotes  contain  only  New  Ybrk  licensed 
companies. 


insurance  premiums, 


"With  SelectQuote,  a  sitigle  toll-free 
call  brought  me  all  the  information 
I  needed.  And  now  I  save  almost  $300 


a  year. 


A.  Preston  Petty 
Retail  Consultant 


It's  easy  to  compare 
and  shop  at  home  —  no 
salesperson  will  call. 

Your  SelectQuote  Rate  Compcirison 
is  completely  free  and  gives  you 
everything  you  need  to  choose  the 
best  insurance  value.  If  you  have 
questions,  or  want  to  order  insurance 
by  phone,  call  us.  Our  highly-skilled 
representatives  will  assist  you. 

But  there  is  no  obligation  to  buy. 
And  we  have  no  salespeople  to  call 
you. 

Call  toll  fi*ee  today 

18003431985 


DYES! 

Rush  me,  without 
obligation,  my  free 
SelectQuote  Price 
Comparison  for: 

D  me  only 

n  me  and  my  spouse. 


Name 


Spouse's  Name 


Address 


City 

State 

Zip 

Complete  before  mailing 

Amount  ot  coverage  ($50,0(X)  minimum) 

YOU 
$ 

SPOUSE 
$ 

Birth  Dale 

Sex 

DM     DF 

DM     DF 

Do  you  qualify  for  non-smokers  discount? 
(No  cigarettes  in  last  12  months) 

n  Yes  D  No 

DYes  DNo 

Coverage  Needed  By 

SelectQuote 

INSURANCE  SERVICES^  i-soo  343 1985 

14U  Second  Street,  San  Francisco,  CA  94105  I 
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As  fong  as  GE  Capital  has  been 
in  the  business  of  financing  other 
businesses, we've  been  in  the  idea 
business. Over  the  years,our 
capital  ideas  have  helped  many 
seagoing  companies  keep  their 
heads  abo\e  water 

Equipment  leasing,  for  example, 
is  a  capital  idea  that's  right  at 
home  at  sea:  Containership 


operators  keep  their  working 
capital  high  and  dry  by  leasing 
ships  by  the  dozen  and  containers 
by  the  thousand  from  GE  Capital. 
Circle  Line  brought  us  aboard 
when  thev  wanted  to  expand  their 
business  in  NewVbrk  harbor 
Thanks  to  GE  Capital,  custom  fi- 
nancing surfaced  and  World  Yacht, 
New  York's  most  elegant  floating 


restaurants,  became  part  of  the 
Circle  Line  fleet. 

And  an  Ontario-based  houseboat 
and  yacht  rental  organization  with 
a  fleet  of  130  boats  on  four  con- 
tinents floated  a  line  of  credit  from 
GE  Capital  to  keep  its  inventory 
financing  shipshape. 

Whether  or  not  your  company's 
business  happens  on  the  water, 


wed  like  the  chance  to  help  im- 
prove your  financial  picture. Just 
call  us  at  our  toll-free  number: 
1800243-2222. 

lb  keep  things  on  course, we've 
got  capital  ideas  by  the  boatload. 

Not  just  Capital 
Coital  Ideas. 


lital  Ideas 


are  munched  at 
GE  Coital 


GEC^ifta/ 


"With  all  thy  getting  get  understanding' 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


WE  CAN  BE  MIGHTY  GLAD  THE  APPALLING  HUD  MESS 

is  in  the  hands  of  Jack  Kemp.  Getting  that  pit  bottomed  and  in 
hand  will  be  proof  positive  of  the  man's  embracing  competence. 

A  REAL  SHOCKER— THE  OIL  INDUSTRT  ACTUALLY  DOESN'T  KNOW  HOW 


to  cope  with  major  oil  spills.  Or  even  with  less-than-major 
spills.  It's  hard  to  believe. 

Our  own  majors  and  the  handful  of  other  international 
oil  giants  are  headed  by  able,  foresightful  ceos — with  one 
or  two  exceptions.  They  know  more  than  full  well  that  oil- 
spill  disasters  outrage  public  opinion,  that  direct  cleanup 
costs  are  immense  and  that  more  costly  restrictions  and 
regulations  result.  And  spills  make  new  explorations  and 
drilling  permissions  infinitely  harder  to  secure. 

It  would  be  difficult  to  convince  most  of  us  that  these 
extraordinary  can-do  and  have-done  corporate  oil  giants 


cannot  do,  or  that  they  don't  see  that  it's  vital  to  devote 
some  of  their  enormous  resources  to  developing  the  forces 
and  techniques  that  can  cope  with  oil  spills  and/or  avoid 
them.  Whether  it's  double-hull  giant  tankers  and  triple- 
trained  captains,  pilots  and  mates,  or  the  capability  to 
retain,  recover  or  treat  spilled  oil.  The  big  oils  have  devel- 
oped extraordinary  technologies  and  many  of  them  are 
consequential  in  the  chemical  industry  where  r&X)  is  on 
the  front  burner. 

The  brains  are  there;  it's  time  for  the  headmen  to 
show  the  will. 


THE  PENTAGON'S  INSPECTOR  GENERAL  WHO  DUMPED  ON  THE  U.S.  NAVY 


for  sinking  its  surplus  ships  full  of  stuff  like  furniture  and 
equipment  is  way  off  base. 

This  Pentagon  whistle-blower  says  $17  million  in  mat- 
tresses and  machines  has  gone  down  with  these  ships. 

Given  the,  way  the  government  bureaucratic  red  tape 
works,  it  would  probably  cost  $71  million  to  "save"  that 
$17  million.  By  the  time  the  paperwork  and  approvals 
from  military,  environmental,  surplus  and  safety  levels 
were  achieved,  and  the  labor  costs  of  taking  the  stuff 


ashore  and  storing,  insuring  and  safeguarding  it  all  were 
added  in,  we'd  be  lucky  if  the  net  loss  were  only  four 
times  the  take. 

Our  Inspector  General  says,  "Unless  procedures  are 
changed,  64  more  surplus  military  vessels  with  $40  mil- 
lion worth  of  removable  materials  aboard  will"  hit  the 
bottom.  Lf  our  friend  adds  up  the  cost  of  "saving"  that  $40 
million,  he'll  quickly  discover  putting  it  in  Davy  Jones' 
locker  is  infinitely  less  costly. 


IT'S  AMAZING  HOW— SOMETIMES— SIMPLE  SOLUTIONS  WORK 


Drunken  drivers  kill  and  maim  more  people  than  most 
diseases.  Penalties  properly  get  ever  tougher  on  those 
driving  drunk. 

A  simple  solution  to  the  problem  of  partying  and  not  facing 
the  dangers  of  driving  home  high  is  happily  spreading  at  an 
ever-faster  rate.  A  Gallup  poll  shows  that  now  62%  of  those 


who  go  to  parties  and  attend  affairs  and  occasions  where 
libations  are  an  integral  part  (which  is  most  of  'em)  now 
designate  a  driver  who  is  pledged  not  to  drink  at  the  event. 
The  idea  is  snowballing  because  it  makes  so  much 
sense.  More  people  have  a  good  time,  and  far  fewer  people 
die  from  it.  Wonderfully,  the  young,  too,  find  the  idea  cool. 
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STUDENT  CRUSHING  CHINA  COWS  NATURAL  HISTORY  MUSEUM 


Canada's  National  Film  Board  cooperated  with  China's 
Xi'an  Film  Studio  to  produce  a  unique  $7  million 
documentary  about  (and  entitled)  The  First  Emperor  of 
China,  to  be  shown  on  imax/omnimax  screens. 

Builder  of  the  Great  Wall,  the 
first  emperor,  Qin,  used  Chinese 
soldiers  to  bury  alive  hundreds 
of  scholars  he  felt  were  not  sim- 
patico  to  his  continuous  quest 
for  the  elixir  that  would  give 
him  eternal  life.  In  the  restaging 
of  the  scene  in  the  documentary, 
the  present  Chinese  army  played 
the  parts  of  both  the  executioner 
troops  and  the  victims. 

Following  the  tragic  events  at 
Tiananmen  Square,  Chinese  offi- 
cials have  sought  to  cancel  the 
film's  release  because  of  the 
startling  parallels  of  today's  events  with  what  their  first 
emperor  did  2,000  years  ago. 

In  Canada,  this  extraordinary  film  is  being  shown  as 
scheduled  and  will  be  seen  in  Chicago,  San  Diego  and 
elsewhere.  But  the  American  Museum  of  Natural  History, 
which  has  New  York's  only  imax/omnimax  screen,  can- 


Ciarent  Chinese  soldiers,  portraying  troops  oj  the 
first  emperor,  ht trying  the sdx>lars alive 


might  provide  a  forum  for  possible  demonstrations  and 
dissent.  It  would  not  be  proper  for  this  film  to  be  linked  to 
the  museum  itself.  We  have  no  plans  to  reschedule  it." 
But  New  York's  newest  major  publishing  dynamo,  Ste- 
ven Schragis  (Carol  Publishing 
Group,  Birch  Lane  Press),  refused 
to  join  the  natural  history  mu- 
seum's inexplicable  cave-in  to 
China's  Red-faced,  current  hard- 
line rulers.  As  publisher  of  a  su- 
perbly illustrated  (250  photos), 
50,000-word  text  [The  First  Emper- 
or of  China,  $24.95)  released  in 
conjunction  with  the  documenta- 
ry, he  proceeded  to  put  on  a  vid- 
eotaped private  screening  for  crit- 
ics and  China  watchers  in  New 
York's  Waldorf  Astoria  ballroom. 
A  staple  of  school  children's 
class  trips  for  decades,  the  American  Museum  of  Natural 
History  should  be  ashamed  of  itself.  Ashamed  enough  to 
reverse  itself. 

Meantime,  the  attention  the  film's  cancellation  has 
generated  should  considerably  increase  sales  of  the  ex- 
traordinary book  from  which  this  controversial  illustra- 


ccled  Its  showing;  Said  spokesman  Herbert  Kurz,  "The  film     tion  (ahore)  is  taken. 

THREE  ARTICLES  TOU  SHOULDN'T  MISS 

#  The  Sunday  New  York  Times  (June  25)  travel  section 
piece  by  N.R.  Klcinficld  about  an  undercover  agent  whose 
job  is  to  give  hotel  managements  a  minutely  documented 
report  on  their  hotel  staffs'  daily  short-shecting  of  the 
customers.  It  is  an  extraordinary  litany  of  shortcomings. 

#  In  Condi' Nasi  Traveler  (May)  Daniel  Bumstein's  beguil- 


ing and  hilarious  account  of  his  nine-destination,  eight-day 
travel  across  America  with  an  all-Japanese  tour  group  whose 
guide  plies  his  charges  with  some  very  odd  stuff. 

#  In  I'tayboy  (August)  Jose  Torres'  mind-blowing  account 
of  his  conversations  with  boxing  buddy  Michael  Tyson.  The 
champ  knocks  himself  down  for  the  count  of  nine. 


RE  PETE  ROSE— WHAT  IN  ELL  IS  THAT  OHIO  JUDGE 

doing — in  his  words — "sticking  |his  court's)  nose  into  the  affairs  of  major  league  baseball"? 

ONE  AD  USES  SYMBOLS  SUPERBLY,  THE  OTHER  QUESTIONABLY 

In  this  fascinating  array  of  seals,  hardly  a  one  of  us  is  apt  to  identify  any  one  of  them 
except  //)('  one.  But  we're  intrigued.  And  the  key  lines  are  memorable:  "These  seals 

have  sent  armies  into  battle,  es- 
tablished nations,  inspired  the 
masses  and  advanced  civilization. 
But  only  one  gives  you  a  refund 

•  .__  ^^  on  your  pantyhose." 

:^    <      ^^^^  ^HH  On  the  other  hand,  how  many 

''^'^  ^^^V  IHB  V -.  instantly  recognize  these  sym- 
bols? If  you  do  know  what  two  or 
three  stand  for,  for  sure  the  Wool 
Bureau's  symbol  is  least  likely  to 
be  one  of  them. 


# 


20 


FORBES,  AUGUST  7,  1989 


Bob  and  I  watch  the  King 
excitedly  mount  his  Harley 


SPAIN'S  WHERE  IT'S  AT 

Just  five  centuries  after 
Columbus  sailed  the  ocean 
blue  under  Ferdinand  and 
Isabella's  auspices,  Spain  is 
again  one  of  Europe's  most 
alive  lands,  though  it  has  a 
vastly  less  autocratic  mon- 
archy than  in  1492. 

This  time  it's  the  Ameri- 
cas (and  Europe)  who've 
"discovered"  Spain,  instead 
of  the  other  way  around. 
Tourism  is  on  a  joyful  roll, 
rivaled  only  by  expanding 


foreign  investment  excited  by  the  resources  and  welcome 
Spain  extends.  Its  post-Franco  democracy  is  surprisingly 
healthy,  rapidly  developing  real  roots. 

I  think  you'll  enjoy  Richard  Morais'  report  on  our  recent 
Forbes  motorcycle/balloon  Friendship  Tour  (p.  141),  to 
which  I'd  like  to  add  a  couple  of  observations: 

Democracy's  guarantor  is  King  Juan  Carlos.  When  and 
because  Franco  designated  him,  most  thought  the  reign  of 
the  heir  to  the  Spanish  throne  wouldn't  survive  the  first 
free  elections.  Instead,  he  saved  the  country's  fledgling 
democracy  when  a  Franco-ist  military  coup  nearly  decapi- 
tated it.  This  warm,  twinkling,  good-guy  King  told  us, 
with  engaging  candor,  of  the  delicate  balance  he's  deter- 
mined to  keep  between  the  regality  that  the  throne  must 
embody  representing  the  state  and  the  desire  to  have  his 

IF  TOU  CAN'T  BE  TURNED  ON 

you'll  never  light  up. 


IN  EUROPE  THESE  DATS 

countrymen  understand  he  is  genuinely  one  of  them: 
"When  it's  for  reasons  of  state,  I  proceed  with  escorts, 
sirens  and  security  and  all  the  plenary  trappings  of  state 
into  Madrid  from  my  home.  When  the  occasion  is  over, 
people  see  me  drive  my  own  car — or  motorcycle — home 
again,  stopping  for  the  red  lights  and  obeying  all  traffic 
laws.  They  smile,  wave,  and  we  communicate." 

*  *  * 

And,  as  an  aside,  I  just  want  to  say  to  parents  who  think 
they've  got  worries  about  their  kids  when  they  start  driving 
cars,  how  would  you  like  to  sit  in  the  stands  of  a  practice 
bullring  and  watch  your  never-before-in-a-bullring  son  try 
out  his  nonexistent  bullfighting  skills  right  in  front  of  you? 

As  Richard  Morais  tells  it:  "At  the  Count  de  la  Maza's 
bull  ranch  outside  Seville,  Robert  Forbes  can't  resist  the 
lure  of  the  cape.  A  turn  of  the  bull's  head  and  he  narrowly 
misses  being  gored  by  grabbing  the  horns.  Malcolm  Forbes 
stops  smiling:  'Get  out 
of  there,  Bob,  while 
you're  still  able  to!' 
Again  the  bull  butts 
Robert,  and  this  time 
everyone  is  holding  his 
breath.  It  really  does 
look  as  though  Bob  is 
gored.  Afterwards  he 
quips,  'I  took  a  drink  of 
water  and  didn't  leak 
anywhere.'  " 

IF  TOU  NEVER  WONDER 

you'll  never  be  one. 


BOOKS 


•  Webster's  Dictionary  of  English  Us- 
age— (Merriam- Webster  Inc.,  $18.95). 
I  challenge  anybody  who  thinks  a 
dictionary  can't  make  for  more  fasci- 
nating reading  than  most  books  to  turn 
to  any  page  here  and  resist  turning 
more  and  more.  Here  is  the  bible  for 
those  of  us  who  know  usage  gives  a 
whole  new  life  and  meaning  to  so  many  words  whose 
yesteryear  dictionary  definitions  have  little  or  no  relevance. 
Excerpt:  Dangling  modifiers:  Bryant  1962 — "In  some  sen- 
tences the  reader  is  misled  into  attaching  the  modifier  to  a 
subject  which  it  does  not  meaningfully  modify."  When 
such  misleading  actually  occurs,  the  result  can  be  a 
howler.  A  few  examples  (sources  given  are  books  wherein 
they  are  cited):  Turning  the  corner,  a  handsome  school 
building  appeared — Bryant  1962.  Flying  low,  a  herd  of 
cattle  could  be  seen — Paul  Roberts,  Understanding  Gram- 
mar, 1954.  Quickly  summoning  an  ambulance,  the  corpse 


was  carried  to  the  mortuary — Barzun  1985.  The  point  must 
be  made  here  that  these  funny  examples  have  apparently 
been  invented  for  the  purpose  of  illustration.  Actual  dan- 
gling participles  more  often  excite  little  mirth;  indeed, 
they  may  hardly  be  noticeable:  After  years  of  being  lost 
under  a  pile  of  dust,  Walter  P.  Stanley.  Ill,  left,  found  all  the 
oldrecords  of  the  Bangor  Lions  Club— Bangor  Daily  News. 


DiVlDLU 


•  Divided  Twins — by  Yevgeny 
Yevtushenko  (Viking  Penguin  Inc., 
$40).  Alaska  and  Siberia  nearly 
touch  each  other  in  the  frigidly  rug- 
ged Bering  Strait.  Russian  poet-pho- 
tographer Yevtushenko  was  struck 
by  the  similarities  of  Siberia  and  its 
people  to  Alaska's  scenes  and  na- 
tives. His  American  friend,  photog- 
rapher Boyd  Norton,  and  he  have  produced  here  a  stunning 
depiction  of  mutually  shared  grandeur  and  challenge. 
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"\bu  don't  win  multi-million  dollar  contracts 
on  price  alone.  They've  put  together  the  most 
advanced  network  in  the  w^orld. 

"That's  a  very  tough  combination  to  beat." 

—telecommunications  analyst 
MCI.  We  show^ed  them.  Let  us  show^you. 


t 


Li^ 


MCI 


Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editor's  mina.-MSF 


Severed  Style 

The  French  Revolution  killed  satins 
for  men. 

— Mr.  Torres,  men's  clothes  designer, 

in  How  to  Have  a  Life-Style, 

by  Quentin  Crisp 

Strike  Three 

The  Pete  Rose  case  involves  the 
right  of  a  private  association  of  base- 
ball club  owners  to  regulate  their  own 
internal  affairs  so  that  the  product 
delivered — a  baseball  game — is  un- 
tainted. The  court  will  have  to  recon- 
sider whether  it  should  inject  itself 
into  affairs  better  left  to  agreed  private 
resolution.  If  baseball  history  and  pre- 
cedent are  any  guide,  the  court  should 
avoid  the  temptation  to  come  in  out 
of  left  field  unless  there  is  a  clear 
showing  of  foul  play. 

— Irving  R.  Kaufman,  judge, 

U.S.  Court  of  Appeals  for  the 

Second  Circuit,  New  York  Times 

Rebellion  Results 

To  Franco,  Juan  Carlos  was  the  son 
he  never  had.  The  young  prince  fully 
reciprocated  his  affection — to  this  day 
he  will  not  permit  anyone  to  speak  ill 
of  the  old  dictator  in  his  presence — but 
he  had  formed  the  opinion  long  before 
Franco's  death  that  Spain  could  not 
and  should  not  continue  to  be  gov- 


erned in  accordance  with  the  princi- 
ples laid  dov^m  by  his  mentor.  In  a 
speech  shortly  after  he  had  been 
named  successor,  Juan  Carlos  hinted 
broadly  at  his  true  beliefs.  "I  am  very 
close  to  youth.  I  admire  and  I  share 
their  desire  to  seek  a  better,  more 
genuine  world.  I  know  that  in  the 
rebelliousness  that  worries  so  many 
people  there  can  be  found  the  great 
generosity  of  those  who  want  open 
horizons,  often  filled  with  unattain- 
able dreams  but  always  with  the  noble 
aspiration  to  a  better  world  for  all." 
— The  Spaniards:  A  Portrait  of  the 
New  Spain,  by  John  Hooper 

mainstream? 

If  Brooke  Shields  married  Robert 
Trout,  she'd  be  Brooke  Trout. 

— Cindy  Adams,  New  York  Post 

The  Up  Takeover 

I'm  a  believer  in  the  market.  If  the 
NCNB  Corp.  has  enough  management 
capability  to  take  over  a  busted  bank 
in  Texas,  one  in  Florida  and  another 
in  Atlanta,  then  I  admire  its  training 
program.  Takeovers  may  be  done  im- 
prudently, but  there  are  a  lot  of  regu- 
latory hurdles  to  jump.  Take  Irving 
and  the  Bank  of  New  York.  Whether 
that  was  good  or  bad,  it  certainly  took 
a  long  time  and  had  to  wash  its  way 


SIOARENKO 

Moscow 
USSR 
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through  the  Federal  Reserve,  the 
Comptroller  of  the  Currency,  the  fdic 
and  the  state  regulators. 

There's  a  lot  of  history  here.  The 
U.S.  is  the  only  country  in  the  world 
that  has  a  huge  number  of  banks.  In 
the  1920s  we  had  30,000.  Then  in  the 
Great  Depression,  half  of  the  banks 
disappeared.  Right  now  we  have 
about  14,000  as  opposed  to  England 
with  6  and  Canada  with  6  or  7.  Then 
there  are  also  a  few  thousand  or  so 
savings  and  loans  and  thousands  of 
credit  unions.  It  is  the  most  thorough- 
ly fractionated  industry  in  the  world. 
That's  a  long  way  of  saying  there's  a 
lot  of  competition  to  reduce  the  num- 
ber of  banks. 
— Walter  Wriston,  former  chairman, 
Citicorp,  New  York  Times 


All  it  tatces  to  write 
editorials  is  arrogance. 

— Robert  L.  Bartley, 

editor.  Wall  Street  Journal, 

in  American  Heritage 


Pro  Morality 

There  is  a  morality  that  pro-choice 
forces  can  champion.  They  can  stress 
the  trampled  rights  of  a  growing  num- 
ber of  suffering  children.  Already  in 
our  midst  are  millions  of  kids  who  are 
poor,  undernourished  and  lacking  in 
basic  health  care.  The  foster  care  sys- 
tem is  chock  full  of  "unadoptable" 
children — babies  with  black  skin,  fe- 
tal alcohol  syndrome,  aids,  children 
who  have  been  orphaned,  abused  or 
just  plain  abandoned. 

To  decrease  the  need  for  abortion, 
to  create  a  better  society  where  all 
babies  are  bom  wanted  by  their  par- 
ents, requires  a  commitment  to  con- 
traception and  education  that  anti- 
abortionists  have  never  made.  Preg- 
nant, unwed  teenagers — who  get 
40%  of  all  second-trimester  abor- 
tions— are  still  the  object  of  censure, 
not  teaching,  emotional  support  and 
counseling. 

— Elizabeth  Ehrlich,  Business  Week 

Life  Saver 

An  item  from  Clubhouse  (a  chil- 
dren's magazine)  listed  this  winner  in 
a  contest  for  best  excuses  for  not  do- 
ing homework:  "I  went  on  a  hot  air 
balloon  ride  and  we  were  going  to 
crash  because  we  had  too  much 
weight  in  the  basket,  so  I  threw  my 
homework  out.  It  saved  our  lives." 

Not  to  mention  insurance  rates. 

— Balloon  Life 
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Here's  something  that  will  help  everyone 
sleep  better.  Except  our  competition. 


At  UPS,  we  have  something  that  will  help 
assure  you  a  restful  nights  sleep  when  it  comes  to 
overnight  delivery. 

It's  guaranteed  UPS  Next  Day  Air* 

Fbr  some  time  UPS  has  been  the  only  company 
fast  and  reliable  enough  to  deliver  overnight  to 
every  single  address  coast  to  coast.  And  we  guaran- 
tee it,  or  you  don't  pay  for  it. 

What's  more,  we'll  even  guarantee  delivery  in 

Set  our  current  Next  Day  Air  Service  Explanilion  and  Air  Service  Guide  (or  complete  guarantee  details. 


the  morning  to  the  vast  majority  of  people  across 
the  country 

And  because  of  our  efficiency,  we're  still  able  to 
do  all  of  this  for  up  to  half  what  other  companies 
charge. 

All  of  which  is  guaranteed  to  give  our 
competition  a  restless  night's  sleep. 

And  you  a  comfortable  one. 


-9^ 


[ups 

We  run  the  tightest  ship  in  the  shipping  business, 


ORIENT  EXPRESS.  We  found  a  very  effective  way  to  compete  with  Japan:  sell  them 
something.  And  so  last  year  alone,  we  increased  sales  of  International  Paper  prod- 
ucts in  Japan  and  throughout  the  Orient  by  an  astonishing  43  %.  The  fact  is,  Interna- 
tional Paper  is  one  of  America's  largest  exporters — 5,000  shipments  of  everything 
from  paper  pulp  to  containerboard  to  timber  each  year  to  ports  of  call  on  every 
continent.  With  the  result  that  more  than  $1,000,000,000  from  some  72  countries 
Over  There  is  winding  up  Over  Here.  The  balance  of  trade  actually  tipping  our 
way  for  a  change.  Just  imagine.  INTERN ATIONAL(^  PAPER.  Use  our  imagination. 
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Fact  and  Comment  11 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


INTEREST  RATES  HAVE  COME  DOWN 


and  will  be  going  down  even  more  in  the  next  12  months. 
The  only  question  is,  Will  they  descend  quickly  enough  to 
keep  the  economy  out  of  a  recession? 
Thirty-year  Treasury  bond  prices  have  risen  about  1 0% 


this  year.  There  is  still  another  10% -to- 15%  gain  to  come. 
Ten-year  Treasurys  and  zero-coupon  government  bonds 
have  even  greater  upside  potential.  Investors  will  earn  a 
high  return  by  sticking  with  such  high-quality  paper. 


RE  THE  SUPREME  COURT'S  FLAG  BURNING  DECISION 

It's  a  crime  to  deface  or  destroy  U.S.  currency.  It  is  If  the  law  can  protect  dollar  bills,  dead  leaves  and  mail- 
against  the  law  to  mutilate  your  own  mailbox.  It  is  illegal  boxes,  why  is  it  unconstitutional  for  it  to  protect  the 
in  most  of  the  country  to  bum  leaves.  American  flag? 

THE  CHINESE  MASSACRES 


THE 


DEMOCRATIC 


IMPERATIVE 


Exporting 

m  'lx  V  ^'tAmerican 
'  "'  Rfmutm 


underscore  the  timeliness  of  a  new  book,  ne  Democratic 
Imperative,  Exporting  the  American  Revolution  (New  Repub- 
lic/Basic Books).  How  do  we  effectively  encourage  democ- 
racy in  the  authoritarian  and  totalitarian  regimes?  Author 
Gregory  Fossedal,  a  research  fellow  at  the  Hoover  Institu- 
tion and  syndicated  columnist,  has  a  simple  thesis:  U.S. 
foreign  policy  has  been  too  reticent  in  promot- 
ing democracy.  "Most  politicians  would  will- 
ingly admit  to  the  universality  of  the  rights  in 
our  Declaration  of  Independence;  yet  they 
steadily  refuse  to  acknowledge  that  our  foreign 
policy  should  be  based  on  them." 

He  advocates  placing  "greater  emphasis  on 
public  diplomacy,  on  explaining  and  strength- 
ening the  democratic  idea  throughout  the 
Hvorld,  [through  strengthening]  such  levers  of  influence  as 
the  Voice  of  America,  Radio  Free  Europe/Radio  Liberty 
and  other  means  of  reaching  people  of  other  countries." 
Thus,  voA  should  have  facilities  to  broadcast  to  China  24 
hours  a  day  instead  of  the  usual  1 1,  facilities  strong  enough 
to  overcome  jamming.  Ideas  are  potent.  This  plus  judi- 
cious sanctions  may  well  prod  Beijing  to  a  reform  path 
again  after  the  current  frenzy  of  bloody  repression. 

Fossedal  takes  a  refreshing  look  at  the  use  of  tools  such 
as  economic  sanctions,  international  law,  foreign  aid,  in- 
ternational broadcasting  and  the  arming  of  guerrilla  forces 
in  other  countries. 


6REIieRYil.F9SSEBi(l 


ures  of  Jimmy  Carter  in  Nicaragua  and  Iran.  The  U.S.' 
distaste  for  Somoza  and  the  Shah  was  not  misplaced, 
Fossedal  believes.  Our  big  mistake  was  that,  after  encour- 
aging removal  of  these  authoritarian  figures,  the  U.S.  in 
effect  took  a  powder,  doing  little  to  help  the  democratic 
forces  in  those  two  countries,  which  were  stronger  than 
recognized.  In  short,  we  left  our  pro-democracy 
friends  dangling.  Communism  in  Nicaragua 
and  religious  fanaticism  in  Iran  were  not  inev- 
itable outcomes. 

The  author  is  also  right  in  his  hard  criti- 
cisms of  the  International  Monetary  Fund, 
which  has  been  a  destabilizing  force  in  Third 
World  economies. 
The  book  has  flaws,  as  numerous  critics 
have  pointed  out.  The  author  seems  to  ignore,  or  to  be  too 
impatient  with,  the  constraints  of  the  real  world,  an  atti- 
tude that  cost  Woodrow  Wilson  ("making  the  world  safe 
for  democracy")  dearly  after  World  War  I.  Fossedal  takes 
too  benign  a  view  of  the  communist-dominated  African 
National  Congress  in  South  Africa.  His  idea  of  a  League  of 
Democracies  isn't  convincing. 

It  would  perhaps  be  too  much  to  say  that  these 
shortcomings  are  beside  the  point,  but  they  shouldn't 
blind  us  to  the  correctness  of  the  book's  basic  thesis. 
Democracy  in  a  great  power  is  not  incompatible  with  an 
effective,  active  foreign  policy.  Used  correctly,  in  fact,  it 


The  Democratic  Imperative's  best  chapters  are  on  the  fail-     is  a  most  formidable  tool. 
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It  takes  energy  to  make  energy.  From 
our  riggers  and  roughnecks.  From 
our  planners,  our  traders,  our  serv- 
ice station  attendants.  From  38,000 
BPAmerica  employees  in  all.  Their 
energy  has  made  BPAmerica  the 
largest  producer  of  .' 
producing  800,000  barrels  of  oil  a 
day. To  make  the  most  of  our  country's 
energy  resources,  we're  making  the 


most  of  our  human  ones. 


^AMERK 

200  Public  Sq  Cleveland  OH  441 14 


Witness  the  destruction 
of  an  entire  department. 


f 


Don't  blink.  Six  months  worth  ot 
new  orders  and  o\  er  litty  thousand 
customers  are  about  to  be  wiped  ott  the 
face  of  the  earth. 

By  accident. 

62%  of  all  hard  disk  data  loss  is  due 
to  operator  error.  Unless  you  back  up 


C  JM  \tst 


your  department  \\ith  3M  data  cartridge 
tape  technolog\,  vou're  at  the  mercy  of 
every  finger  tip  in  the  company. 

All  our  data  cartridge  tapes  are  backed 
with  20  vears  ot  experience.  12  revo- 
lutionar)'  patents.  And  are  the  choice 
of  IBM.  Apple.  And  \  lewlett-Packard. 


Fact  is,  vou  simply  can't  find  better 
protection  for  vour  company  docu- 
ments. So  don't  take  chances.  Back  up 
everv'thing  on  a  3M  data  cartridge  tape, 
it's  tne  safest  wav  to  avoid  destruction. 


Call  1-800-888-1889  cxt.  5 
for  more  informarion. 


Commentary 

on  Events  at  Home  and  .Abroad 

By  Caspar  W  Weinberger,  Publisher 


HANDLE  WITH  CARE 


The  first  thing  anyone  writing  about  China  should  do  is 
acknowledge  that  no  one  really  knows  what  has  been 
happening  within  the  government.  That  is  why  so  many 
can  write  so  authoritatively  about  what  caused  the  tragedy 
in  Tiananmen  Square.  Given  that  fact,  I  will  nevertheless 
attempt  to  comment  on  these  matters  based  on  several 
trips  I  have  made  to  China  and  my  friendship  with  many  of 
the  Chinese  leaders,  past  and  present. 

First,  we  should  recall  that  there  has  been  substantial 
progress  by  China  in  achieving  a  much  freer  market  sys- 
tem of  economics,  replacing  the  strict  central  planning 
Soviet  model,  which  had  the  same  disastrous  results  in 
China  that  it  has  brought  to  the  Soviet  Union  and,  indeed, 
to  every  other  country  that  has  tried  it. 

In  China  hundreds  of  thousands  of  farmers  were  experi- 
encing the  great  benefits  of  the  novel  (to  them)  concept 
that,  if  you  worked  harder  and  were  more  productive,  you 
could  keep  more  of  the  profits  for  your  own  consumption. 
One  of  the  most  striking  scenes  I  saw  on  my  first  trip  to 
China  in  1983  was  a  very  old  farmer  pushing  an  even  older 
cart.  But  on  the  cart  were  cartons  containing  a  Sony 
television  set  and  a  washing  machine. 

Second,  there  is  substantial  opposition  within  the  Chi- 
nese government  to  this  move  toward  a  free  market. 

The  Specter  of  Anarchy 

A  third  fact  is  that  Zhao  Ziyang  and,  particularly,  Deng 
Xiaoping  and  others  who  favored  the  new  economics  were 
very  familiar  from  bitter  personal  experience  with  the 
extraordinary  anarchistic  Cultural  Revolution,  under 
which  mobs  of  rioting  youth  quite  literally  cost  China  a 
whole  generation  of  growth.  They  punished,  in  the  most 
degrading  and  demeaning  way,  everyone  with  leadership 
qualities,  intellectual  abilities  or  academic  distinction. 
Deng  Xiaoping  told  me  that  he  had  been  forced  to  scrub 
hospital  floors,  and  that  he  was  imprisoned  at  least  twice 
during  the  mad  period.  His  son  was  thrown  from  a  window 
by  the  Red  Guard  and  paralyzed  for  life. 

Again  and  again  it  was  emphasized  to  me  by  the  Chinese 
leadership  that  the  insanity  of  the  Cultural  Revolution 
would  never  be  repeated,  and  that  stability  (stressed  and 


repeated  many  times)  would  be  assured  in  the  future  under 
any  and  all  circumstances. 

What  follows  now  is  admittedly  conjecture,  but  I  believe 
the  reason  the  Chinese  government  concluded  it  had  to 
react  against  the  very  large  student  demonstrations  was 
that  the  leadership  feared  revival  of  the  Cultural  Revolu- 
tion and  determined  to  prevent  it.  It  is  easy  for  us  to 
distinguish  between  student  demonstrators  of  1989  crying 
for  "more  democracy,"  and  the  hordes  turned  loose  on  the 
streets  by  direct  order  of  Mao  with  specific  instructions  to 
destroy  everything  they  saw.  But  to  men  who  were  the 
victims  of  that  earlier  madness,  such  distinctions  were  not 
easy  to  make.  Ordering  troops  to  fire  into  crowds  of  un- 
armed people  is  a  horrendous  crime  and  a  major  blunder. 

It  seems  likely  that  Deng  and  Zhao,  aligned  on  econom- 
ic reform,  parted  when  stability  seemed  threatened,  with 
Zhao  probably  holding  out  against  the  use  of  force  too  long 
for  his  own  political  survival. 

As  we  properly  condemn  the  atrocities  in  Tiananmen 
Square,  we  should  bear  in  mind  how  vital  it  is  for  us  and 
the  Pacific,  and  indeed  for  the  world,  that  China  not  be 
driven  by  our  condemnation  into  isolation  or  again  into 
the  arms  of  the  Soviets.  This  will  require  extraordinarily 
skilled  diplomacy  on  our  part,  and  President  Bush  appears 
to  be  taking  precisely  the  right  tack  thus  far  in  opposing 
the  normal  clamor  for  more  and  more  punishment  of 
China.  In  the  long  run,  that  would  punish  us  far  more. 

Finally,  it  is  odd  that,  in  the  current  fascination  by  so  many 
with  the  Soviet  Union,  we  are  willing  to  overlook  the  highly 
repressive  measures  the  Soviets  took  earlier  this  spring 
against  crowds  who  wanted  more  democracy  in  Georgia, 
Armenia  and  elsewhere.  No  one  has  yet  demanded  econom- 
ic sanctions  and  other  punishments  for  the  Soviet  Union. 

China  is  far  too  important  to  the  U.S.,  and  the  U.S.  to 
China,  for  us  to  think  only  of  new  penalties.  We  should 
concentrate  instead  on  trying  to  convince  the  Chinese  that 
they  need  to  make  major  changes  that  can  enable  Western 
democracies  to  return  to  the  path  we  had  so  successfully 
followed  since  1981.  That  had  brought  the  U.S.  so  much 
closer  to  the  relationship  we  need  with  a  country  that  is 
central  to  the  future  of  the  Pacific. 
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V%  CSgital  Is  Not 
GoodEnoudi 


100%  digital  does  not  mean  100%  digital  fiber  optic.Though  the  difference  may 
strike  you  as  subtle,  tfie  impact  it  can  fiave  on  your  telecommunications  is  astounding. 


When  it  pours,  we  reign.  Any  network  containing  copper,  microwave  and  satellite 
is  at  the  mercy  of  the  elements.  And  so  is  every  customer  that  uses  that  kind  of 
network.  On  the  other  hand,  100%  digital  fiber  optics  is  immune  to  all  electromagnetic 
interference  commonly  caused  by  inclement  weather  and  surrounding  power  lines. 
So  your  voice,  data  and  video  transmissions  go  through  rain  or  shine. 

Best  of  all,  the  best  costs  less.  Not  only  can  every  customer 
save  on  their  long  distance  calls,  they  can  also  transmit  data 
for  the  price  f)f  voice,  save  countless  man-hours  with  faxes  that 
arrive  in  six  seconds  instead  of  60,  and  place  their  calls  quickly  on 
the  very  first  try.  In  short,  a  100%  digital  fiber  optic  telecom- 
munications networkc7///o//(ftsyour  ability  to  run  your  business 
better,  rather  than  restricts  it. 

But  only  one  such  system  exists.  Ours.  So  even  though  AT&T 
doesn't  have  a  100%  digital  fihernpt icf\et.work,you  can.  Just 
call  1-800-877-2000  now  And  talk  with  the  best. 


Our  network  offers  a  lot  to  a  lot. 

A  single  pair  of  hair-thin  optical  fibers 
can  carry  more  than  16,000  calls, 
compared  to  96  for  copper.That 
means  a  mere  100  pair  could  carry  the 
simultaneous  calls  of  everyone  in 
Manhattan.  100  pair  of  copper  wire 
couldn't  even  carry  one-fourth  the 
calls  of  Grand  Bahama  Island. 
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US  Sprint 

Talk  With  The  Best.' 
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What's  Ahead  for  Business 


Edited  by  Howard  Banks 


Foreign  direct 

investment  is 

growing  rapidly 


StiU,  the  U.S. 

is  paying  more 

to  foreigners 


Protect  us,  please, 

from  the 

protectionists 


WHY  GOOD  NEWS  ISN'T  BAD  NEWS 

In  a  boost  for  the  U.S.  economy  and  jobs,  foreign  direct  investment 
in  the  U.S.  grew  by  a  record  21%  in  1988,  according  to  the  Bureau  of 
Economic  Analysis.  That's  roughly  SVi  times  last  year's  growth  of  U.S. 
direct  investment  abroad. 

This  being  good  news,  many  economists  turn  gloomy  and  note  that 
this  inflow  increases  foreign  claims  on  the  U.S.  and  so  adds  to  our  debt 
to  the  rest  of  the  world.  The  bea  says  that  at  the  end  of  1988,  foreign 
holdings  (including  financial  assets)  in  the  U.S.  exceeded  U.S.  holdings 
abroad  by  $533  billion,  up  from  $378  billion  a  year  earlier. 

But  take  those  bea  numbers  with  a  large  grain  of  reality.  Even  the 
agency  admits  they  are  "imprecise." 

One  area  of  imprecision  arises  from  the  practice  of  booking  direct 
investments  (factories,  buildings,  etc.)  at  their  historic  costs.  Most  U.S. 
investments  abroad  were  made  earlier  than  foreign  ones  here,  so  that 
most  U.S.  holdings  overseas  are  grossly  understated.  Valuing  U.S. 
holdings  abroad  closer  to  their  current  worth  would  significantly  cut 
our  "net  debtor"  position. 

There  are  other  measurement  problems.  For  example,  the  U.S.'  official 
gold  reserves  are  booked  at  $42  an  ounce;  valuing  them  at  today's  $370 
an  ounce  would  add  $85  billion  to  our  national  net  worth  statement. 
On  the  other  hand,  U.S.  banks'  $604  billion  in  claims  on  foreigners 
includes  around  $150  billion  in  dead-loss  loans — valued  at  par — to 
heavily  indebted  countries. 

There  is,  however,  one  area  where  concern  is  warranted.  In  1988, 
for  the  first  time  since  1945,  total  payments  to  foreigners  from  the  U.S. 
exceeded  overall  U.S.  cash  receipts  from  abroad,  points  out  Walter 
Joelson,  ge's  chief  economist.  This,  he  says,  has  several  effects. 

U.S.  companies,  including  big  ones  like  ge,  must  increasingly  join 
foreign-led  consortia  to  sell  capital  projects  abroad  because  affordable 
U.S.  finance  is  not  available.  The  Export-Import  Bank  has  already  run 
out  of  funds  for  1989. 

And  the  U.S.  no  longer  has  the  financial  resources  to  deal  with  the 
Third  World  debt  problem,  and  has  to  turn  to  Japan's  deep  pockets. 

Talk  that  foreigners  are  buying  up  America  inevitably  feeds  a 
kind  of  political  schizophrenia  about  inward  investment. 

While  more  than  40  states  now  have  offices  in  Tokyo  to  seduce 
Japanese  investment  (and  jobs)  for  their  backyards,  many  national 
politicians  threaten  protectionist  action  against  foreign  invaders. 

This  jeopardizes  attempts  by  the  industrialized  nations,  including  the 
U.S.,  to  use  the  General  Agreement  on  Tariffs  &  Trade  (gatt)  to 
liberalize  international  investment.  The  U.S.  is  still  the  most  liberal  of 
all  countries  in  this  regard.  Should  America  turn  against  international 
investment,  the  rest  of  the  world  would  put  up  stronger  walls.  Every- 
one would  lose. 
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The  Forbes  Index 


A  soft  landing?  The  Forbes  Index  suffered  a  0.4%  drop  in 
March  and  0.1%  declines  in  April  and  May.  The  prelimi- 
nary June  figure  showed  a  0.2%  decline.  Industrial  produc- 
tion fell  0.2%  in  June,  the  first  drop  since  February,  as 
factory  utilization  slipped  0.3%,  to  83.5%  of  capacity. 
Manufacturers'  new  orders  fell  4.5%  in  May,  while  inven- 
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tones  declined  0.6%.  There  were  334,900  new  unemploy- 
ment claims  in  June,  which  is  the  highest  monthly  total 
in  17  months.  June  retail  sales  eased  0.4%,  to  $140  billion. 
A  slowing  economy  yielded  a  rare — and  probably  wel- 
come— drop  in  wholesale  prices  as  the  producer  price  index 
fell  0.1%  in  June,  the  first  decline  since  December  1987. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  o(  US  economic  activity 
composed  o(  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  (or  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  fo.  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit. 

To  measure  these  eight  elements,  Forbes  monitors  ten 
scries  of  U  S  government  data  The  last  14  months'  data 
for  each  series  arc  presented  at  right 


160 


200 


140                       Services 

ISO 

120 

Total  Index 

100 

Cookumet  price  indexes  |19821984avcri|5c  =  1001 
all  urban  consumers,  unadiusicd  (EX'pl  of  Laborl 

New  housing  starts  (thousands) 

privately  owned,  unadjusted  IDcpt.  of  Commerce) 

144 


Indusiriat  production  index  11967  =  I00| 
leasonally  adiusicd  (Federal  Reserve! 


Inventuries 


260 


2620 


200 


New  orders 


2520 


MO.X'^^,— 


2420 


AUnufacturert'  new  order*  and  inventories 

(Sbilliorisl  seasonally  adjusted  (Dcpt.  of  Commercel 


Personal  income  (Sbillionsl  wage  and  salary  dis- 
bursements, seasonally  adjusted  (Dept.  of  Commercel 


ISO 


j  rnemp'i.'vmtiTt  clelmsiviMfL-  t.r 


US 


Kcuil  ttotc  talcs  (SbillionsI 

seasonally  adiusicd  (Dcpt.  of  Commerce) 


Consumer  installment  credit  (Sbillions) 
total,  seasonally  adjusted  (Federal  Reserve) 


~r  I  I  I  I  I  I  I  I  I  I  I  I  I 

M)  lASONDI  FMAMI 


I   I   I   I   I   I   I   I   I   I   i   I   I   I 
Ml  lASONDI  FMAMI 


FORBES,  AUGUST  7,  1989 


If  you  think  people  might  think  you  order  Chivas  to  show  off, 
maybe  you're  thinking  too  much. 


What  are  you  saving  the  Chivas  for? 
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The  bulk  of  passenger  aircraft 
flying  today  owe  their  origins  to  designs 
from  the  early  sixties. 

When  it  comes  to  replacing 
them,  there's  just  one  real  altemative. 

Airbus  Industrie  has  the  only 
all-new  family  of  aircraft  available. 

Since  the  conception  of  the 
world's  first  twin-aisle  twin,  the  A300, 
Airbus  Industrie  has  led  the  way  in  civil 
aviation  technology  bringing  greater 
efficiency  and  higher  profits  to  the 
world's  airlines. 

And  now  that  the  Airbus 
family  of  aircraft  has  the  world's  route 
networks  covered,  there's  only  one 
question  left  unanswered. 

Which  Airbus? 
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Forbes 


Two  years  ago  Harcourt  Brace  Jovanovich,  the  publishing/ enter- 
tainment conglomerate,  successfully  fought  off  a  takeover  at- 
tempt by  British  press  baron  Robert  Maxwell. 


If  this  be 
victory . . . 


By  Stuart  Flack 


IT  WAS  A  FLIP-FLOP  that  would  do 
Flipper  proud.  Harcourt  Brace  Jo- 
vanovich, Inc.  insisted  in  March 
that  It  would  not  sell  off  assets  to 
meet  its  onerous  debt  payments,  and 
then  just  three  months  later  the  com- 
pany turned  around  and  announced  it 
would  put  Its  world-famous 
theme  parks — including 
Sea  World  and  Cypress  Gar- 
dens— on  the  block. 

Wall  Street  applauded, 
senduig  Harcourt's  stock 
up  S0%,  to  $15  a  share.  The 
talk  was  that  the  theme 
parks  and  some  adjommg 
acreage  would  fetch  per- 
haps $1.5  billion — about 
$20  per  Harcourt  share. 

Hold  It.  Harcourt  holders 
seem  to  be  overlooking  two 
facts;  First,  no  one  yet  has 
pubhcly  expressed  interest 
in  buying  the  theme  parks 
at  all,  let  alone  at  a  price 
that  amounts  to  about  1 1 
times  cash  flow.  Second, 
the  asset  sales,  even  at  that 
price;  won't  close  the  devel- 
oping gap  between  Har- 
ccur^'s  cash  flow  and  the 
cash  that  it  needs  to  service 


its  whopping  $3.3  billion  load  of  debt 
and  preferred  stock. 

Where  did  all  the  debt  come  from? 
Two  years  ago  the  company  did  a 
wildly  leveraged  recapitalization  to 
avoid  the  takeover  efforts  of  British 
press  baron  Robert  Maxwell.  It  bor- 
rowed $1.6  billion,  then  paid  out  that 
and  a  good  deal  more,  including  a  big 
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block  of  newly  issued  preferred  stock 
as  a  special  dividend  to  common 
shareholders. 

Instead  of  being  ravaged  by  Max- 
well, Harcourt  had  ravaged  itself. 
Raider  Maxwell  went  away,  but  the 
bankers  didn't.  By  last  fall,  making 
the  payments  on  Harcourt's  debt  and 
preferred  stock  had  gotten  so  tough 
that  the  company's  bankers 
forced  a  refinancing.  The 
new  debt  structure  extend- 
ed the  repayment  period 
but  forced  Harcourt  Brace 
to  replace  $400  million  of 
bank  debt — at  11.25%  an- 
nual interest — with  junk 
bonds,  at  an  average  inter- 
est rate  of  about  13.6%  per 
annum. 

Largely  because  of  heavy 
debt  payments,  the  compa- 
ny last  year  lost  $2.04  a 
share,  and  losses  for  this 
year's  first  quarter  jumped 
to  $1.80.  If  the  company 
continues  losing  money  at 
the  current  pace,  it  may 
soon  be  in  violation  of  capi- 
talization requirements  in 
its  loan  covenants. 

The  arithmetic  is  simply 
against  the  company.  This 
year  total  cash  flow   will 
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probably  be  around  $470  million. 
Debt  service  will  cost  around  $340 
million.  That  leaves  about  $130  mil- 
lion for  capital  spending  in  a  compa- 
ny that  last  year  spent  $174  million. 
To  stay  within  its  debt  covenants, 
Harcourt  will  have  to  trim  capital 
spending  this  year  to  $105  million 
and  then  down  to  $116  million  in 
1990.  Such  frugality  could  especially 
hurt  the  theme  park  business,  where 
competitors  like  Disney  make  con- 
stant improvements  and  add  new  fea- 
tures regularly. 

Let's  say  the  parks  and  surrounding 
extra  real  estate  do  fetch  $1.5  billion. 
After  taxes,  that  nets  Harcourt  about 
$1  billion.  Ideally  the  company  would 
use  the  money  to  pay  off  its  highest- 
cost  debt,  but  it  can't  do  that.  (Over- 
all, Harcourt  has  $1.7  billion  in  junk 
debt,  at  an  average  annual  interest 
rate  of  14.2%.)  This  high-cost  paper, 
except  for  a  small  block  of  zero  cou- 
pon bonds,  cannot  be  called  until  the 
early  1990s. 

That  means  Harcourt  would  have 
to  use  the  $1  billion  aftertax  proceeds 
from  selling  the  theme  parks  to  retire 
bank  debt,  which  carries  interest  rates 
of  about  12%.  The  move  would  save 
Harcourt  $120  million  a  year  in  debt 
service  payments,  but  the  problem  is 
the  theme  parks  probably  throw  off 
about  that  much  in  cash  even  after 
capital  spending.  So,  from  a  debt  ser- 
vice point  of  view,  sale  of  the  theme 
parks  is  a  wash. 

Selling  the  parks  would  strip  away 
the  most  promising  business  and 
leave  Harcourt  with  publishing  and 
insurance.  This  rump  of  a  company 
would  still  be  groaning  under  about 
$1.7  billion  in  debt.  Some  of  that  is 
payment-in-kind  debt,  which  pays  no 
interest  currently  but  instead  in- 
creases regularly  in  face  value.  Begin- 
ning in  the  early  1990s,  this  debt  plus 
a  large  amount  of  payment-in-kind 
preferred  stock  converts  to  a  cash  ba- 
sis, increasing  the  company's  cash 
outlays  for  service  of  debt  and  pre- 
ferred stock  by  well  over  $100  million 
a  year. 

No  matter  how  you  look  at  this 
deal,  it  is  hard  to  see  how  common 
shareholders  can  stay  much  above 
water  in  the  long  run.  A  proud,  stub- 
bom  man,  Chairman  William  Jovano- 
vich,  69,  saved  his  company's  inde- 
pendence, but  did  so  at  the  possible 
cost  of  its  solvency  and  its  long-range 
prospects. 

Have  the  management  of  Time  Inc. 
and  its  financial  advisers  pondered 
the  implications  of  Harcourt  Brace's 
too-dearly-won  victory  over  what 
was,  after  all,  a  most  attractive  cash 
offer  from  Robert  Maxwell?  ■ 


Fishing  for  evidence,  the  feds  are  looking 
into  the  personal  portfolios  of  junk  botid 
managers.  But  the  waters  are  murky. 


Quid  pro  junk? 


By  Richard  L.  Stem 
and  Phyllis  Berman 


IN  May  the  Securities  &  Exchange 
Commission  mailed  out  a  letter 
reminding  managers  of  mutual 
bond  funds  that  they  are  required  un- 
der the  law  to  report  their  personal 
security  transactions  to  their  bosses. 
The  letter  caused  a  nervous  tremor 
among  money  managers,  especially 
those  specializing  in  junk  bonds. 

The   tremor  turned  to   trembling 
when  the  sec  began  contacting  mutu- 


al funds  and  other  high-yield  manag- 
ers, requesting  personal  trading  rec- 
ords of  managers,  analysts  and  traders 
of  funds  with  junk  bond  holdings. 

What  is  the  sec  looking  for?  It 
won't  say,  but  it  clearly  hopes  to  find 
evidence  of  conflicts  of  interest  by 
numerous  junk  bond  fund  managers. 
Did  some  of  the  managers  get  profit- 
able personal  deals  as  a  reward  for 
buying  certain  junk  bond  issues? 

The  SEC  is  believed  to  be  conduct- 
ing the  investigation  in  conjunction 
with  the   U.S.   Attorney's   office   in 
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Manhattan.  The  investigation  appears 
to  be  an  outgrowth  of  a  federal  probe 
of  the  personal  investment  activities 
of  David  Solomon.  He  resigned  sever- 
al months  ago  as  chief  investment 
officer  of  Solomon  Asset  Manage- 
ment, which  once  managed  up  to  $2 
billion,  much  of  it  for  Forbes  500  com- 
panies in  high-yielding  bonds.  Solo- 
mon was  a  longtime  customer  and 
protege  of  Michael  Milken's. 

Sources  close  to  Solomon  confirm 
that  he  has  been  cooperating  with  fed- 
eral authorities  in  anticipation  of  im- 
munity from  criminal  prosecution. 

What  do  the  feds  have  on  Solomon? 
Apparently  that  he  engaged  in  bond 
transactions  for  his  own  account, 
with  the  cooperation  of  Drexel  Bum- 
ham  Lambert,  that  in  1985  gave  him  a 
year-end  personal  tax  loss  of  SI. 6  mil- 
lion and  Drexel  an  equivalent  gain. 
The  feds  believe  Solomon  wanted  to 
push  some  taxable  gains  into  1986, 
when  tax  rates  would  be  lower.  They 
also  believe  that  the  brokerage  firm 
later  made  good  his  loss  by  selling 
Solomon  warrants  at  prices  that 
proved  to  be  highly  profitable  for  him. 

In  the  broader  probe  that  is  under 
way,  the  feds,  among  other  things,  are 
looking  for  evidence  that  warrants 
were  used  by  Drexel  people  as  person- 
al rewards  to  managers  who  rendered 
services  to  Drexel  or  bought  large 
quantities  of  its  high-yield  bonds. 

Among  the  avenues  of  prosecution 
available  to  federal  authorities  is  Sec- 
tion 17-E  of  the  federal  Investment 
Company  Act.  This  makes  it  a  crime 
for  anyone  affiliated  with  an  invest- 
ment company  to  receive  compensa- 
tion other  than  normal  wages  in  con- 
nection with  the  purchase  or  sale  of 
securities  for  the  funds.  In  the  late 
1970s  a  mutual  fund  trader  went  to 
jail  for  receiving  bribes  to  direct  stock 
commissions  to  T.P.  Richardson  &. 
Co.,  a  small  West  Coast  brokerage. 

But  the  situation  of  the  junk  bond 
managers — assuming  some  did  get 
profitable  personal  deals  from 
Drexel — may  not  be  such  a  clear  case: 
Perhaps  the  managers  just  made 
shrewd  investments  So  the  feds  will 
have  to  show  a  pattern  of  managers 
who  deal  protessionally  with  Drexel 
getting  special  private  deals.  If  they 
can  uncover  such  patterns,  the  feds 
might  be  able  to  obtain  convictions. 

Legally,  the  whole  situation  is  ex- 
tremely murky.  Moreover,  no  large 
losses  have  been  incurred  by  inves- 
tors, in  part  because  bond  prices  have 
trended  upward  in  recent  yeais. 

Drexel's  comment?  An  official  no 
comment  and  an  avowal  that  the  firm 
is  committed  to  the  highest  st  liidards 
of  ethical  behavior.  ■ 


Even  for  Wall  Street  veteran  Sandy  Weill, 
straightening  out  Primerica  will  be  a  tough 
job.  The  toughest  part  may  be  cleaning  up 
the  A.L  Williams  insurance  group. 


Tiger  by  the  tail? 


By  Howard  Rudnitsky 


IN  A  RECENT  INTERVIEW  FoRBES  re- 
minded Sanford  Weill,  Primerica's 
astute  chairman,  that  Primerica's 
highly  profitable  A.L.  Williams  insur- 
ance subsidiary  had  problems  with 
the  regulators.  Weill  responded  with  a 
rhetorical  question:  "How  could  you 
buy  control  of  a  big,  complex  compa- 
ny like  Primerica  at  such  reasonable 
prices  if  there  weren't  any  problems?" 

In  pursuit  of  his  dream  of  running  a 
major  financial  services  company, 
Weill's  Commercial  Credit  Corp.  late 
last  year  bought  control  of  Primerica 
Corp.  from  Gerald  Tsai  jr.  Tsai,  pock- 
eting about  S40  rtiillion,  then  bowed 
out  of  the  picture,  although  he  still 
owns  more  than  1  million  Primerica 
shares,  valued  at  $28  million.  The 
transaction  put  Weill  atop  a  company 
operating  almost  across  the  board  in 
financial  services:  life  insurance, 
stock  brokerage  and  mutual  funds. 

Primerica's  prize  possession  was 
A.L.  Williams.  It's  easy  to  see  why. 
The  insurance  outfit  contributes 
some  35%  of  Primerica's  profits,  as 
against  about  40%  for  Weill's  Com- 
mercial Credit  finance  unit  and  per- 
haps 10%  for  Smith  Barney's  troubled 
brokerage  operations.  The  remaining 
15%  comes  from  mutual  funds,  di- 
rect-mail marketing  and  a  few  other 
small  operations.  When  Primerica's 
earnings  slipped  in  the  second  quarter 
of  1989,  the  drop  was  cushioned  by  a 
rise  in  Williams'  profits. 

Make  no  mistake,  Williams  has  its 
warts.  The  firm  was  founded  by  Art 
Williams,  now  47,  an  aggressive  for- 
mer high  school  football  coach  who 
inspires  fierce  loyalty  in  a  huge  sales 
force,  a  staggering  190,000  strong.  His 
salespeople  love  him,  but  the  insur- 
ance industry  hates  him.  They  say  he 


is  peddling  an  overpriced  product  to 
people  who  don't  understand  what 
they  are  buying. 

Williams  urges  his  troops  to  get 
policyholders  to  convert  their  whole- 
life  policies,  which  he  calls  "trash  val- 
ue" life  insurance,  into  his  own  pre- 
ferred product:  term  insurance.  The 
pitch  is  simple:  You  get  a  lot  more 
insurance  per  $1  of  premiums  in  term 
than  you  do  in  whole  life.  True,  but 
you  get  no  cash  buildup  with  term. 
Also,  on  A.L.  Williams  term  policies, 
which  are  quite  costly  compared  with 
other  term  insurance,  virtually  the 
entire  first-year  premium  goes  to  pay- 
ing commissions. 

During  the  past  year  or  so  no  fewer 
than  three  state  insurance  commis- 
sions— in  California,  Tennessee  and 
Washington— have  begun  investiga- 
tions into  A.L.  Williams.  The  allega- 
tions are  that  the  company  indulges 
in  deceptive  sales  practices.  If  found 
guilty,  some  Williams  brokers  could 
face  fines  and  perhaps  have  their  li- 
censes to  sell  insurance  revoked.  If 
the  most  serious  allegations  prove 
true,  A.L.  Williams  itself  could  have 
its  license  temporarily  revoked.  A.L. 
Williams  says  such  charges  are  largely 
professional  venom  from  competing 
whole-life  insurance  agents. 

Maybe  so,  but  more  than  one  cloud 
hangs  over  the  Williams  operation. 
Tennessee  insurance  examiners 
charge  that  the  Williams  Agency  al- 
lows a  convicted  felon  to  indirectly 
share  in  commissions.  The  man  in 
question  is  Charles  (Boe)  D.  Adams, 
Art  Williams'  right-hand  man.  Adams 
did  time  in  a  federal  penitentiary  back 
in  the  early  1970s  for  stock  and  land 
sales  fraud.  In  some  states,  including 
Tennessee,  convicted  felons  are  not 
allowed  to  share  in  insurance  com- 
missions.  Adams,   whom  A.L.   Wil- 


40 


FORBES,  AUGUST  7,  1989 


liams  calls  a  "consultant,"  collects  an 
estimated  $5  million  a  year  for  his 
work.  A  Williams  company  spokes- 
man insists  that  the  firm  has  done 
nothing  wrong. 

What's  more,  a  review  of  years  of 
proxy  statements  indicates  that 
foimder  Art  Williams  charged  the 
publicly  owned  insurance  company 
.  for  a  host  of  services  that  benefited 
him  and  his  private  companies. 

If  Sandy  Weill  expects  to  build  a 
great  company  in  Primerica,  he  will 
clearly  have  to  clean  up  the  Williams 
act.  A  possible  first  step  has  been  Pri- 
merica's  buying  out  Art  Williams' 
own  equity  in  the  business. 

For  this  Sandy  Weill  is  paying  a 
price.  In  June  Weill  offered  to  swap 
$395  million  of  Primerica  stock  for 
the  30%  of  A.L.  Williams  that  is  held 
by  the  public,  including  Art  Williams' 
6%  stake.  That  is  just  for  the  insur- 
ance company.  Williams  himself  also 
owned  the  Williams  Agency,  an  in- 
surance sales  firm.  This  he  is  selling 
to  Primerica  for  $75  million  in  cash 
plus  a  20-year  incentive  contract  that 
could  pay  Art  Williams  as  much  as 
$35  million  a  year. 

The  situation  is  somewhat  ambiva- 
lent. If  the  deal  goes  through  in  the 
fall,  as  hoped,  the  energetic  Williams 
will  no  longer  have  a  direct  equity 
interest  in  A.L.  Williams,  but  he  will 
remain  the  guiding  sales  genius  and 
the  largest  shareholder  of  the  parent 
company,  Primerica.  Nevertheless, 
Weill  clearly  has  sufficient  leverage 
now  to  insist  that  A.L.  Williams  sales- 
people at  least  moderate  their  pitches. 
What's  more,  an  agreement,  now 
pending,  would  give  Primerica's  in- 
surance units  the  power  to  terminate 
Williams  agents — a  power  previously 
held  by  Art  Williams  himself.  Thus 
Sandy  Weill  is  gradually  tightening 
the  reins  on  the  mammoth  Williams 
sales  force. 

With  full  control,  Weill  may  want 
to  broaden  A.L.  Williams'  product 
line  by  pushing  more  health  insur- 
ance and  home  mortgage  products, 
among  other  items.  Some  35,000  of 
Williams'  agents  are  registered  stock- 
brokers who  work  under  the  flag  of 
First  American  National  Securities 
and  sell  mutual  funds  as  well  as  insur- 
ance. They  can  be  made  to  push  Pri- 
merica's mutual  funds. 

Nevertheless,  it  is  a  delicate  balanc- 
ing act  for  the  intense,  ambitious 
Weill.  He  must  keep  Art  Williams  and 
his  sales  tigers  on  a  tight  leash  to  keep 
from  annoying  state  insurance  depart- 
ments. On  the  other  hand,  he  can't 
push  Williams  too  hard,  because  Wil- 
liams' sales  force  is  bringing  home  too 
much  of  Primerica's  bacon.  ■ 


Louie  PsihovovMairix 


Primerica  Chairman  Sanford  Weill 

Can  he  get  Art  Williams'  army  to  march  to  his  orders? 


Thomas  England 


AL  Williams  founder  Art  Williams 
Cutting  himself  a  great  deal. 
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Go  back  and  read  C.  Northcote  Parkinson, 
he  of  Parkinson  s  Law.  There  s  more  sound 
wisdom  than  in  a  bookshelf  full  of  Attila 
the  One  Minute  Managers. 

How  do  you 
cure  iiyelitance? 


By  Peter  Brimekiw 


1IKE  A  SWARM  of  locusts  in  the 
_  desert  sky,  myriads  of  manage- 
I  ment  books  are  on  the  move,  all 
heading  remorselessly  for  your  free 
time.  Some,  polysyllabic  and  obscure, 
are  in  essence  the  oversize  business 
cards  of  management  consultants 
who  nominally  teach  at  Harvard  Busi- 
ness School.  Others,  slick  and  simple, 
are  the  creations  of  hungry  journal- 
ists. (And  then  there's  mystical  mon- 
ey management;  see  p  52] 

Once  upon  a  time,  however,  there 
was  a  very  different  sort  of  manage- 
ment sage.  He  wrote  not  in  jargon  or 
algebra  but  in  a  brilliantly  readable 
English.  He  published  not  in  tomes 
but  in  terse  essays,  the  most  famous 
less  than  nine  pages  long.  He  used 
historical  and  military  analogies,  but 
then  he  had  actually  been  a  historian 
and  a  soldier.  He  was  scathingly  wit- 
ty, so  much  so  that  some  readers 
wrongly  assumed  that  his  purpose 
was  satirical. 

And,  wonder  of  wonders,  when  he 
had  finished  what  he  had  to  say  about 
management,  he  stopped  writing 
about  it  and  went  on  to  other  things. 
Which  may  be  why  he  is  almost  for- 
gotten, except  for  Parkinson's  Law. 

C.  (for  Cyril)  Northcote  Parkinson, 
father  of  Parkinson's  Law,  turned  80 
on  luly  30.  He  is  a  short,  stocky  En- 
glishman with  a  formal  manner  and  a 
steady  gaze.  He  moves  rather  deliber- 
ately nowadays  and,  although  still  an- 
swering questions  with  the  academic 
precision  that  befits  a  former  Cam- 
bridge don,  often  contents  himself 
with  a  single  word. 

Recently,  after  many  years  in  the 
British  offshore  tax  havens  of  Guern- 
sey and  the  Isle  of  Man,  he  has  trans- 
planted himself  to  the  cathedral  city 


of  Canterbury,  home  of  his  third  wife, 
whom  he  married  in  1985.  And  he  is 
at  work  on  his  autobiography,  writ- 
ing, as  always,  in  longhand. 

"I  think  Parkinson's  Law  came  to 
me,  or  is  based  upon,  experiencing  the 
armed  forces,"  Parkinson  says.  "I  was 
serving  in  a  joint  headquarters,  that  is 
to  say  army  and  Royal  Air  Force  [mili- 
tary intelligence,  he  reluctantly  ad- 
mits), and  the  headquarters  was  head- 
ed by  an  air  vice  marshal,  who  was 
assisted,  or  possibly  impeded,  by  a 
colonel  in  the  army,  who  was  imped- 
ed, or  possibly  assisted,  by  a  wing 
commander  in  the  air  force,  and  then 
all  three  of  them  were  assisted  (but 
definitely  assisted!)  by  me.  I  was  then 
a  major  in  the  army,  and  we  were  all 
very  busy  winning  the  war. 

"But  the  day  came  when  the  air  vice 
marshal  went  on  leave.  Shortly  after- 
wards, as  it  happened,  the  colonel  fell 
sick.  The  wing  commander  was  at- 
tending a  course,  and  I  found  I  was  the 
group.  And  I  also  found  that,  while 
the  work  had  lessened  as  each  of  my 
superiors  had  disappeared,  by  the 
time  it  came  to  me,  there  was  nothing 
to  do  at  all.  There  never  had  been 
anything  to  do.  We'd  been  making 
work  for  each  other." 
•  I'ARKIS'SOXS  lAW:  Work  expands  so 
as  to  fill  tlx'  time  atmlahle  for  its  com- 
pletion 

In  his  great  first  essay,  Parkinson 
displayed  his  fundamental  method: 
He  reasoned  from  the  behavior  of  in- 
dividuals— the  different  times  a  busy 
man  and  "an  elderly  lady  of  leisure" 
might  take  to  write  a  postcard — to  the 
behavior  of  organizations,  in  this  in- 
stance their  inexorable  tendency  to 
grow  regardless  of  the  amount  of  work 
to  be  done.  Two  axioms  governed  the 
process,  he  noted:  "(I)  an  official 
wants  to  multiply  subordinates,  not 
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rivals;  and  (2)  officials  make  work  for 
each  other"— supervising  each  other's 
efforts,  holding  meetings  and  so  on. 

Cynics  were  wrong,  Parkinson 
pointed  out,  to  suppose  that  the  ex- 
panding organization  meant  that  its 
individual  members  were  getting  lazy 
or  more  idle.  The  awful  truth  was  that 
they  were  honestly  working  harder 
than  ever. 

Then,  incredibly,  Parkinson  proved 
his  case.  He  examined  the  British  Ad- 
miralty, the  civil  service  department 
responsible  for  the  Royal  Navy.  (This 
came  naturally  to  him:  He  was  a  naval 
historian  who  had  already  published 
several  books  and  who  was  ultimately 
to  teach  at  Harvard,  Berkeley  and  the 
University  of  Illinois.) 

The  numbers  were  astonishing.  In 
1914  Britain  had  the  largest  navy  in 
the  world,  with  542  ships  in  commis- 
sion, and  the  Admiralty  had  a  staff  of 
4,366.  At  various  points  as  the  centu- 
ry wore  on,  the  ships  decreased  in 
number  and  the  staff  expanded.  By 
1967,  he  later  found,  the  Royal  Navy 
had  only  114  ships,  most  not  truly 
capital,  and  had  ceased  to  be  a  world 
force.  But  Admiralty  staff  had  reached 
33,574.  This  vast  increase  in  staff  was 
not  the  product  of  more  complex 
technology:  The  technical  staff  had 
increased  much  more  slowly  than  the 
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C.  Northcote  Parkinson,  author  of  Parkinson's  Law 

A  management  book  that  does  not  expand  to  fill  the  m^inds  available. 


clerical  staff. 

Parkinson's  Law  was  first  unveiled 
in  the  Economist  magazine  in  1955, 
when  Parkinson  was  professor  of  his- 
tory at  the  new  University  of  Malaya 
in  Singapore.  It  caused  a  stir  that  at- 
tracted the  American  publisher 
Houghton  Mifflin,  which  published  a 
collection  of  the  original  and  some 
other  Parkinson  essays  under  the  title 
Parkinson's  Law:  The  Pursuit  of  Progress 
in  1957. 

The  success  of  this  book  was  so 
enormous  that  it  changed  Parkinson's 
life.  For  years  he  spent  every  summer 
on  the  lecture  circuit  in  the  U.S. 
Eventually,  he  abandoned  academic 
:  life  ("it  can  be  a  cutthroat  kind  of  a 
business")  for  independent  writing. 
However,  he  still  retains  a  sentimen- 
tal link  with  Alabama's  Troy  State 
University,  which  has  been  enterpris- 
ing enough  to  make  him  Honorary 
President. 

It's  common  to  depreciate  Parkin- 
son's later  essays  in  comparison  with 
his  first.  A  rereading  suggests  this  is  a 
mistake.  For  example: 
•  PARJUNSON'S  SECOND  LAW.  Expetidi- 
ture  rises  to  meet  income. 

Parkinson's  discussion  of  the  dy- 
namics underlying  the  historic  expan- 
sionary tendencies  of  government 
budgets,  reasoning  as  always  from  the 


stoutly  self-interested  behavior  of  in- 
dividuals, concluded  that  programs 
cannot  be  reduced  piecemeal.  Only 
across-the-board  cuts  will  work.  This 
was  in  1960 — almost  25  years  before 
Gramm-  Rudman . 

•  PARKINSON'S  THIRD  LAW-  Ej<pansion 
means  complexity^,  and  complexity  decay. 

Formulated  in  1962,  this  law  defied 
the  consensus  of  the  day  to  an  extent 
that  is  easily  forgotten.  Economists 
believed  in  economies  of  scale.  Capi- 
talists believed  in  conglomeration, 
synergy  (remember  synergy?)  and 
General  Motors.  Politicians  believed 
in  plaruiing  and  large  units — bigger 
school  districts  and  "multiversities" 
in  the  U.S.,  more  nationalization  in 
Britain. 

Today  the  advantages  of  restructur- 
ing, entrepreneurship  and  decentral- 
ization are  generally  acknowledged, 
even  if  not  always  applied.  But  Par- 
kinson's attitude  still  places  him 
athwart  the  tide.  He  is  opposed,  for 
example,  to  Britain's  membership  in 
the  European  Community,  very  much 
an  article  of  faith  with  Britain's  politi- 
cal establishment.  "It's  basically  my 
preference  for  the  smaller  unit  rather 
than  the  larger  one,"  he  says. 

•  THE  LAW  OF  DELAY:  Delay  is  the  dead- 
liest form  of  denial. 

Parkinson's  analysis  of  the  incen- 


tives that  inspire  negativism  in  offi- 
cials ("abominable  no-men")  antici- 
pated the  Public  Choice  school's 
"economic  theory  of  politics"  (see 
Forbes,  A'ot'.  17,  1986). 

•  THE  LAW  OF  TRIVIALITY:  The  time 
spent  on  any  item  of  a  committee's  agen- 
da will  be  in  inverse  proportion  to  the 
sum  of  money  involved. 

Parkinson  was  deeply  interested  in 
committee  behavior  ("comitology"). 
Citing  the  history  of  the  British  Cab- 
inet and  its  predecessors  back  to  the 
Middle  Ages,  he  argued  the  most  ef- 
fective size  for  any  meeting  is  five. 
But  interest  groups  pressing  for  rep- 
resentation inevitably  expand  a  com- 
mittee in  stages  to  20,  at  which 
point  ("the  Coefficient  of  Inefficien- 
cy") conversation  will  break  out  at 
either  end  of  the  table,  members  will 
stand  to  make  themselves  heard  and 
then  start  giving  speeches,  and  the 
useful  members  will  be  making 
plans  to  settle  outstanding  issues  lat- 
er on  over  lunch. 

The  Law  of  Triviality  focused  on 
another  consequence  of  individuals' 
self-regard:  Expensive  decisions  are 
reviewed  less  thoroughly  than  small 
ones  because  they  tend  to  be  embar- 
rassingly technical. 

•  INJEUTANCE:  A  vital  Parkinson  con- 
tribution was  his  diagnosis  of  why 
certain  organizations  suddenly  deteri- 
orate: the  rise  to  authority  of  individ- 
uals with  unusually  high  combina- 
tions of  incompetence  and  jealousy 
("injelitance"). 

"The  injelitant  individual  is  easily 
recognizable  from  the  persistence 
with  which  he  struggles  to  eject  all 
those  abler  than  himself.  He  dare  not 
say,  'Mr.  Asterisk  is  too  able,'  so  he 
says,  'Asterisk?  Clever  perhaps — but 
is  he  sound'''' .  .  .  The  [organization] 
gradually  fills  up  with  people  more 
stupid  than  the  chairman.  ..." 

Organizations  can  be  cured  of  injel- 
ititis  spontaneously,  when  an  individ- 
ual conditioned  to  hide  his  intelli- 
gence penetrates  to  the  top  post  and 
"suddenly  throws  off  the  mask  and 
appears  like  the  demon  king  among  a 
crowd  of  pantomime  fairies."  Or 
sometimes  a  massive  amputation  and 
simultaneous  transfusion  of  new 
blood  will  work — but  not  always.  Ul- 
timately, however,  the  only  course  is, 
to  eliminate  the  organization  com- 
pletely. "Infected  personnel  should  be 
dispatched  with  a  warm  testimonial 
to  such  rival  institutions  as  are  re- 
garded with  particular  hostili- 
ty. ..  .  As  for  the  (office]  buildings, 
the  best  plan  is  to  insure  them  heavily 
and  then  set  them  alight." 

Among  other  Parkinson  gems:  es- 
says (understandably  heartfelt)  on  the 
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disincentive  effects  of  taxation,  an- 
ticipating supply-side  economics;  and 
on  the  peculiar  tendency  (with  his- 
torical examples)  of  organizations  to 
build  perfect  headquarters  for  them- 
selves just  as  they  go  into  decline. 

"When  I'd  said  my  say,  I'd  said 
it ...  I  moved  on  to  study  other 
things,"  says  Parkinson.  In  the  late 
1960s    and    1970s    he    increasingly 


turned  away  from  business,  writing 
plays,  political  essays,  mock  biogra- 
phies of  P.G.  Wodehouse's  Jeeves  and 
C.S.  Forester's  Horatio  Homblower, 
popular  histories  and  eventually  a  se- 
ries of  novels  about  the  Royal  Navy  in 
the  Napoleonic  era.  He  says  casually 
that  he  has  produced  "about  60 
books"  in  all. 
Parkinson  is  not  a  complete  guide 


to  management.  His  primary  focus 
was  bureaucratic  rather  than  com- 
mercial. But  what  he  has  to  say  is 
applicable  to  any  business,  in  fact  any 
kind  of  organization.  So  forget  about 
Attila  the  One  Minute  Manager.  Go 
to  your  bookshop  and  order  a  copy  of 
one  of  the  remaining  Parkinson  books 
still  in  print,  Parkinson:  The  Law  Com- 
plete (from  Ballantine,  $2.95).  ■ 


While  the  West  welcomes  perestroika,  the 
Soviets  dont  know  what  to  do  with  it. 


Adrift 


By  Peter  Fuhrmaii 


W 


HiLE  Westerners  exult  in 
the  policies  of  Soviet  Presi- 
dent Mikhail  Gorbachev  and 
German  crowds  idolize  him,  at  home 
in  Moscow  the  pessimism  is  as  heavy 
as  the  summer  heat. 

"The  economic  illness  in  the 
U.S.S.R.  is  much  deeper  than  we  ex- 
pected," admits  Nikolai  Klimov,  one 
of  the  Soviet  Union's  senior  economic 
policymakers.  "Like  other  socialist 
countries,  we  want  to  develop  a  mar- 
ket (system],  but  don't  know  how  to 
do  it  in  reality." 

The  experience  of  Soviet  allies,  well 
ahead  of  Mother  Russia  in  liberaliza- 
tion, is  hardly  encouraging.  The  two 
Eastcm  European  bloc  countries  fur- 
thest down  the  road  to  economic  re- 
form— Poland  and  Hungary — are 
demonstrating  that  economic  reform 
of  a  Soviet  style  economy  can  drag  on 
inconclusively  for  years. 

Leaving  aside  the  very  active  black 
marketeers,  no  segment  of  the  Soviet 
economy  is  now  operating  well.  Many 
of  the  government's  halting  steps  to- 
ward introducing  market  principles 
are  having  a  perversely  opposite  effect. 

Supplies  of  vegetable  oil,  razor 
blades  and  children's  toys  are  deplet- 
ed. A  queue  for  household  soap  this 
summer  stretches  for  hundreds  of 
yards  across  a  pedestrian  plaza  near  the 
Bolshoi  Theater.  "The  only  outward 
sign  of  perestroika,"  says  Yuriy  Pono- 


marev,  managing  director  of  the  State 
Bank  of  the  U.S.S.R.,  "is  the  fall  in  (the 
quantity  of)  goods  for  sale  in  shops." 

In  Leningrad,  processed  meats  are  all 
but  unobtainable  outside  of  dining 
rooms  used  by  the  city's  5,000  most 
senior  officials.  This  elite  gets  more 
sausage  meat  than  is  provided  to  shops 
servicing  1  million  city  residents. 

Nikolai  Petrakov  is  a  leading  Soviet 
economist  and  a  newly  elected  mem- 
ber of  the  Soviet  parliament.  "Prime 
Minister  (Nikolai)  Ryzhkov  says  he 
wants  a  regulated  market,"  says  Pe- 
trakov. "He  misses  the  point  that  first 
you  need  to  create  a  market.  Then  you 
can  worry  about  regulating  it.  It  is 
obvious  that  with  shortages  of  goods. 


you  must  raise  the  prices,  but  no  one 
knows  to  what  extent.  We  don't  know 
at  what  price  the  market  will  clear 
and  queues  disappear."  Nor  does  any- 
one know  how  willingly  the  already 
deprived  Soviet  citizens  will  accept 
having  compressed  supplies  of  soap, 
sausages  and  medicines  go  to  those 
most  able  to  pay  for  them. 

There  has  been  no  rush  to  find  out. 
Three  times  since  Gorbachev  took 
power,  the  government  has  postponed 
price  reform.  "All  socialist  econo- 
mies, when  they  begin  the  switch  to 
market  economies,  encounter  serious 
inflation,"  Petrakov  says.  "This  is 
true  of  Hungary,  Poland,  Yugoslavia 
and  most  recently  China.  It  is  un- 
avoidable (in  the  Soviet  Union]." 

But  no  government  wants  to  answer 
for  inflation;  it's  politically  easier  to 
disguise  inflation,  by  holding  prices 
down,  raising  wages  and  letting 
queues  grow  longer.  If  the  Soviets  ever 
permit  the  market  to  set  prices,  infla- 
tion could  be  explosive.  There  are 
about  500  billion  rubles— $800  bilhon 
at  official  rates  of  exchange — lying  idle 
in  savings  accounts  or  stashed  as  bank- 
notes in  boxes  and  under  floorboards. 

The  money  hoard  is  growing  fast. 
Thanks  to  perestroika,  workers  now 
have  more  say  over  how  commercial 
credits  and  subsidies  are  spent.  Re- 
sult: They  are  choosing  to  forgo  need- 
ed capital  spending  and  award  them- 
selves with  pay  raises  twice  the  rate  of 
productivity  growth. 

"At  some  point,  the  government 
will  have  to  control  incomes  and  force 
people  to  accept  higher  prices,"  con- 
cludes Nikolai  Petrakov.  "This  will 
not  be  politically  popular  at  a  time 
when  living  standards  are  already  so 
low  it's  hard  to  force  them  down 
much  further."  Warns  Leonid  Krav- 
chenko,  director  general  of  the  news 
service  Tass:  ".  .  .  the  economic  situa- 
tion is  so  drastic  that  it  is  difficult  to 
ask  people  to  withstand  the  shocks 
caused  by  introducing  a  market." 

Yuriy  Ponomarev,  of  the  State  Bank 
of  the  U.S.S.R.,  sums  up  the  contra- 
dictions and  muddle  of  Gorbachev  so- 
cialism: "No  one  knows  exactly  what 
kind  of  economic  system  we  are  try- 
ing to  create."  ■ 
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It  wasn't  in  their  job  description.  They  didn't 
have  books  or  manuals  to  show  them  the  way 

But  when  our 
international  team 
was  called  to  the 
Norwegian  North 
Sea  to  elevate  eight 
platforms,  weighing 
40,000  tons,  on 
our  oil  and  gas  pro- 
duction complex, 
no  one  said,"How?" 
Theysaid,"When?" 

Their  light  was 
inspiration. 

An  inspiration 
that  said  a  job  that 
had  never  been  done,  could  be  done.  An  inspiration 
that  gave  rise  to  what  would  become  innovation. 

And  their  light  was  notput  out  by  three  years  of 
planning.  Extinguished  by  three  million  man-hours 
of  labor  Nor  a  work  schedule  victim  to  the  moods  of  the 
turbulent  waterbelow 

Their  power  was  vision,  and  their  vision  lifted 
Ekofisk.  Its  energy  resources  secured  finnly  into  the 
twenty-first  century 

PHILLIPS  PETROLEUM  company; 


To  achkx'e  theph^orm  ekx'ation,  more  than  100  hydmulkjacks, 

operated  by  computer,  were  installed  on  the  pla^orm  legs. 

The  result:  a  perfectly  synchronized  lift  to  a  protected  level  of  6.5  meters. 


For  a  copy  ofour  annual  report,  write  to  Greg  Derrick,  Phillips  Petroleum  Company,  16A-1  Phillips  Bldg.,  Bartlesville,  OK  74004. 


Daewoo  is  a  partner  you  can  count 

kon.  That's  why  some  of  the  most 
respected  and  important  names  in 
business  throughout  the  world 
have  formed  partnerships  with 
Daewoo.  Our  partnerships  are 
with  all  kinds  of  companies  involved 
in  the  financing  and  manufacturing  of 
everything  imaginable.  For  instance,  we're 
helping  to  build  one  of  the  most  highly 
advanced,  versatile  helicopters  on  the  mar- 
ket, a  true  workhorse,  capable  of  lifting 
three  times  its  own  weight.  It  is  this  true 
dedication  to  partnership  that  has  helped 
Daewoo  to  become,  in  just  over  20  years, 
an  international  leader  in  such  diverse  indus- 
tries as  automotives  and  aeronautics, 
computers  and  heavy  machinery,  finance 
and  telecommunications.  Find  out  how 
Daewoo  is  the  perfect  partner 
you've  been  looking  for 


Daewoo's  wide  range  of  partnerships  includes  state-of-the-art  helicopters. 


Daewoo  International  (Amenca)  Corp.  (212)  909-8200. 


The  Up  &  Comers 


Merchandisers 


Dallas'  BeautiControl  Cosmetics  has 
grown  from  nothing  into  the  country's 
third-largest  direct-sales  cosmetics  con- 
cern. It  has  also  made  its  husband-and- 
wife  leaders  the  toast  of  Dallas. 

See  Dick  and 
Jinger  sell 


cents  per  share  (all  share  prices  are 
adjusted  for  a  3-for-2  split  two  months 
ago),  nearly  double  its  earnings  in 
1985.  Sales  for  fiscal  1989's  first  half, 
which  ended  May  31,  are  up  about 
40%  over  1988.  Operating  profit  mar- 


By  William  P.  Barrett 


Jinger  Heath  is  a  walking,  talk- 
ing advertisement  for  Dallas- 
area-based  BeautiControl  Cos- 
metics, which  she  and  her  husband 
Richard  run.  The  glamorous 
blonde  executive,  36,  sweeps 
into  a  room  and  reports  that 
her  flawless  face  is  groomed 
with  17 — yes,  17 — company 
products.  In  a  rapid-fire  Texas 
Panhandle  twang  she  rattles 
off  the  list:  gel,  foundation, 
creams,  powders,  liners,  mois- 
turizer, wash,  various  sticks, 
mist  and  something  called  a 
tonifier.  "I  do  it  all  in  ten  min- 
utes, too,"  she  declares. 

Nearby,  her  47-year-old  hus- 
band, Richard  Heath,  quietly 
summarizes  the  extensive 
product  line.  "We  offer  high- 
fashion  style,"  he  says,  "for  a 
moderate  price." 

Is  BeautiControl  the  next 
Mary  Kay  Cosmetics?  The 
next  Avon  Products?  The  little 
company  is  off  to  an  impres- 
sive start.  BeautiControl  Cos- 
metics has  come  from  no- 
where to  become  the  third- 
largest  player  in  the  direct- 
selling  women's  cosmetics 
business — although  with  sales 
last  year  of  $33  million  it  is 
still  far  behind  Avon  Products 
(1988  sales,  S3  billion)  and  fol- 
low Dallasite  Mary  Kay  Cos- 
metics ($400  million  in  sales). 
Last  year  debt-free  BeautiCon- 
trol earned  $3.7  million,  or  68 


Rid.Kini  and  litiiici-  llccith  of  Ik'cmtiCoritiol  Comietics 
They've  ctished  out  $22.5  million  of  stock. 


gins  of  15%  top  those  of  its  two  larger 
rivals. 

BeautiControl  prices  its  cosmetics 
products,  most  made  or  assembled  in 
its  own  plant,  at  about  20%  below 
many  comparable  lines  sold  in  stores. 
But  its  real  secret  is  a  great  gimmick 
for  attracting  new  customers:  In  1983 
it  became  the  first  cosmetics  compa- 
ny to  offer  women  free  color  analysis. 
Honed  by  Jinger,  this  technique  in- 
volves determining  a  woman's  skin 
tone  and,  from  that,  what  color  cos- 
metics will  look  best.  A  woman  is 
classified  in  one  of  four  color  catego- 
ries, named  after  the  seasons.  Jinger, 
for  example,  figures  she's  a  winter, 
meaning  she  looks  good  in  blue-un- 
dertone colors  and  reds.  BeautiCon- 
trol currently  sells  about  25  items  for 
each  color. 

BeautiControl's  free  analysis  is  the 
big  hook  in  the  niche  BeautiControl 
staked  out  early  on:  career-oriented 
and  professional  women,  rather  than, 
a  mass  market  of  housewives.  As  a 
kind  of  perk,  many  businesses  now 
allow  BeautiControl  consultants  onto 
business  premises  during  working 
hours.  The  consultants  hold  groom- 
ing seminars,  which  provide  even 
more  referrals  for  sales.  These  are 
then  made  during  short  sessions  held 
in  customer  homes.  In  a  line 
extension,  BeautiControl  now 
also  provides  "personal  im- 
age" advice  dealing  largely 
with  clothes. 

With  the  direct-selling  in- 
dustry coming  through  some 
hard  times,  the  real  growth  in 
revenues  and  earnings — for 
BeautiControl  and  everybody 
else — comes  from  simply  ex- 
panding the  sales  force,  which 
consists  of  independent  agents 
paid  on  commission.  Avon  al- 
ready has  425,000  U.S.  reps 
and  Mary  Kay  about  165,000. 
BeautiControl  this  year  is  ex- 
panding by  a  third,  but  will 
still  have  just  19,500,  mostly 
in  the  South.  This  allows  a  lot 
of  room  for  dramatic  sales- 
force  expansion. 

There's  a  lot  of  show  biz  in 
handling  the  sales  people — 
something  at  which  the 
Heaths  clearly  excel.  Top  pro- 
ducers are  wined,  dined  and 
feted  at  company  ceremonies 
that  resemble  the  Academy 
Awards.  Many  get  company 
cars.  A  top-selling  rep  can 
pocket  commissions  of 
$200,000  a  year,  though  the 
average  full-time  rep  earns  just 
$20,000.  The  Heaths  say  they 
train  their  sales  people  more 
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than  their  competitors  do,  and  require 
from  them  more  of  an  investment  in 
BeautiControl  products;  this  cuts 
down  the  company's  overhead.  Actu- 
ally, BeautiControl  reps  as  a  whole 
sell  no  more  per  person  than  do  their 
coimterparts  at  Avon  or  Mary  Kay. 

At  BeautiControl 's  headquarters  in 
the  Dallas  suburb  of  Carrollton,  the 
Heaths  divide  the  duties.  Jinger,  who 
is  chairman,  dreams  up  new  products 
and  does  most  of  the  pr.  Richard,  who 
is  president  and  chief  executive,  at- 
tends to  finance  and  operations. 

Things  did  not  always  rvm  so 
smoothly  between  the  two.  Dick, 
who  worked  for  a  company  owned  by 
Tupperware,  knew  something  about 
direct  sales.  Jinger,  a  college  dropout 
who  hails  from  Amarillo  and  married 
Dick  when  she  was  just  19,  did  some 
interior  decorating  and  once  sold  cos- 
metics. In  1981,  eight  years  into  their 
marriage,  they  pooled  their  life  sav- 
ings and  bought  BeautiControl  for 
$60,000  cash  and  a  balloon  note  for 
$555,000. 

At  the  time  the  company  had  just 
600  saleswomen,  an  obsolete  product 
line  and  annual  sales  of  less  than  $1 
million.  Dick  and  Jinger  fought. 

"I  needed  a  pretty  face  and  she  said 
to  go  to  hell,"  Dick  recalls.  "She 
wanted  to  help  manage  the  company. 
For  30  days  we  battled  it  out  before 
dividing  responsibilities." 

In  1986  the  Heaths  took  the  compa- 
ny pubUc  for  $10.67  a  share  and 
quickly  cashed  out  $18  million.  Two 
prominent  area  politicians  who  are 
still  on  the  BeautiControl  board — A. 
Starke  Taylor  Jr.  then  Dallas'  mayor, 
and  a  predecessor,  Robert  S.  Folsom — 
took  home  a  total  of  $12  million  on  a 
$1  million  investment  made  just  a 
year  earlier. 

Since  1986  the  Heaths  have  sold  an 
additional  $4.5  million  or  so  of  stock. 
More  than  $5  million  of  the  family 
fortime  is  going  into  what  could  be 
the  largest  private  home  completed 
,  this  year  in  Texas:  an  18,000-square- 
'  foot  French  chateau  in  north  Dallas 
with  a  three-story-high  closet,  14 
bathrooms  and  a  42-foot-high  ceiling 
in  the  front  foyer.  The  Heaths'  owner- 
ship of  their  company  is  now  down  to 
42%,  a  stake  worth  about  $32  million. 

Understandably,  so  much  selling  of 
stock  by  the  founders  causes  some 
investors  jitters.  BeautiControl's  gy- 
rating stock  has  burned  some  usually 
smart  New  York  money  managers 
who  bought  in  at  the  wrong  time. 
After  reaching  $18.67,  the  shares 
plunged  to  $3  after  1987's  Black  Mon- 
day crash;  flat  1987  results,  the  first 
full  year  after  the  offering,  made  the 
drop    especially    sharp.     Currently, 


BeautiControl,  which  recently  started 
paying  yearly  dividends  of  20  cents,  is 
trading  for  around  $15.50.  That's  15 
times  1989's  expected  earnings  of 
about  $1  a  share. 

Last  year,  the  Heaths  paid  them- 
selves $450,000 — each — plus  another 
$71,000  together  for  leasing  equip- 
ment to  the  company.  All  told,  that's 
a  lush  1 7%  of  operating  income. 

Are  they  worth  it?  The  answer  de- 
pends in  part  on  how  well  the  Heaths 
can  introduce  new  products  for  their 
sales  reps  to  peddle.  With  an  eye  to- 
ward the  aging  population,  Beauti- 
Control last  year  revamped  its  prod- 
uct line  toward  skin  care  rather  than 
cosmetic  beauty,  catching  the  indus- 
try's latest  wave.  A  group  of  exotic 
fragrances,  with  names  like  Becoming 
and  Confessions,  is  next  up.  Not  all 
these  new  ideas  work.  False  finger- 
nails, for  example,  were  a  dud. 

Sometimes  the  new  products  come 
too  fast,  too.  BeautiControl  took  a 
$300,000  inventory  writeoff  in  the 


first  quarter — cutting  earnings  by 
25% — because  its  sales  force,  antici- 
pating a  new  product  line,  avoided  the 
old  stuff. 

To  some  degree,  BeautiControl's 
prospects  are  a  function  of  the 
strength  of  Dick  and  Jinger's  17-year 
marriage.  They  are  quite  aware  of  how 
marital  discord  between  Susie  and 
Douglas  Tompkins  hurt  their  Esprit 
de  Corp.,  the  far-larger  San  Francisco 
clothes  company  (Forbes,  Mar.  21, 
1988].  The  Heaths  say  they're  getting 
along  just  fine. 

And  they  are  clearly  enjoying  their 
role  as  the  new  glamour  couple  in 
economically  sinking  Dallas,  where 
Jinger  is  sometimes  compared  to 
Houston's  Georgette  Mosbacher  (wife 
of  U.S.  Commerce  Secretary  Robert 
Mosbacher),  also  proprietress  of  a  cos- 
metics company.  Jinger  says  her  for- 
mula for  success  is  pretty  simple:  "If 
you're  out  there  first  and  run  like  hell, 
you'll  do  all  right."  Dick  and  Jinger 
certainly  have.  ■ 


The  Up  &  Comers 


Strategies 


Richard  Bowers  describes  bis  first  job  as 
being  a  "third-class  spy. "  But  as  chairman 
of  Texas'  little  Hitox  Corp.,  he's  proved 
himself  a  first-class  businessman. 


"I  learn  on  the  job" 


By  William  P.  Barrett 


Y  GOAL  IN  LIFE,"  says  Rich- 
ard   L.    Bowers    of    Corpus 
Christi,  Tex.,  "is  to  not  end 
up  like  a  Texas  banker." 

There  isn't  much  danger  of  that. 
Bowers,  47,  is  chief  executive  of  $16 
million  (1988  revenues)  Hitox  Corp. 
of  America.  The  outfit  is  a  classic 
example  of  a  small  company  whose 
good  ideas  and  stringent  cost  controls 
enable  it  to  compete  vigorously 
against  giants. 

Hitox  Corp.  (the  name  is  an  abbre- 
viation for  high-grade  titanium  diox- 


ide) makes  paint  pigments.  Hardly  a 
sexy  business — until  you  remember 
that  Hitox'  product  is  in  everything 
from  the  yellow  lines  on  many  high- 
ways to  plastic  casino  chips  to  pvc 
pipe.  Since  the  mid-1980s,  Hitox' 
sales  have  doubled  every  15  months; 
margins  have  been  widening,  too. 
Last  year  the  company  earned  $2  mil- 
lion (88  cents  per  share),  double  what 
it  earned  in  1987. 

To  put  it  mildly.  Bowers'  business 
background  is  unorthodox.  As  a  sing- 
er, he  majored  in  music  at  South  Car- 
olina's Furman  University.  He 
worked  in  the  Pacific  Rim  for  the  U.S. 
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Hitox  Chief  Executive  Richard  L  Bowers  at  his  Corpus  Cfjristi,  Tex.  plant 
"We've  had  a  certain  amount  trfgoodfortttne." 


Defense  Intelligence  Agency,  as  what 
he  calls  a  "third-class  spy."  In  1969  he 
joined  Hitox'  former  parent,  Benilite 
Corp.  of  America.  His  task:  to  assess 
manufacturing  opportunities  in  the 
Far  East.  This  led  to  a  post  in  Hitox' 
home  office  in  Corpus  Christi.  When 
Benilite  spun  off  Hitox  in  1980,  Bow- 
ers became  the  boss.  "I  leam  on  the 
job,"  he  laughs. 

Hitox'  busmess  is  straightforward 
enough.  Paint  pigment  is  the  material 
that  holds  color  and  hides  whatever's 
imdemeath.  Around  90%  of  all  paints 
use  as  a  pigment  titanium  dioxide,  a 
substance  manufactured  from  syn- 
thetic rutilc;  in  turn,  rutile  is  pro- 
duced from  a  black  sandlike  material 
called  ilmenite,  a  by-product  of  tin 
mining.  The  paint  industry  tradition- 
ally used  a  pure  white  titanium  diox- 
ide, the  only  kind  suitable  for  white 
paint,  which  accoimts  for  roughly  half 
of  all  paint  sales.  Several  large  chemi- 
cal companies,  including  Du  Pont, 
Kerr-McGee  and  nl  Industries,  make 
white  titanium  dioxide  for  many 
paint  firms. 

What  created  Hitox  Corp.'s  oppor- 
timity  was  the  insight  of  company 
engineers  some  20  years  ago.  The  op- 
portunity lay  m  the  fact  that  a  buff 
pigment,  which  the  company  dubbed 
Hitox,  could  be  manufactured  for 
about  35%  less  than  the  price  of  the 
pure  white  variety.  This  offered  a  ma- 
jor savings  in  the  highly  competitive 


paint  business. 

"The  white  grade  was  a  classic  case 
of  overengineering,"  says  Bowers.  "A 
lot  of  uses  just  didn't  need  it.  We  had  a 
good  idea,  and  we  persisted." 

Bowers  nms  the  tightest  of  ships. 
He  is,  for  example,  paying  $240,000 
for  a  bankrupt,  long-closed  plant  in 
Malaysia  that,  after  $10  million  of 
renovations,  will  be  able  to  produce 
synthetic  rutile,  Hitox'  main  ingredi- 
ent. Cost  to  build  from  scratch:  may- 
be $40  million.  Bowers  recently  ac- 
quired the  machinery  of  a  Spokane, 
Wash,  plant  at  a  bankruptcy  sale  for 
$35,000.  Fair-market  value  is  many 
times  more. 

Fancy  headquarters?  Lush  execu- 
tive salaries?  Hardly.  For  Hitox'  head- 
quarters. Bowers  last  year  paid 
$750,000  for  a  five-story  building  and 
parking  garage  near  the  Corpus  Chris- 
ti waterfront  that  went  into  foreclo- 
sure after  undergoing  a  $5  million  ren- 
ovation. Even  the  big  table  adorning 
Hitox  Corp.'s  boardroom  was  pur- 
chased used.  Bowers,  the  highest-paid 
guy  at  Hitox,  earned  a  mere  $96,000 
last  year.  But  note  that  he  owns  6%  of 
Hitox'  common  stock  or  equivalents, 
worth  about  $2  million  at  current 
prices. 

Hitox  Corp.  went  public  in  late  De- 
cember via  Dallas'  Eppler,  Guerin  &. 
Turner.  That  move,  too,  showed  Bow- 
ers at  his  best.  Several  investment 
bankers  he  initially  contacted  about 


Steven  Pumphrey 

going  public  weren't  in- 
terested in  a  stock  offer- 
ing. "They  said,  'Oh,  no, 
you  really  want  to  do  an 
LBO,' "  he  recalls.  "Of 
course,  that  would  give 
them  much  higher  fees, 
and  we  would  be  saddled 
with  big  debt."  Since  go- 
ing public  at  $8.50  a  share, 
Hitox'  stock  has  climbed 
to  a  recent  $11. 

That  stock  price  already 
assumes  a  lot  of  growth, 
but  then  Hitox  seems  to 
have  plenty  of  room  to 
grow.  The  company  last 
year  produced  12,500  tons 
of  its  Hitox  pigment,  a 
dry,  powdery  substance 
sold  in  50-pound  bags  to 
paint  companies  and  oth- 
er end  users  who  then  for- 
mulate their  own  prod- 
ucts. Bowers  figures  that's 
maybe  5%  of  the  theoreti- 
cal worldwide  market  for 
his  pigments,  and  new 
uses  are  being  found  for 
titanium  dioxide  in  vinyl 
siding  and  plastic  prod- 

ucts.  A  recently  acquired 

piece  of  a  plant  in  Spain  will  strength- 
en Hitox'  foothold  in  Europe. 

There  are  risks.  To  some  degree, 
Hitox  Corp.  has  benefited  from  a 
worldwide  shortage  of  titanium  diox- 
ide, which  drives  up  its  price  and 
makes  Hitox  pigments  look  even 
cheaper.  There  are  indications  that 
titanium  dioxide  prices  have  stopped 
rising.  And  with  no  patent  protection 
on  the  process  for  making  Hitox,  Bow- 
ers says  he  fully  expects  a  rival  to 
emerge  some  day,  although  he  thinks 
it  would  take  two  years  for  a  competi- 
tor to  duplicate  the  milling  process. 

By  then.  Bowers  hopes  to  have  an 
even  whiter  Hitox  that  can  capture 
more  of  the  market.  Moreover,  the 
company  does  have  some  protection 
in  that  making  a  sale  of  Hitox  is 
daunting.  The  potential  customer — a 
paint  manufacturer  or  a  plastic  fabri- 
cator— runs  tests  that  can  last  months 
or  even  years.  As  Bowers  puts  it:  "We 
don't  get  a  lot  of  drop-in  business." 
But,  he  adds,  "It's  not  easy  for  rivals  to 
get  in,  and  it's  not  easy  for  customers 
to  switch  back."  Still,  Bowers  is  well 
aware  that  dependency  on  one  prod- 
uct IHitox  accounts  for  88%  of  sales) 
is  dangerous.  The  company  has  start- 
ed producing  two  other  lines,  a  bari- 
um sulfate  pigment  and  a  zinc  oxide, 
both  used  for  specialty  paints. 

"We've  had  a  certain  amount  of 
good  fortune,"  says  Bowers.  Practical- 
ly all  of  it  self-made.  ■ 
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Blue  Chip  Advice 

Selling  off  the  work  of  a  lifetime 
J.    to  pay  estate  taxes  is  unnecessary. 
>    But  planning  is  key.  Planning 
and  creativity.  Our  agents  may 
r        go  by  the  book  when  setting  up 

an  estate  plan.  But  chances  are 
'     _they  wrote  a  few  of  the  chapters, 
''^  ▼feo.  That's  blue  chip  advice. 


Connecticut  Mutual  Life  Insurance  Company 

•  Connecticut  Mutual  Financial  Services  •  Urt)CO  •  GroupAmerica  Insurance  Company  •  State  House  Capital  Management 
•  CM  Life  •  CM  Assurance  •  CM  Asset  Advisors  •  CM  Transnational  •  Diversified  Insurance  Services  of  America 

Hartford.  Connecticut  06154 


Theffi.  Alliance 


An  Alliance  of  Blue  Chip  Companies 


*t^ 


mm^ 


Here  are  financial  guides  that  provide  in- 
vestment tips  for  people  who  eat  too  much 
brown  rice.  Forbes  briefly  visits  their  planet. 


Crystal  clear 


By  Joe  Qneenan 


WHEN  NORMAL  PEOPLE  hear 
the  words  "New  Age,"  they 
think  of  a  Cuisinart  philoso- 
phy combining  Eastern  mysticism, 
macrobiotic  cooking,  space  age  Mu- 
zak and  traditional  northern  Califor- 
nia insanity  in  a  concoction  that  is 
basically  Lite  Buddhism.  But  New 
Age  is  actually  a  full-service  crackpot 
movement  and  as  such  its  tentacles 
reach  into  such  far-flung  areas  as 
management,  tax  planning  and  stock 
market  investing. 

Forbes  recently  purchased  every 
single  New  Age  financial  book  in  the 
two  New  Age  bookstores  in  our 
neighborhood.  We  ended  up  with  two 
dozen  and  we  can  safely  report  that  all 
are  interchangeably  moronic.  The 
most  spectacularly  idiotic  examples: 

A  good  place  to  start  is  Creating 
Money  by  Sanaya  Roman  and  Duanc 
Packer.  These  proteges  of  Orin  and 
DaBen — whoever  they  are — contend 
that  through  the  use  of  sophisticated 
breathing  techniques,  wrapping  one- 
self in  a  spiritual  coil  and  good  pos- 
ture, it  is  possible  to  burrow  deep  in- 
side one's  psyche  and  generate  a  form 
of  psychic  magnetism  that  will  at- 
tract wealth  to  one's  person.  It  is  not 
altogether  certain  that  this  will  work 
with  convertible  debentures. 

Hje  Seivn  Latvs  ofMotuy  has  a  some- 
what narrower  scope,  teaching  New 
Agers  how  to  live  with  and  care  for 
their  money,  as  if  wealth  were  a  flat 
green  household  pet.  Author  Michael 
Phillips  advances  the  mteresting  the- 
ory that  "money  is  a  dream  .  .  .  it's 
much  like  the  states  of  consciousness 
that  you  see  on  an  acid  trip."  Carl 
Icahn  does  not  agree.  Phillips,  who 
received  editorial  help  from  Stewart 
Brand,  publisher  of  The  Last  Mxile 
Earth  Catalog,  and  an  individual — or 
yogurt — named   Salli   Rasberry,   also 
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solves  the  mystery  of  why  elephants 
do  not  use  money. 

Active  in  the  same  general  region  of 
the  solar  system  is  fames  Hillman, 
coauthor  of  Soul  and  Money'.  Hillman 
advances  the  provocative  theory  that 
"Just  as  animals  were  spirits  or  Gods 
in  material  forms,  so  too  is  money,  a 
kind  of  third  thing  between  only  spirit 
and  only  the  world,  flesh,  and  devil. 
Hence,  to  be  with  money  is  to  be  in 


have  money  to  pay  them  when  the 
time  comes."  We  told  you  New  Age 
was  on  the  cutting  edge. 

Jerry  Gillies  has  a  more  down-to- 
earth  approach  to  mystic  manipula- 
tion of  moola.  In  Money  love,  Gillies 
says  to  buy  stocks  at  10  and  then, 
when  they  fall  to  8,  buy  some  more, 
because  their  yield  will  have  in- 
creased. But  he  cautions  readers  not  to 
spend  all  their  money  buying  stocks 
at  10  because  then  they  won't  have 
any  money  left  to  buy  more  when 
they  fall  to  8.  Playboy  culled  Moneylove 
"a  book  that  can  change  your  life," 
and  if  you  keep  buying  stocks  at  10 
and  buying  even  more  when  they  fall 
to  8,  it  probably  will.  Averaging  down 
is  usually  financial  suicide. 

New  Age  bookstores  carry  lots  of 
books  by  professionally  charismatic 
sorts  such  as  Napoleon  Hill  (Grow 
Rich!  With  Peace  of  Mind  and  The  Master- 
Key  to  Riches)  and  the  estimable  Cath- 
erine Ponder,  author  of  Dare  to  Pros- 
per! and  The  Millionaires  of  Genesis. 

Ponder,  who  also  handles  such  vital 
matters  as  the  role  of  telepathy  in 
building  a  nest  egg,  is  fond  of  admoni- 
tions such  as  "Karmic  Debts  Must  Be 
Paid  In  Order  To  Prosper."  Too  true. 


David  Hsm&ley 


.\eit'  Age  financial  guides 

Strange  books  from  a  strange  land. 


L.r\\uK  OMjnL'^\  1^1  ill.   Ml.... 


this  third  place  of  soul,  psychic  reali- 
ty." In  short,  the  junk  bond  depart- 
ment at  Drexel.  .Soul  and  Money  also 
contains  a  stunning  essay  by  the  peer- 
less Arwind  Vasavada. 

Money  /s  My  Ihend  opens  with  the 
sentence,  "The  purpose  of  this  book  is 
to  eliminate  poverty  in  the  world  and 
to  make  abundant  living  socially  ac- 
ceptable." This  is  pretty  impressive, 
seeing  that  the  book  has  only  83 
pages.  Author  Phil  Laut,  who  uses 
phrases  like  "Selling:  The  Ultimate 
Communications  Workshop,"  does 
make  a  number  of  good  points  about 
matters  such  as  tithing.  Laut  says  that 
the  great  thing  about  giving  away 
10%  of  your  income  is  that  you  get  to 
keep  the  other  90%.  He  also  says,  "If 
you  arc  self-employed,  then  it  is  a 
good  idea  to  put  aside  a  portion  of 
your  income  for  taxes,  so  that  you 


Finally,  for  those  seeking  New  Age 
managerial  advice.  Beyond  the  Magic 
Circle:  Tlje  Role  of  Intimacy  in  Business 
comes  highly  recommended.  In  it  Bri- 
an R.  Smith  and  Myma  M.  Milani 
show  how  to  make  office  life  more 
pleasurable  by  introducing  "intima- 
cy" into  interpersonal  relationships. 
The  book  deals  with  human-centered 
pyramids  and  human-centered  time, 
but  also  covers  lower- tier  power  pro- 
cess, such  as  how  to  deal  with  sexist 
jokes  made  at  the  copying  machine. 

The  theory  of  the  book  is  that  living 
in  a  closed,  restricted  society  makes 
one  an  ineffective  employee.  (This  ex- 
plains why  the  Japanese  have  been 
having  so  much  trouble  the  past  quar- 
ter-century.) The  authors  had  previ- 
ously collaborated  on  A  Primer  of  Rota- 
tional Pljysics,  while  Milani  had  writ- 
ten The  Weekend  Dog.  ■ 
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WE  FLY  TO 

ABERDEEN,  ABIDJAN, 

ABU  DHABI,  ACCRA. 

ADELAIDE,  AMMAN, 

AMSTERDAM, 

ANCHORAGE, 

ANKARA,  ANTIGUA, 

ATHENS,  ATLANTA 

AND  AUCKLAND 

AND  THAT'S  ONLY 
THE  BEGINNING. 


for  an  astonishing  array  of  destinations  abroad.  The  most  attentive  service  available  on  any     r%  p  |T|Q|-|  A I R  WAY^ 
ne.  And  an  abundance  of  additional  amenities— at  the  airport  and  aloft.  British  Airways.      Ptvl  I  iJil  rVII\.W/\T  j 


Aisl 

airline. 

All  the  best  from  Aberdeen  to  Zurich. 


TTie  world's  tavourite  airline.* , 


An  IBM  AS/iOO  iiiid- 
i-diigc  coiiipiiU'r  runs 
over  5000  applications 
to  help  \()u  run  voiir 
kind  on)usiness. 


\ot  you  hoar  things  like,  '*Its 
the  |)<'rf<*(t  inventory  package  for 
small  husiness.**  as  if  inventories 
of  ear  dealers,  groeerv  stores  and 
real  estate  hrokers  had  much  in 


The  IBM  AS/400  runs  over  5,00( 
applications,  so  the  first  order  of 
business  is  choosing  the  one  that 
best  for  vou. 

Retailers,  manufacturers, 
distributors,  law  firms,  banks, 
school  boards,  you  name  it,  can 


eoinmon. 

So.  when  we  talk  about  our 
The  last  thing  a  small  busi-      A|)plieati()n  System/U)Orthe  ques-   all  find  [)owerful.  proven  AS/400 
ness  needs  is  a  computer  solution    tion  "Vk  hat  do  \ou  ddr  comes  software  designed  to  meet  their 

based  on  the  idea  of  smallness.        way  before  "\  low  big  are  you?"  special  needs. 


'Source  Serra5000  DataBase    'C  1989  IBM  Corporation  IBM  is  a  registered  trademark  and  Application  Systerrv^OO  is  a  trademarK  of  IBM  Co 
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And  no  matter  how  big  your 
AS/400  gets  (from  a  few  users  to 
hundreds),  the  software  you 
started  with  will  always  be  able  to 
serve  you. 

What's  more,  an  AS/400  is 
easy:  to  learn,  to  use  and  (starting 
around  $25,000)  to  pay  for. 
Which  helps  to  explain  why  in  a 
major  survey  of  midrange  system 


owners,  the  AS/400  users  showed 
the  highest  level  of  satisfaction! 

To  learn  more,  call  us  at 
1-800-365-4  IBM. 

The  IBM  AS/400.  It's  the 
solution  that  recognizes  what  all 
small  businesses  have  in 


common. 
They're  all 
different. 


Iltr  A.\UIO  Mittl)-!  lilO  1^  just  over  2  feet  tall. 


The  Larger  Context 


7??^  U.S.  was  the  first  developing  nation;  it 
was  so  successful  because  it  was  able  to 
combine  capitalism  and  dem^ocracy. 

A  PHRASE  WITH 
A  WINNING  RING 


By  Midiael  Rorak 


Two  old  friends — socialist  lohn  C. 
Cort  and  renowned  conservative 
Russell  Kirk — have  publicly  chided 
me  in  recent  months  for  writing 
that  my  favorite  name  for  the  U.S. 
political  economy  is  "democratic 
capitalism."  This  they  take  to  be  an 
oxymoron.  "Capitalism  isn't  demo- 
cratic," Kirk  the  conservative 
smartly  quips,  "and  shouldn't  be." 

Of  course,  it  isn't.  One  term  deals 
with  the  economy,  the  other  with 
the  political  system.  Capitalism  is 
not  democratic,  but  it  works  best  in 
a  democratic  political  system — just 
as  democracy  is  most  fruitful  in  a 
capitalist  economy. 

Take  the  classic  phrase  "political 
economy."  It  was  not  framed  by 
men  who  thought  the  economy 
should  be  political.  The  inventors  of 
the  phrase  actually  stood  for  a  great- 
er independence  of  the  economy 
from  political  control  than  the 
world  had  ever  seen.  They  were  not 
seeking  to  merge  politics  and  eco- 
nomics but  to  separate  the  two. 
They  were  trying  to  create  space  for 
new  energies. 

Philosopher,  joiimulisi  cmd  ex  I  S  ambas- 
sador MicJxwl  Xufok  directs  social  and  po- 
litical stiddies  at  the  American  F.titerprise 
Instittae  in  Washington,  DC  Among  his 
books  are  Taking  Glasnost  SeriousK  and 
The  Spirit  of  Democratic  Capitalism. 


They  saw,  in  effect,  that  to  ask 
about  the  causes  of  poverty  is  an 
empty  question.  Rather,  they  dis- 
covered that  the  truly  fruitful  ques- 
tion is,  "How  is  wealth  created?" 
Far  from  being  mere  individualists, 
they  saw  this  question  in  social 
terms:  Adam  Smith  called  his  book, 
not  The  Wealth  of  Inditidnals,  but  Tfje 
Wealth  of  Nations. 

To  put  it  in  a  single  word  (Lat. 
caput,  head),  the  cause  of  the  wealth 
of  nations  is  human  wit:  invention, 
discovery.  Smith  begins  his  revolu- 
tionary classic  with  a  description  of 
a  pin  factory.  Whereas  it  once  took  a 
craftsman  working  diligently  a 
whole  day  to  produce  a  single  fine 
pin,  human  wit  designed  a  machine 
that  could  produce  more  than 
40,000  in  a  day. 

Human  wit  simply  works  best  in 
a  free  environment  where  it  is  not 
subject  to  political  control.  "The 
Colonies,"  as  Smith  in  1776  called 
the  embryonic  U.S.,  had  already 
shown  the  world  that  the  poverty  of 
the  poor  is  not  irremediable.  In  the 
Colonies,  a  beneficent  system  was 
enabling  millions  of  the  poor  to  rise 
steadily  from  poverty. 

In  this  way,  the  example  of  the 
U.S.  changed  history.  No  longer 
could  the  poverty  of  millions  sim- 
ply be  dismissed  as  an  unalterable 
fact  of  human  existence,  perhaps 
even  willed  by  God.  ("The  poor  ye 
shall  always  have  with  you"  was 
long  used  as  such  an  excuse.) 

The  U.S.  thus  became  the  first 
developing  nation.  What  made  it  so. 
Smith  saw,  was  its  system.  The  peo- 
ples who  came  here  had  worked  just 
as  hard  in  Europe;  they  had  been 
just  as  virtuous.  But  here  the  new 
political  economy  did  not  frustrate 
their  work  and  their  good  habits. 


What  was  this  new  system?  It  was 
democratic  in  its  political  part,  and 
capitalist  in  its  economic  part.  Its 
imprecedented  liberties  were  both 
political  and  economic — these  to- 
gether opened  up  liberties  of  con- 
science, information  and  ideas. 

Thus,  I  like  the  name  democratic 
capitalism.  Democratic  capitalism 
signals  that  the  polity  and  the  econ- 
omy need  each  other,  support  each 
other,  gain  from  each  other. 

Free  enterprise  suggests  that  the 
economic  system  can  work  all  alone, 
in  a  political  vacuum.  That  is  not  so. 
Unstable  or  unsound  political  re- 
gimes can  destroy  economic  growth. 
Moreover,  in  our  own  history,  politi- 
cal acts  have  been  immensely  cre- 
ative for  economic  growth. 

The  patent  and  copyright  clause 
of  the  U.S.  Constitution  (Article  1, 
Section  8)  secured  for  inventors  and 
authors  the  right  to  the  fruit  of  their 
own  inventions;  it  recognized  in 
settled  law  the  primacy  of  intellec- 
tual property.  Eventually,  this  polit- 
ical act  was  to  unleash  a  great  tidal 
wave  of  invention  and  practical  dis- 
covery, and  to  open  up  paths  of  na- 
tional wealth  far  beyond  the  ancient 
capacities  of  property  in  land. 

Again,  the  Homestead  Act  saw  to 
it  that  as  many  individual  brains  as 
possible  would  be  drav^m  into  the 
heroic  and  creative  act  of  economic 
development  in  the  virgin  West, 
where  no  plow  had  ever  broken  the 
sod.  This  saved  the  American  West 
from  the  southern  U.S.  (and  Latin 
American)  system  of  landed  estates 
and  slaves  or  peons. 

In  all  these  natural  unfoldings  of 
the  twin  concepts  of  the  free  econo- 
my and  the  free  polity,  both  govern- 
ment and  free  enterprise  played  mu- 
tually supporting  roles.  Our  system 
is  not  a  mixed  system,  a  hybrid  of 
laissez-faire  and  socialism.  It  was 
from  very  early  on  two  in  one:  dem- 
ocratic and  capitalist. 

Today,  the  whole  world  seems 
slowly  to  be  grasping  the  two  intel- 
lectual underpinnings  of  this  idea: 
First,  the  main  cause  of  wealth  is 
the  free  mind  and  a  system  based  on 
it,  i.e.,  capitalism.  Second,  a  capital- 
ist economy  is  a  necessary  but  not 
sufficient  cause  for  movement  to- 
ward sound  democracy. 

Recently,  I  have  seen  democratic 
capitalism  used  as  a  battle  cry  in 
Italy  (where  it  is  contrasted  with 
"oligarchic"  capitalism),  Poland, 
Latin  America,  Hong  Kong  and  Aus- 
tralia. That  name,  surely,  has  a  win- 
ning ring.  ■ 
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MBIA  INSURES  MUNICIPAL  BONDS  •  MBIA  INSURES  MUNICIPAL  BONDS 
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BONDS  MAKE 


SWEE¥  HOMES 


Municipal  bonds  are  more  than  sound  investments.  More  than 
tax-free.  They're  dedicated  to  building  our  future.  To  making  the  picket- 
fenced  American  Dream  come  true  in  communities  all  over  the  country. 
MBIA  insures  municipal  housing  bonds.  We  guarantee  the  principal  and 
interest  for  investors.  In  fact,  as  America's  leading  insurer  of  municipal 
bonds,  we  like  to  think  we  shelter  dreams  and  futures,  too. 
Municipal  Bond  Investors  Assurance  Corporation,  Box  788,  White  Plains,  NY  10602. 
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Bruce  Wasserstein  holds  the  hottest  hand 
on  Wall  Street.  But  why  do  they  call  him . . . 


"Bid-'em-up 
Bruce"? 


By  Deirdre  Fanning 


WHEN  Bruce  Wasserstein 
was  a  youngster,  one  of 
his  idols  was  Zorro,  the 
masked  tv  hero  who  of- 
ten broke  the  laws  of  co- 
lonial California  in  the  interests  of  a 
higher  justice.  Thus  inspired,  when 
sibling  rivalries  got  out  of  hand,  little 
Bruce  would  take  the  law  of  the  Was- 
serstein household  into  his  own 
hands.  As  sister  Wendy  tells  it,  Was- 
serstein would  charge  into  the  bed- 
room occupied  by  his  sisters,  dump  all 
the  clothes  from  their  dressers  and 
mark  his  initial  B  on  their  pajamas. 
His  blade?  A  Magic  Marker.  His  ap- 
parent message:  Revenge  strikes 
those  who  cross  me. 

Some  three  decades  later  Bruce 
Wasserstein  is  carving  his  initials  on 
the  U.S.  business  world.  As  with  his 
old  hero  Zorro,  Wasserstein's  pres- 
ence in  a  deal  heartens  his  clients, 
strikes  fear  into  their  opponents. 

At  its  elegant  offices  in  midtown 
Manhattan  one  day  in  June,  Wasser- 
stein Perella  &.  Co.  was  nght  in  the 
middle  of  the  five  biggest  deals  of  the 
moment.  There  was  Time  Inc. 's  $13.4 
billion  bid  for  Warner  Communica- 
tions; McCaw  Cellular  Communica- 
tions' $6.1  billion  bid  for  lin  Broad- 
casting; Alfred  Checchi's  $3.6  billion 
offer  for  Northwest  Airlines;  Hanson 
Pic's  $5.52  billion  offer  for  Consoli- 
dated Gold  Fields  Plc;  and  the  $3.25 
billion  bid  by  Wasserstein's  own  firm 
for  Britain's  Gateway  supermarket  gi- 
ant. Add  up  the  deals  and  you  find 
something  like  $32  billion  on  the  ta- 
ble. All  at  one  time  and  all  riding  on 
Wasserstein's  expertise. 
The    Delaware    chancery    court's 


mid-July  decision  in  favor  of  the 
Time-Wamer  merger  is  yet  another 
victory  for  Wasserstein  Perella. 

What  makes  this  imprepossessing 
41 -year-old  with  the  scuffed  shoes 
and  rumpled  shirts  so  formidable? 
What  makes  him  stand  out  in  a  busi- 
ness crowded  with  some  of  the  smart- 
est, most  aggressive  people  in  the 
country?  What  enables  his  Johnny- 
come-lately  outfit,  Wasserstein  Per- 
ella— bom  only  18  months  ago — to 
outdo  some  of  the  oldest  names  on 
Wall  Street? 

The  answer,  in  good  part,  to  those 
questions  is  a  carefully  cultivated  im- 
age, which  now  precedes  Bruce  Was- 
serstein in  corporate  boardrooms 
around  the  country  and  which,  as 
Wasserstein  himself  readily  admits, 
has  become  his  firm's  most  powerful 
selling  point. 

"I  would  never  want  to  be  on  the 
other  side  of  Bruce  Wasserstein," 
shudders  Vernon  Loucks  Jr.,  chairman 
of  Baxter  Intcmational,  the  Deerfield, 
111. -based  health  care  outfit.  Get  Zorro 
on  your  side  and  you're  safe.  Cross 
him  and  you  may  be  in  trouble.  Never 
mind  that  this  Zorro  fails  to  cut  a 
dashing  figure;  his  stock  in  trade  is 
intellect,  not  physical  daring. 

In  building  this  imposing  image  as  a 
powerful  friend  and  a  dangerous  ene- 
my, Wasserstein  has  been  positively 
brilliant  in  manipulating  newspaper 
reporters.  He  will  volunteer  tidbits  of 
information  that  can  distinguish  the 
reporters'  stories;  he  does  so  in  the 
confident  and  rarely  disappointed  ex- 
pectation that  the  grateful  reporter 
will  at  least  mention  Wasserstein's 
name.  Not  only  mention  his  name 
but  sec  that  his  or  her  story,  if  not 
wholly  favorable  to  Wasserstein,  at 
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Kictiard  Bowditch 


Bruce  Wasserstein,  chief  executive  officer  of  Wasserstein  Perella  &  Co. 
\  Scif^ied  shoes  and  a  rvunpled  shirt,  but  his  image  is  fearsome  in  America's  boardrooms. 
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least  gets  his  viewpoint  across.  Was- 
serstein  is  not  alone  among  the  big 
merger  players  in  knowing  how  to  use 
the  media,  but  he  has  few  peers  in 
skill  at  the  game. 

Wasserstein's  self-confidence  in 
dealing  with  the  media  was  no  doubt 
developed  through  his  experience  as  a 
college  newspaper  reporter  at  the  Uni- 
versity of  Michigan  and,  for  a  summer 
in  1969,  as  a  Forbes  reporter/re- 
searcher. At  an  early  age,  then,  this 
bright  yoimg  man  took  the  measure  of 
many  of  the  corporate  mighty  and 
concluded:  I'm  as  smart  as  they  are. 
He  also  learned  what  report- 
ers wanted  and  needed. 

Thus,  where  many  deal- 
makers  distrust  the  media 
and  others  are  contemptu- 
ous, Wasserstein  is  shrewdly 
cooperative  and  accessible  to 
reporters.  This  virtually 
guarantees  him  valuable  ex- 
posure and  at  least  ensures 
that  his  point  of  view  won't 
be  neglected. 

From  the  moment  Was- 
serstein was  named  co- 
head  of  First  Boston's  merg- 
ers and  acquisitions  depart- 
ment in  1979,  he  began 
polishing  his  image  for  bril- 
hance  and  toughness  and  us- 
ing that  image  to  get  busi- 
ness. Today,  of  course,  he 
plies  his  trade  at  Wasserstein 
Perella,  the  outfit  he  founded 
with  his  First  Boston  men- 
tor-tumed-sidekick,  Joseph 
Perella.  Started  with  just 
around  $100  million  in  capi- 
tal, the  firm  today  is  worth 
perhaps  $500  million. 

Lately  accolades  about 
Wasserstein  have  spilled 
from  the  business  press  to 
general  interest  magazines  like  News- 
week, which  last  month  featured  an 
article  headlined  "The  Wizards  of 
'Wasserella.'  " 

Bruce  Wasserstein  has  always  been 
something  of  a  wizard.  Bom  in  Brook- 
lyn, N.Y.  to  an  affluent  textile  manu- 
facturer and  his  wife,  Wasserstein  was 
a  precocious  child.  He  was,  at  an  early 
age,  an  avid  chess  player.  When  he 
was  11,  attending  the  prestigious  Eth- 
ical Culture  School  in  Brooklyn,  he 
handed  in  a  paper  on  the  stock  mar- 
ket. "His  teachers  were  always  com- 
plaining that  he  wasn't  paying  atten- 
tion in  class,"  recalls  his  father,  Mor- 
ris Wasserstein.  "But  his  mind  was 
constantly  working,  and  he  always 
ended  up  with  the  good  marks."  Typi- 
cal: Bruce  Wasserstein  knew  he  could 
excel  without  working  as  hard  as  the 


other  kids. 

Keeping  up  in  the  Wasserstein  fam- 
ily was  no  small  feat:  Of  Bruce's  three 
sisters,  one,  Wendy,  38,  is  the  Pulitzer 
Prize-winning  author  of  the  current 
Broadway  hit  The  Heidi  Chronicles, 
while  another  sister,  Sandra  Meyer, 
was  recently  appointed  head  of  corpo- 
rate affairs  at  Citicorp.  The  third  sis- 
ter. Georgette,  is  married  to  a  doctor 
in  Vermont. 

The  Wassersteins  are  fiercely  sup- 
portive of  one  another's  achieve- 
ments. In  Bruce  Wasserstein's  office, 
an  entire  wall  is  covered  with  Wendy 
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Joseph  Perella,  dxiirman  of  Wasserstein  Perella 
Mentor-tumed-aideicick. 


memorabilia:  framed  Playbill  posters 
from  her  plays  and  the  program  from 
her  Pulitzer  Prize  ceremony.  Wasser- 
stein himself  has  sat  on  the  board  of 
directors  of  Playwrights  Horizons,  the 
New  York  City  group  that  nurtured 
Wendy's  career.  He  is  one  of  the  insti- 
tution's biggest  individual  financial 
backers. 

The  young  Wassersteins  are  almost 
a  family  conglomerate  of  accomplish- 
ment, a  conglomerate  where  consid- 
erable synergy  prevails. 

Bruce  Wasserstein  himself  com- 
bines disarming  charm  with  a  barely 
concealed  arrogance.  He  got  on  the 
fast  track  early,  entering  the  Universi- 
ty of  Michigan  at  age  16  and  going  on 
to  Harvard  three  years  later  for  a  joint 
degree  in  law  and  business.  In  1973  he 
began  work  as  an  associate  at  the 


blue-chip  Wall  Street  law  firm  Cra- 
vath,  Swaine  &.  Moore,  where  he  was 
a  protege  of  the  formidable  senior 
partner  Samuel  Butler.  He  was  hired 
away  in  1977  by  Perella,  then  the  head 
of  First  Boston's  mergers  and  acquisi- 
tions department. 

From  being  Perella's  helper,  Was- 
serstein soon  outdid  Perella  in  deal- 
making  savvy  and  image  building. 
Perella,  as  affable  as  Wasserstein  is 
intense,  seemed  to  settle  comfortably 
into  the  role  of  face  man  for  his  for- 
mer subordinate.  While  their  firm 
bears  both  names,  no  one,  inside  or 
out,  doubts  who  runs  the 
deals.  Wasserstein  does. 

Such  drive  and  braininess 
as  Wasserstein  commands 
inevitably  breed  a  certain 
amount  of  contempt  for  less- 
er folk,  and  Wasserstein's  de- 
tractors see  clear  evidence  of 
his  arrogance  in  what  every- 
one who  knows  him  calls  his 
"Dare  To  Be  Great"  speech. 
This,  both  friends  and  foes 
aver,  is  his  hallmark. 

The  speech — or  rather  the 
message — comes  in  varying 
lengths  and  versions.   It  is 
usually  delivered  when  a  cli- 
ent shows  signs  of  being  ner- 
vous about  overpaying  for  an 
acquisition.  Leaning  earnest- 
ly across  the  table  toward  his 
client,  Wasserstein  begins  to 
talk  quietly,  yet  forcefully. 
"If  you  want  to  be  a  global 
player  in  this  industry,  you 
are  going  to  have  to  pay  a 
price,"  he  declares — or  words 
to   that   effect.    "You   must 
step  up  and  pay  the  price,  or 
you'll  lose  it  all  to  your  com- 
petitor." 
At  such  moments,  Wasser- 
stein is  more  salesman  for  a  deal  than 
he  is  the  wise,  cautious  coimselor. 
wonder    his    detractors — and 
of    his    admirers — have 


is 
Little 

even    some 
come  to  call  him  "Bid-'em-up  Bruce." 

In  a  business  that  depends  heavily 
on  corporate  egos  and  pride,  Wasser- 
stein's brand  of  psychological  bully- 
ing often  pays  off  in  closing  deals. 
How  many  customers  have  the 
strength  of  character  to  worry  about 
mere  numbers  when  a  famous  invest- 
ment banker,  endowed  with  charisma 
by  the  media,  dares  them  to  be  great? 

Who  will  be  to  blame,  then,  if  some 
of  today's  mega-billion-dollar  mergers 
and  acquisitions  end  in  disaster?  Was- 
serstein and  his  ilk?  Or  the  corporate 
boards  and  corporate  brass  who  let 
dreams  of  glory  separate  them  from 
hardheaded    reality?    At    worst,    the 
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Wassersteins  are  merely  encouraging 
weakness  in  their  clients  when  they 
should  be  advising  caution.  The  ulti- 
mate responsibility  remains  with  the 
cUents. 

Consider  the  Interco  situation.  A 
Delaware  chancery  court  in  Novem- 
ber questioned  Wasserstein  Perella's 
advice  that  Interco  Inc.  reject  a  $74-a- 
share,  or  $2.7  bilhon,  bid  from  the 
Rales  brothers.  Instead,  Wasserstein 
Perella  recommended  a  recapitaliza- 
tion, which  kept  the  existing  manage- 
ment in  power  but  so  far  has  proved 
disappointing  to  investors.  For  exam- 
ple, \3¥4%  Interco  bonds  that  briefly 
traded  as  high  as  103  are  now  hover- 
ing around  73;  the  Interco  common 
stock,  which  Wasserstein  Perella  val- 
ued at  $5,  has  never  risen  above  $4 
and  at  press  time  was  trading  at  $2. 

In  the  Interco  case  Chancellor  WU- 
ham  Allen  found  that  Interco's  re- 
structuring proposal  contained  a  sub- 
stantial contingency  payment  for 
Wasserstein  Perella,  contingent  on 
the  company's  completion  of  a  recapi- 
talization. Thus,  the  chancellor 
wrote,  Wasserstein  Perella  faced  "a 
rather  straightforward  conflict  of  in- 
terest when  it  opined  that  the  inher- 
ently disputable  value  of  the  compa- 
ny's restructuring  is  greater  than  the 
all-cash  alternative  offered  by  plain- 
tiffs." Wasserstein  says  that  Chancel- 
lor Allen  misunderstood  the  fee  ar- 
rangement, and  claims  that  his  firm 
stood  to  gain  the  same  amount  from 
either  a  restructuring  or  a  sale  of  the 
company. 

Despite  the  current  problems,  Was- 
serstein claims  that  Interco's  long- 
term  prospects  are  good.  And  the 
chancellor  seems  to  have  overlooked 
one  important  factor:  Nobody  forced 
Interco  management  to  take  Wasser- 
stein's  advice. 

Did  Wasserstein  assess  values  and 
risks  correctly  in  the  recent  pur- 
chase of  Northwest  Airlines'  parent 
company?  Wasserstein  Perella,  along 
with  Bankers  Trust,  represented  the 
buyer,  a  group  led  by  California  finan- 
cier Alfred  Checchi.  When  the  take- 
over battle  began.  Northwest's  stock 
was  trading  in  the  high  50s.  The  open- 
ing bid  was  an  unsohcited  offer  of  $90 
a  share  by  oilman  Marvin  Davis.  Was- 
serstein Perella  urged  Checchi  to  offer 
$121 — all  cash — ^per  share,  and  the 
deal  was  done. 

The  bid  was  so  high  that  it  shut  out 
all  rival  bids.  But  at  a  tremendous 
price:  Advised  by  Wasserstein  Perella, 
the  Checchi  group  paid  35%  over  the 
original  hostile  bid  and  twice  the  val- 
ue the  stock  market  had  put  on  the 
company  only  three  months  earher. 


"Bid-'em-up  Bruce." 

Whether  the  size  of  the  Northwest 
bid  or  Time  Inc.'s  hefty  bid  for  Wamer 
Communications  was  Wasserstein's 
idea  or  that  of  his  associates,  the  fact 
remains:  Wasserstein  tends  to  encour- 
age his  clients  to  be  high  rollers.  It  is 
virtually  impossible  to  see  how  Time 
shareholders  can  come  out  ahead  after 
paying  $13.4  billion  for  Wamer  Com- 
munications, a  company  whose  pre- 
bid  market  capitalization  was  just 
around  $8  bilhon.  But  the  name  of  the 
game,  with  so  many  investment 
bankers  playing,  is  always  getting  the 
transactions  done  and  the  generous 
fees  collected. 

And  how  sweet  those  fees  are.  In 
just  the  first  six  months  of  this  year 
Wasserstein  Perella  has  closed  25 
deals  totaling  some  $50  bHUon,  pull- 
ing in  at  least  $75  million  in  fees, 
while  its  staff  of  merger  and  acquisi- 
tion professionals  has  grown  from  the 
original  8  to  over  100.  And  the  staff 
continues  to  grow. 

Unlike  such  fuU-service  firms  as 
Morgan  Stanley  or  Salomon  Brothers, 
Wasserstein  Perella  is  still  primarily  a 
bunch  of  M&A  dealmakers,  with  Uttle 
backup  in  trading  and  no  distribution 
network  for  securities.  Wasserstein 
Perella  recently  acknowledged  the 
imbalance  when  it  hired  four  junk 
bond  salesmen  from  Salomon  Broth- 
ers. To  house  all  this  talent  Wasser- 
stein Perella  has  opened  offices  in  Los 
Angeles,  Houston,  London  and  To- 
kyo. To  help  pay  them,  it  has  sold 
20%  of  the  company  to  Japan's  No- 
mura Securities.  Wasserstein  Perella 
seems  well  on  its  way  to  taking  its 
place  as  one  of  Wall  Street's  premier 
deahnaking  houses. 

If  anything  stops  the  firm,  it  could 
be  that  Bruce  Wasserstein  is  in  too 
much  of  a  hurry.  Wasserstein's  pen- 
chant for  taking  center  stage  appar- 
ently miffed  at  least  one  chent.  In 
April  1988  ic  Industries  agreed  to  sell 
its  Pneumo  Abex  unit  to  Wasserstein 
Perella  and  the  Henley  Group.  Under 
the  headline  "Henley  Joined  by  Was- 
serstein in  a  Takeover,"  the  Wall  Street 
Journal  ran  an  article  hailing  the  deal 
as  a  milestone:  Wasserstein  PereUa's 
fust  foray  into  merchant  banking. 
People  close  to  the  transaction  say 
executives  at  ic  Industries  were  furi- 
ous that  Wasserstein  had  stolen  ic's 
moment  in  the  sun.  These  sources 
charge  that  Wasserstein  or  his  people 
leaked  the  details  of  the  deal  to  the 
Journal  to  upstage  ic's  aimounce- 
ment.  Wasserstein  vehemently  denies 
the  accusation. 

Worse,  Wasserstein  was  severely 
chastised  last  November  by  the  Dela- 


ware Supreme  Court  for  helping  com- 
mit a  "fraud  upon  the  board"  of  Mac- 
millan  PubUshing  Co.  The  rebuke 
came  in  coimection  with  his  role  as 
financial  adviser  to  Macmillan  in  the 
pubhsher's  defense  against  a  $2.6  bU- 
Uon  takeover  bid  from  English  press 
lord  Robert  Maxwell.  The  judges 
charged  that  Wasserstein  had  weight- 
ed the  auction  process  in  favor  of  one 
bidder,  a  management  group  formed 
by  Macmillan  and  Kohlberg  Kravis 
Roberts  &  Co.  The  judges  accused 
Wasserstein  of  clandestinely  giving 
the  Macmillan-KKR  group  more  infor- 
mation than  he  gave  Maxwell  over 
the  telephone. 

Wasserstein  disputes  the  charges, 
claiming  he  spoke  to  kkr  over  a 
speakerphone  in  a  room  filled  with 
his  lawyers  and  other  investment 
bankers,  and  that  he  merely  read  to 
them  from  a  script  prepared  by  his 
lawyers  at  Wachtell,  Lipton,  Rosen  &. 
Katz.  His  lawyers  confirm  that  they 
did  indeed  write  the  script  and  claim 
that,  although  the  kkr  script  differed 
marginally  from  the  one  read  to  Max- 
well, there  was  nothing  in  the  least 
improper  about  it. 

The  panel  of  Delaware  judges  clear- 
ly thought  otherwise.  It  went  so  far  as 
to  rebuke  Lazard  Freres,  adviser  to 
Macmillan's  outside  directors,  for  al- 
lowing Wasserstein  to  steamroller 
them  in  conducting  the  auction  of  the 
company. 

What  advantage  would  Wasserstein 
get  for  tipping  off  the  Macmillan-KKR 
group?  We  don't  know.  But  we  do 
know  that  about  a  month  later  Was- 
serstein Perella  emerged  as  an  invest- 
ment banker  on  kkr's  $25  billion  rjr 
Nabisco  buyout.  Wasserstein  Perel- 
la's take:  a  neat  $25  million  in  invest- 
ment banking  fees. 

Wasserstein's  personality,  his  am- 
bitions and  his  tactics  are  fascinating, 
but  they  are  not  the  real  issue.  Some- 
thing much  bigger  is  at  stake.  Certain- 
ly some  of  today's  takeovers  make 
sense,  but  even  a  good  deal  is  a  bad 
deal  if  the  price  isn't  right.  Anyone 
with  a  sense  of  history  knows  that  the 
mounting  premiums  over  market  val- 
ue, the  increasingly  optimistic  projec- 
tions of  asset  values  and  of  cash  flow 
are  finally  going  to  create  huge  losses 
for  a  lot  of  buyers  as  well  as  for  hold- 
ers of  the  buyers'  paper. 

To  the  extent  that  the  deal  brokers 
encourage  clients  to  up  the  ante,  they 
will  bear  some  of  the  responsibility 
for  the  inevitable  damage  to  investors 
and  to  the  financial  system.  By  then, 
of  course,  Wasserstein  and  the  other 
deal  brokers  will  have  long  since 
banked  then  fees.  ■ 
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Thirty  years  ago  Eastern  Gas  &  Fuel  lost  its 
way.  Why  did  it  take  the  company  so  long 
to  get  its  act  together  again? 

From  coal 
to  water 


By 


Cook 


EASTERN  Gas  &.  Fuel  Asso- 
ciates— now  Eastern  Enter- 
prises— started  out  60  years 
ago  with  a  crisply  defined  concept  of 
its  business,  a  vertically  integrated 
company  based  on  a  lump  of  coal: 
mines  in  West  Virginia;  a  railroad  and 
steamship  line  to  get  its  coal  to  the 
market;  coke  companies  that  convert- 
ed the  coal  into  gas  for  utility  use.  In 
Boston,  it  even  owned  the  local  gas 
utility,  166-year-old  Boston  Gas,  serv- 
ing 500,000  customers  in  Boston  and 
73  surrounding  communities. 

"The  concept  worked  perfectly  un- 
til the  late  Fifties,"  President  Robert 
Weinig  says,  "and  then  the  new  pipe- 
lines brought  natural  gas  into  the 
Northeast." 

As  with  many  managements  faced 
with  obsolescence.  Eastern  Gas  tried 
piecemeal  solutions  to  the  loss  of  its 
markets.  None  worked.  One  by  one 
the  coke  plants  in  Boston,  New  Haven 
and  Philadelphia  shut  down,  the  ship- 
ping line  was  liquidated,  the  railroad 
was  spun  off  to  its  shareholders.  By 
the  mid-Seventies  all  that  was  left  of 
the  old  Eastern  was  coal,  the  Boston 
utility  and  a  v37%  interest  in  the  Al- 
gonquin natural  gas  pipeline. 

Eastern's  old  management  did 
make  one  smart  move.  In  1962  it  ac- 
quired Midbnd  Enterprises,  now  the 
U.S.'  largest  river  barge  operation,  but 
there  was  no  synergy  there.  Midland 
barges  coal  on  inland  waterways 
throughout  mid-America,  but  it's  oth- 
er people's  coal. 

So  for  years,  Eastern  floundered. 
Earnings  ebbed  and  flowed  with  the 
fortunes  of  coal.  By  1988  Eastern's  $.S0 
million  profit  was  little  higher  than  in 
1979.  For  nearly  a  decade  its  stock 
was  stuck  in  the  mid-20s. 

Eastern's  curious  legal  structure 
probably  didn't  help  in  meeting  the 
crisis.  In  Massachusetts  outside  cor- 


Fxistem  Ftiterprises'  Robert  Weitiif^ 
Rethinldng  tKe  whole  company. 

porations  aren't  permitted  to  own 
utility  stock,  and  so  Eastern — like 
Northeast  Utilities,  Eastern  Utilities 
Associates  and  the  New  England  Elec- 
tric System — had  to  function  as  an 
unincorporated  voluntary  associa- 
tion. It  is  a  so-called  Massachusetts 
business  trust,  with  trustees  rather 
than  directors  providing  staff  and  ser- 
vices to  its  incorporated  stand-alone 
subsidiaries — so  stand-alone  that  they 
finance  their  own  funded  debt  with- 
out guarantees  from  Eastern. 

Robert  Wcinig,  a  Dartmouth- 
trained  finance  man,  took  over  as 
president  in  1986.  To  underscore  its 
new  aspirations.  Eastern  changed  its 
name  this  spring  from  Gas  &.  Fuel  to 
Eastern  Enterprises.  The  barge  and  gas 
businesses  looked  all  right,  quite  ca- 
pable of  averaging  at  least  a  15%  re- 
turn on  investment.  But  Weinig  saw 
no  point  in  retaining  an  interest  in  the 
gas  pipeline  and,  in  June  1986,  sold  it 
for  $61  million. 

Coal,  where  Eastern  had  lost  $63.5 
million  in  three  years  in  the  mid- 
Eighties,  went  next.  Weinig  figured  it 
would  take  $300  million  to  expand  its 
operations  outside  West  Virginia  with 


its  high-cost  unionized  labor.  But 
even  if  it  did,  the  returns  looked  so 
uncertain  that  in  March  1987  Weinig 
swapped  Eastern's  coal  operations  for 
a  15%  interest  in  Peabody  Holdings, 
the  U.S.'  largest  coal  producer. 

Then  this  May  he  worked  out  a  deal 
to  sell  the  Peabody  stock  to  Newmont 
Mining  for  $173  million  in  cash. 
When  that's  accompUshed,  Eastern 
will  be  out  of  coal  entirely — with  half 
its  equity  in  barge  transport  and  gas, 
the  other  half  in  cash — $230  million 
in  cash  available  for  acquisitions. 

Acquisitions  where?  Nothing  big  or 
dramatic  but  acquisitions  in  pursuit 
of  a  long-term  plan.  In  April  Weinig 
laid  out  $40  million  for  the  Water 
Products  Co.,  a  Minneapolis  distribu- 
tor of  municipal  water  systems  com- 
ponents. These  include  pipe,  hy- 
drants, valves,  meters  and  so  on.  Peo- 
ple always  need  water,  and  water 
must  be  distributed.  Water  Products 
earned  only  $3.8  million  last  year  on 
$65  million  in  sales,  but  Weinig  sees 
it  as  the  nucleus  of  a  distribution 
business  that  could  be  earning  $30 
million  a  year  by  the  mid-Nineties — 
as  much  as  either  barges  or  gas. 

To  Weinig  water  products  distribu- 
tion looked  like  a  natural.  It's  a  highly 
fragmented  business,  made  up  of  hun- 
dreds of  smallish,  inefficient  and 
largely  privately  owned  companies. 
The  $2.5  billion  municipal  segment 
Eastern  has  moved  in  on  is  growing 
aroimd  5%  annually.  Between  getting 
that  growth  and  picking  up  market 
share,  Weinig  thinks  Eastern  can 
make  a  nice  business  from  this.  Ac- 
quisitions are  not  only  fairly  cheap — a 
third  the  normal  acquisition  multiple 
these  days,  Weinig  says — they  also 
ought  to  be  more  efficient  and  profit- 
able as  they're  absorbed  by  the  East- 
em  group.  Weinig  can  see  Eastern 
moving  back  into  parts  manufactur- 
ing, forward  into  marketing  systems 
for  water  or  wastewater  treatment. 

Weinig's  plan  seems  soimd  and  fea- 
sible. Elsewhere,  too.  Eastern's  for- 
tunes are  finally  looking  up.  The  over- 
capacity that  has  depressed  barge 
earnings  for  years  is  at  an  end  and 
rates,  volume  and  returns  are  now 
rising  so  rapidly  that  first-quarter 
barge  earnings  doubled.  At  the  same 
time,  gas  company  earnings,  which 
have  been  restricted  for  years  by  low 
growth  and  a  contracting  rate  base, 
are  also  on  the  rise.  First-quarter  oper- 
ating earnings  rose  37%.  For  the  full 
year  Eastern  could  earn  $2.55  a  share. 

A  question  remains:  Why  did  it  take 
so  long  for  Eastern  to  get  its  act  to- 
gether again?  And  where  were  the  di- 
rectors— er,  trustees — when  the  com- 
pany was  floundering?  ■ 
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WHEN  I  SAY  SHARP 
I  MEAN  BUSINESS!" 
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No  matter  what  your  business.  Sharp  means  business, 
from  heavy  construction  to  high  fashion  to  world  banking. 

Right  now,  all  over  America,  more  Sharp  fax 
machines  are  being  bought  than  any  other  brand.  Sharp 
is  ringing  up  the  most  electronic  cash  register  sales  in  the 
country.  Sharp  computers  are  breaking  sales  records. 
Sharp  copiers  are  rated  number  one  in  the  country  for 


copy  quality.  And  Sharp  business  calculators  are  the 
number  one  sellers,  coast  to  coast. 

No  wonder  more  and  more  companies  are  relying 
on  Sharp's  advanced  technology  and  quality  products. 

What  will  Sharp  mean  to  you? 
Business.  Good  business. 

Call  1-800-BE-SHARP,  and  we  will  tell  you  more. 


® 


FROM  SHARP  MINDS 
COME  SHARP  PRODUCTS" 

lANKING  SYSTEMS  •  CALCULATORS  •  COMPUTERS  •  COPIERS  •  ELECTRONIC  CASH  REGISTERS  &  TYPEWRITERS  •  FACSIMILE  MACHINES  •  LASER  PRINTERS 


HUD  chief  Jack  Kemp  may  soon  get  anoth- 
er headache,  this  time  from  his  agency's 
reliance  on  incomplete  credit  reports. 


Who  checks 
the  checkers? 


By  Matthew  Schif  rin 


NEARLY  EVERY  DAY  the  nCWSpa- 
pers  and  newsweeklies  bring 
out  yet  another  bit  of  suspect- 
ed malfeasance  at  the  Department  of 
Housing  &.  Urban  Development.  Al- 
most all  of  it  arises  from  hud's  multi- 
family  housing  projects.  Yet  the 
losses  on  multifamily  deals  pale  in 
comparison  to  the  $2  billion  that  hud 
lost  last  year  from  defaults  in  its  sin- 
gle-family housing  program. 

The  villain  here  isn't  hud's  belea- 
guered former  administrator,  Samuel 
Pierce,  but  the  system  itself.  Under- 
lying the  high  default  rate  on  single- 
family  homes  are  sour  real  estate 
markets  and  reckless  lendmg  by  the 
thousands  of  mortgage  companies 
that  act  as  agents  for  the  Federal 
Housing  Authority.  But  there  is  no 
question  that  the  nation's  credit  re- 
porting firms  must  share  the  blame. 
"The  credit  reports  are  pretty  use- 
less," says  Dale  Chouteau,  a  hud  au- 
ditor based  in  Chicago.  "They  come 
up  clean  even  when  we  know  there 
are  problems." 

HUD  agents,  like  other  lenders,  get 
most  of  their  credit  information  from 
three  large  firms:  Equifax  Inc.,  trw 
Inc.  and  Trans  Union  Corp.,  which  is 
owned  by  the  Pntzker  family's  Mar- 
mon  Group.  Together,  these  three 
control  about  85%  of  the  nation's  $1 
billion  (revenues)  credit  checking  in- 
dustry. Althougli  the  big  three  have 
files  on  over  15U  million  U.S.  resi- 
dents, the  thoroughness  of  their  credit 
reports  leaves  much  to  be  dcsiicd. 

A  decade  or  so  ago,  the  credit  re- 
porting industry  was  made  up  of  hun- 
dreds of  independent  local  credit  bu- 
reaus that  kept  detailed  files  on  the 
residents  of  their  counties.  Each  time 
a  banker  or  retailer  wanted  informa- 
tion on  a  customer,  he  would  call  the 


Chuck  Rof^en. 


Equifax'  Jack  Kulick 

Only  occasional  aUpwkps7 

credit  bureau  nearest  to  the  applicant. 
Margins  were  high  because  the  local 
credit  checkers  got  their  data  for  free 
from  merchants  and  bankers,  and 
then  resold  the  data  at  a  good  price. 
But  the  gravy  train  has  since  stopped 
running.  Exploiting  an  obvious  oppor- 
tunity, TRW,  Equifax  and  Trans  Union 
gobbled  up  local  credit  bureaus,  built 
up  computerized  databases  and  began 
to  slash  prices. 

The  three  big  credit  bureaus  are 
competent  enough  when  it  comes  to 
gathering  information  from  large  na- 
tionwide and  regional  retailers  like 
Sears,  J.C.  Pemiey  or  Dillard,  or  from 
large  banks.  But  they  miss  lots  of  vital 
information  from  smaller  retailers, 
banks  and  thrifts.  Moreover,  the  big 
credit  ugencies  often  miss  data  from 
public   records   that   are   cntical    to 


mortgage  lenders.  The  material  in- 
cludes second  mortgages,  lawsuits,  di- 
vorce settlements,  foreclosures  and 
garnishments.  Such  information  usu- 
ally must  be  obtained  from  court- 
houses by  hand. 

The  big  firms'  credit  reports  are  par- 
ticularly spotty  in  rural  areas.  Take 
Russellville,  Ark.  (pop.  15,000),  about 
75  miles  northwest  of  Little  Rock. 
Surviving  local  credit  bureau  owner 
Wolfgang  Wagner  says  his  reports, 
kept  on  paper  and  microfiche  files,  are 
in  many  ways  more  detailed  than  the 
automated  bureau  reports. 

To  substantiate  his  claim,  Wagner 
showed  Forbes  documents  of  several 
cases.  One  showed  that  a  credit  report 
prepared  by  Equifax  failed  to  pick  up 
the  loan  applicant's  $50,000  private 
mortgage  filed  in  a  local  court  and  a 
$34,000  farm  credit  loan  as  well.  In 
another  case,  mortgage  reports  from 
both  Chilton  Corp.  (a  major  credit 
reporting  agency  now  owned  by  trw) 
and  Trans  Union  missed  an  appli- 
cant's two  bank  loans  and  a  $128,000 
mortgage,  all  of  which  were  uncov- 
ered in  Wagner's  credit  check. 

Jack  Kulick,  vice  president  for 
mortgage  loans  at  an  Equifax  subsid- 
iary, admits  that  items  are  occasional- 
ly missed  but  maintains  that  that  is 
the  exception  rather  than  the  rule. 
Officials  at  both  trw  and  Trans 
Union  concur. 

Examples  of  poor  credit  reporting 
abound,  according  to  many  in  the  in- 
dustry. Early  last  year,  for  instance, 
WestAmerica  Mortgage  Co.  of  Colo- 
rado was  paid  damages  after  wiruiing  a 
court  case  against  an  Illinois-based 
credit  reporting  firm  that  had  used  a 
misleading  file  prepared  by  Trans 
Union.  The  file  was  used  to  secure  a 
$2  million  apartment  building  mort- 
gage, now  in  default,  in  Lockport,  111. 
The  court  found  that  the  Trans  Union 
credit  report  failed  to  mention  seven 
lawsuits  and  judgments  against  the 
mortgage  applicants. 

"Unfortunately,  it  happens  more 
often  than  not,"  says  Richard  George, 
WestAmerica's  president.  Agrees 
Reginald  Rountree,  a  Farmers  Home 
Administration  senior  loan  officer: 
"They  (the  big  credit  firms]  tend  to 
miss  collections  and  judgments  in 
their  public  record  searches." 

Such  skepticism  is  not  the  norm.  A 
recent  measure  adopted  by  fha,  Fan- 
nie Mac,  the  Veterans  Administration 
and  Freddie  Mac  stipulates  that  all 
mortgage  lenders  obtain  at  least  two 
electronic  credit  files  per  applicant. 
Thus,  trw,  Equifax  and  Trans 
Union — despite  their  shortcomings — 
are  strengthening  their  hold  on  the 
government  mortgage  business.  ■ 
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WASAHLAN 

WELCOME" 


One  of  the  world's  imponant  success 
stories  of  the  last  tv\-o  decades  is  the  suift 
de\elopment  of  Saudi  Arabia  -  a  success 
abo\e  all  for  the  people  and  leadership 
of  Saudi  Arabia,  but  certainly  as  well  for 
fiee  enterprise,  modem  technolog\'  and 
international  c(X)peration. 

The  decision  to  develop  and  the 
direction  of  that,  building  a  modern 
nation  firmly  based  on  traditional  Islamic 
principles  and  Arab  v\a\s,  ha\e  been  the 
Kingdom's.  But  much  of  the  rest  of  the 
wx)rid  -  business  firms,  specialists  and 
individual  workers  bom  throughout  the 
Middle  East,  the  L'nited  States,  Western 
Eua)pe,  the  Far  East  and,  increasingh; 
de\«loping-world  countries  such  as  Brazil 
-  ha\e  been  working  partners  and 
important  beneficiaries  of  continuing 
Saudi  de\elopment.  And  that  de\elopment 
will  expand  thruugh  the  decades  aliead. 

American  busines.ses,  workers  and 
go\emmental  technical  cocperation  have 
particularly  been  prime  partners  in  the 
Huilding  of  the  new  and  di\ersified  Saudi 
economy  and  infrastructure.  That  has 
added  importantly  to  the  deeply  shared 
interests  of  the  L'nited  States  and  Saudi 
Arabia  in  assured  and  reasonabh'  priced 
energy-  supplies,  the  well  being  of  the 
international  economy,  and  international 
peace  and  .stability: 


This  special  supplement  of  Forbes 
Magazine,  ■^ith  the  in\'ol\ement  of  both 
Saudi  and  U.S.  companies  and  financial 
institutions  acti\e  in  the  United  Kingdom, 
is  a  reminder  of  the  close  and  mutually 
beneficial  ties  between  the  tuo  countries. 

Publication  of  the  supplement  is  timed 
with  the  opening  of  a  major  exhibition 
Saudi  Arabia-  Yesterday  and  Today  in 
Washington  D.C.  on  July  28th.  The  pre\ie5\- 
will  be  attended  b\-  King  Fahd  bin 
Abdul  Aziz  AlSaud,  The  Custodian  of  the 
Two  Holy  Mosques,  and  President  George 
Bush,  as  well  as  Saudi  and  American 
business  and  other  leaders.  The  public  is 
imited  to  tour  the  fi^ee  and  wide-ranging 
exliibition  fix^mjuly  29th  through  August 
20th  at  the  Washington  Convention  Center. 
It  will  then  be  shown  in  Atlanta,  Dallas, 
New  York  Cit\'  and  Los  Angeles  during  the 
coming  yean  Previous  showings  were  in 
London,  Paris,  Hamburg,  Cairo  and  other 
cities. 

The  goal  of  Saudi  Arabia.  Yesterday 
and  Today,  as  of  this  supplement  and 
all  of  us  directh-  involved  in  day  to  day 
Saudi-L'.S.  relations,  is  to  fLirther 
understanding  and  nurture  the  many 


mutually  beneficial  ties  and  profoundly 
shared  interests  which  link  Saudi  Arabia 
and  the  United  States  together  in  one  of 
the  world's  really  significant  special 
relationships. 

Aiilan  Wasahlan!  Welcome  to  this 
special  supplement  and,  hopeRilK;  to 
the  exhibition  of  Saudi  Arabia:  Yesterday 
and  Today. 

HRH  Prince  Bandar  bin  Sultan  bin 
Abdul  Aziz  Al-Saud 

Ambassador  for  the  Kingdom  of  Saudi 
Arabia  to  the  United  States 

FORWARD 

As  part  of  the  preparation  for  this 
special  supplement  on  Saudi  Arabia, 
Forbes  Magazine  asked  Arthur  D,  Little, 
Inc.,  the  international  management  and 
technolog\-  consultants,  to  provide  a 
review  of  the  business  and  economic 
en\  inunment  of  Saudi  Arabia.  This  review 
was  prepared  by  a  team  of  Arthur  D.  Little 
consultants  who  have  lived  and  worked  in 
the  countrv-  for  many  years. 

Saudi  Arabia,  a  large  and  diverse  country 
which  is  founded  on  the  principles  of  Islam, 
has  experienced  rapid  economic  change. 
Its  transformation,  shared  by  some  of  the 
neighbouring  countries  in  the  Arabian 
peninsula,  arguably  is  one  of  the  most 
extensive  in  modern  histon:  This  review  is 
of  necessity-  selective,  and  concentrates  on 
those  aspects  which  are  likelv'  to  be  of  most 
interest  to  the  business  reader  It  takes  a 
broad  and  long  term  view  of  Saudi  Arabia, 
to  put  the  current  business  conditions  in 
their  context  of  an  evolving  pnocess  of 
national  development  which  started  long 
before  the  oil  boom  and  will  continue  for 
decades  afterwards.  It  assumes  that  while 
many  international  business  people  are 
alreadv-  well  acquainted  with  Saudi  Arabia, 
the  majority-  are  not,  and  would  be 
interested  in  an  account  of  some  basic 
features  of  the  countn;  its  people 
and  economv: 
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Saudi  Arabia 

YESTERDAY      AND      TODAY 


SAUDI  ARABIA 
THE  COUNTRY 

Over  the  last  twenty  years,  the 
Kingdom  of  Saudi  Arabia  has  emerged  as 
a  significant  influence  in  the  world,  a 
major  power  in  the  Middle  East  region, 
and  the  world's  leading  oil  exporter. 
However,  Saudi  Arabia  is  much  more  than 
Justin  oil  producer.  The  country's 
economic  strength  is  certainly  based  on 
petroleum,  and  with  the  largest  reserves  in 
the  world,  oil  will  remain  the  foundation 
for  the  Saudi  economy  for  many  years.  But 
the  Saudi  economy  has  already  diversified 
to  become  one  of  the  20  largest 
economies  in  the  firee  world,  with  a  total 
Gross  Domestic  Product  estimated  at 
about  $74  billion  in  1988.  The  oil  sector  in 
1987  accounted  for  about  32  per  cent  of 


revered  mosques  of  Islam,  in  Makkah  and 
Madinah,  and  the  official  title  of  the  King  of 
Saudi  Arabia  is  Custodian  of  the  Two  Holy 
Mosques.  Every  year,  Saudi  Arabia  hosts 
approximately  two  million  pilgrims  for  the 
Hajixhe  Pilgrimage)  to  Makkah,  in  the 
greatest  single  concentration  of  travellers 
in  the  world.  Thus  in  world  economics, 
and  in  international  politics,  Saudi  Arabia 
is  a  country  which  is  of  great  importance 
to  businessmen. 

PHYSICAL  FEATURES  OF 
SAUDI  ARABIA 

Geography  is  important  in  Saudi 
Arabia  -  it  is  a  huge  country;  with  a  total 
land  area  of  about  850,000  square  miles, 
the  same  size  as  the  European  Community; 
and  as  the  United  States  west  of  the 
Mississippi.  The  population  is  relatively 
small;  estimates  vary;  but  a  usefijl 
approximation  is  a  total  of  about  12  million 
in  1988,  widely  distributed  among 
numerous  cities,  towns  and  villages.  So 
transport  and  distribution  are  important 
business  activities  and  critical  fectors  for 
managers.  Almost  all  parts  of  the  country 
have  a  hot  desert  climate,  therefore  all 
pioducts  must  be  well  packaged  and 
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the  Gross  Domestic  Product,  compared  to 
almost  70  per  cent  in  1980.  In  world  trade, 
Saudi  Arabia  alone  is  the  fourth  largest 
importer  of  OEGD  exports,  and  constitutes 
the  largest  w^hen  combined  with  its 
parmers  in  the  Gulf  Cooperation  Council. 
Saudi  Arabia  is  now  the  leading  industrial 
economy  among  all  the  Arab  countries, 
and  is  a  major  player  in  the  international 
petrochemical  market.  It  is  one  of  the 
largest  donors  of  foreign  aid,  it  is  stable 
and  prosperous  and,  in  addition  to  this 
economic  strength,  has  a  great  influence 
throughout  the  Islamic  world,  which 
embraces  over  J  billion  Muslims.  Saudi 
Arabia  is  honored  to  contain  the  two  most 


protected  -  not  only  perishable  food  stuffe 
but  also  infrastructure  and  equipment 
which  need  to  withstand  the  environment. 

Saudi  Arabia  is  normally  divided  into 
five  main  geographical  regions.  The  West, 
called  the  Hijaz,  has  about  34  per  cent  of 
the  total  population,  and  is  heavily 
urbanized.  The  Central  Region  has  about 
25  per  cent  of  the  Kingdoms  population, 
with  just  over  half  in  the  main  cities.  The 
Eastern  Region,  AlHasa,  has  about  13  per 
cent  of  the  total  population,  and  is  the  oil 
producing  area,  with  over  80  per  cent  of  its 
population  in  the  conurbations.  The 
Southern  Region,  the  Asir,  has  about  16  per 
cent  of  the  total  population,  the  great 
majority  of  whom  (70  per  cent)  live  in 


agricultural  villages  in  the  high  mountains 
and  the  wide  coastal  plains  of  the  region. 
The  North  holds  the  remainder  of  the 
population,  and  again  the  majority  are 
villagers  and  some  nomads.  Twenty  years 
ago  a  much  larger  proportion  of  the  total 
population  was  still  nomadic  or  semi- 
nomadic,  but  as  the  younger  generations 
were  educated  and  took  on  new 
employment,  especially  in  the  military; 
most  settled  in  villages  or  towns  where 
their  relatives  worked.  Thus  Saudi  Arabia 
has  a  diverse,  widely  distributed  and 
cosmopolitan  population,  with  millions 
of  guest-workers  and  their  femilies,  from 
other  Arab  countries,  Asia,  and  a  sizeable 
American  and  European  community-  The 
whole  country  has  a  young  demographic 
profile  -  over  50  per  cent  of  the  population 
are  aged  under  15,  and  the  growth  rate  of 
the  Saudi  population  is  estimated  to  be 
35  per  cent  per  year. 

Saudi  Arabia  also  has  a  strategic 
location  which  is  at  the  crossroads  of  sea- 
lanes  to  three  continents.  The  Red  Sea 
is  the  channel  linking  the  sea-lanes  East 
fiom  Asia,  and  South  from  Afi^ica,  to  the 
Mediterranean  through  the  Suez  Canal. 
The  air  routes  fiom  Europe  to  South  Asia 
and  the  Far  East  traverse  the  Arabian  Gulf, 
and  a  large  new  airport  is  being  built  to 
replace  the  present  one  at  Dhahran,  and 
will  compete  with  the  established  transit 
points  at  Bahrain  and  Dubai.  There  are 
good  communication  links  to  other 
countries  in  the  Middle  East,  and  these 
geographical  features,  combined  with 
the  good  international  relations  of  the 
Kingdom,  have  encouraged  companies  to 
locate  in  Saudi  Arabia  as  their  regional  base. 

THE  GULF  COOPERATIOH 
COUHCIL 

The  economic  geography  of  Saudi 
Arabia  has  taken  on  new  boundaries  with 
the  formation  of  the  Gulf  Cooperation 
Council  (GCC),  by  Saudi  Arabia,  Bahrain, 
Kuwait,  Oman,  Qatar  and  the  United  Arab 
Emirates. 

Originally  established  in  1981,  the 
GCC  has  made  rapid  progress  towards  a 
common  market.  The  Unified  Economic 
Agreement  was  signed  in  1983  and  has 
been  progressively  implemented  so  that 
now  GCC  citizens  can  move  and  invest 
in  all  the  member  states,  and  customs 
duties  between  the  member  states  have 
been  removed,  subject  to  certain 
qualifications  on  the  origin  and  value 
added  of  the  products.  Membership  of  the 
GCC  increases  the  Saudi  Arabian  market  by 
about  half  in  both  economic  and 
population  terms,  which  can  make 
significant  differences  to  economies  of 
scale  and  the  viability  of  manufacturing 
projects.  The  GCC  has  a  total  population 
estimated  at  over  18  million  people  and  a 
combined  GDP  estimated  at  1 145  billion  - 
it  is  a  major  international  economic  and 
trading  bloc,  which  is  already  discussing 
trade  relations  as  a  single  unit  with  its 
major  trading  partners. 


ADVERTISEMENT  4 

THE  OIL  BOOM 
AND  AFTERWARDS 

Economic  and  infrastructural 
development  had  been  slowly  but  steadily 
progressing  ever  since  World  War  II,  and 
had  accelerated  since  about  1965.  However, 
the  ten  vear  oil  boom  bom  1974  to  1984 
is  the  dominant  factor  in  the  current  Saudi 
business  environment,  not  least  because 
of  the  aftermath.  The  boom  is  today 
perceived  as  a  window  of  opportunity;  fom 
which  the  country'  benefitted  greatly  but 
not  as  a  continuing  state  of  affairs. 

The  boom  and  the  following  downturn 
were  dramatic  and  directly  affected  the 
whole  economy,  not  just  the  oil  patch. 
Total  Government  revenues  soared  from  a 
level  of  $10  billion  in  1973  to  $100  billion 
in  1981/82,  then  dnjpped  to  $35  billion  in 
1987.  During  this  period,  the  Government 
converted  c^il  revenues  into  physical 
infrastructure,  and  provided  considerable 
support  for  private  sector  inve.stment  in 
industry,  agriculture  and  services,  with  the 
effect  that  the  nonoil  economy  grew 
between  10  and  20  per  cent  a  year  in  the 
1970s.  Then  the  sudden  downturn  in  the 
mid  1980s  came  as  a  shock  to  the  economv- 
and  to  the  busine.ss  communit):  This 
change  in  fortunes  caused  man\'  to  think 
that  the  economy  was  entirely  dependent 
on  oil  and  would  move  in  a  boom  slump 
boom  cycle  in  direct  response  to  the 
movements  of  the  oil  market. 

However,  notwithstanding  the  great 
significance  of  oil,  it  is  clear  that  Saudi 
Arabia  is  no  longer 7/^7  an  oil  economv: 
Business  has  diversified  sufficientlv;  and 
the  consumer  market  and  private  sector 
havt  pnned  large  enough  and  wealthy 
enough  to  revive  gnnvth.  The  evidence  is 


that  the  economy  has  now  weathered  the 
sudden  downturn.  The  non-oil  GDP  fell 
by  4.3  per  cent  in  1984,  b>-  8.3  per  cent  in 
1985  at  the  bottom  of  the  recession,  then 
by  3.3  per  cent  in  1986,  and  preliminary 
estimates  &x)m  the  Ministry  of  Finance 
show  that  it  has  since  made  a  slow  recovery; 
giDwing  by  1 . 1  per  cent  in  1987  and  1 .6 
per  cent  in  1988.  Exports  in  1988  were 
5.1  per  cent  higher  than  1987,  and  imports 
were  up  by  8.3  per  cent,  suggesting 
increased  domestic  demand,  yet  Saudi 
Arabia  still  maintained  a  positive  trade 
balance  of  almost  $2  billion.  Furthermore, 
even  though  companies  were  hit  bv'  the 
downturn  there  have  been  opportunities 
for  business  gR)wth.  Almost  all  the  Saudi 
companies  are  privately  owned,  and  do 
not  need  to  publish  annual  reports  and 


High-tech  equipment  in  downstream 
agricultural  processing  plant 
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accounts.  But  a  number  have  stated  that 
they  had  goc:)d  years  in  .sales  and  profitability 
in  1987  and  1988,  because  they  anticipated 
the  downturn  in  the  conventional 
mainstream  sectors  like  construction  and 
transport,  and  diversified  into  new  growth 
areas.  Both  Haji  Hussein  Ali  Reza  and  Co. 
and  EA.  Juffali  and  Brothers  for  example, 
launched  successfril  drives  into  the  smaller 
towns  and  v  illages  in  the  outlying  regions, 
and  tapped  a  hitherto  largely  undeveloped 
market. 

Today  there  appears  to  be  a  greater 
degree  of  realistic  confidence  among  the 
business  community^  The  optimistic 
expectations  of  a  sudden  new  upturn  in 
the  oil  market,  and  a  return  to  the  good 
old  days  of  the  oil  boom,  have  generally 
been  replaced  bv-  a  perception  of  slow  but 
steady  growth,  pix^bably  accelerating  in 
the  mid  1990s  if  the  oil  market  conditions 
favor  OPEC  producers.  At  the  other  end  of 
the  spectrum  of  opinion,  the  pessimistic 
gloom  expressed  by  some  foreign  and 
Saudi  businessmen  that  there  would  be  a 
prolonged  slump  after  the  collapse  of  the  . 
oil  price  in  1986,  has  given  way  to  a  more 
realistic  recognition  that  there  is  still  room 
for  good  business  growth  but,  above  all, 
that  companies  cannot  depend  on  large- 
scale  Government  contracts  and  must  be 
competitive,  efficient,  innovative  and 
aggressive  if  thev'  are  to  survive  -  just  like 
anywhere  else  in  the  world.  A  recent  survey 
of  business  published  by  the  Ministry  of 
Planning  showed  that  confidence  is 
returning,  and  that  the  business 
community  expects  to  increase  sales  by  an 
average  of  nine  per  cent  in  1989  90,  with 
higher  than  average  sales  anticipated  in 
manufacturing,  trade  and  services,  and 
lower  growth  in  construction  and  finance. 


IN  EVERY 

MAJOR  FINANCIAL  CENTRE 

THERE'S  ONE  BANK 

THAT'S  THE  PLACE  TO  WORK, 


In  Saudi  Arabia  it's  Saudi  American  Bank. 

But  it  takes  more  than  just  professionalism  to  produce 

creative  banking  solutions  in  today's  environment. 

At  Saudi  American  Bank  we  harness  the  best  people 

to  the  latest  technology  and  a  firm  committment  to  service. 

It's  a  combination  that  has  served  us  well, 

and  our  customers  better. 


To  contact  us  in  North  America  please  call: 

Peter  Eliot,  Saudi  American  Bank,  399  Park  Avenue 

New  York  NY  10043.  Tel  (212)  559  6280 


Saudi  American  Bank 
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PO.  Box  833  Riyadh  11421  •    Kingdom  of  Saudi  Arabia 
Telephone  (01)477  4770     •    Telex:  400195  S,\MR\  SJ 


'DREAMING' 


"Ten  years  from  now,  this  will  be 
a  city." 

"You're  dreaming." 

"Exactly." 

We  have  made  our  dreams  realities. 
We  have  looked  at  sand  and  seen 
cities.  We  have  looked  at  deserts  and 
seen  gardens. 

We  have  created,  out  of  the  grain  of 
an  idea,  a  world-class  petrochemical 
company.  A  company  that  uses 
Saudi  Arabia's  own  hydrocarbon- 
based  natural  resources.  A  company 
that  produces  and  markets  11  million 
metric  tons  of  22  different  quality 
petrochemicals  and  plastic  resins  to 
customers  around  the  world. 

We  have  done  all  this,  not  in  the  span 
of  a  century,  but  in  the  space  of  just 
over  a  decade. 

We  have  dreamed.  We  have  achieved. 
And  we  have  just  begun. 


m, 
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For  the  long  term. 


SABIC  Marketing  Americas,  Inc. 
Metro  Center,  One  Station  Place 
Stamford,  CT  06902 
Telephone:  203.353.5350 
Fax:  203.353.5353 
Telex:  984950  SM A  UD 

Saudi  Basic  Industries  Corporation 


I   CHARACTERISTICS  OF 

rl    SAUDI  DEVELOPMENT 

i 

With  the  benefit  of  twenty  years' 
hindsight,  it  is  possible  to  identify  three  of 
the  most  outstanding  features  of  Saudi 
Arabian  development  as:  first,  the  extent 
and  degree  of  economic  and  physical 
change  to  the  counuy;  second,  the  high 
degree  of  social  and  economic  stability 
and  cultural  integrity  in  the  midst  of  this 
change;  and  third,  the  progressively 
increasing  role  of  the  private  sector  in 
national  development.  There  have  been 
disruptions  to  u-aditional  social  life,  but  in 
general  Saudi  society  has  absorbed  the 
impact  of  change  without  serious 
dislocation  and  afienation  -  and  this 
applies  not  only  to  the  long  high  growth 
period  in  the  1970s,  but  also  the  sudden 
downturn,  which  lasted  for  several  years  in 
the  mid  1980s.  While  this  stability  is  no 
surprise  to  the  Saudis  themselves,  it  is 
perceived  as  a  major  achievement  by 
'  )Utsiders  who  have  witnessed  the  turmoil 
of  rapid  change  in  their  own  histories  and 
in  other  parts  of  the  world. 


The  Kingdom  of  Saudi  Arabia 

This  ordered  and  stable  transformation 
was  not  attained  by  circumstance  assisted 
by  luck  -  it  was  deliberately  planned  and 
managed.  When  oil  revenues  and 
Government  expenditures  started  to 
increase,  the  late  King  Faisal  introduced 
systematic  planning  in  the  early  1960s, 
and  in  1968  established  the  Central 
Planning  Organization  ( later  to  become 
the  Ministry  of  Planning).  From  the 
beginning,  development  planning  in 
Saudi  Arabia  was  much  more  than  a 
mechanistic  system  of  forecasting  and 
budgeting  Government  expenditure  - 
it  became  a  method  of  managing  the 
integration  of  economic  growth,  physical 
infi^tructure  development,  and  social 
change.  It  was  guided  by  a  sense  of  vision, 
which  was  not  based  on  any  economic 
ideology  or  grand  design,  but  set  a 
practical  way  to  identify  the  long-term 
development  goals  and  needs  of  Saudi 
society  and  chart  the  course  to  achieve 
them  in  a  fi^ee-enterprise  economic 
system.  Thus,  the  First  Five  Year 
Development  Plan  for  1970  1975  was 
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based  on  a  thirty  year  perspective  plan 
to  the  year  2000.  This  identified  the 
long-term  strategic  goals  -  such  as 
economic  diversification  to  avoid 
dependence  on  oil,  social  welfare,  the 
development  of  human  resources  and 
the  firm  commitment  to  upholding  Islam  - 
which  still  guide  the  Government  poUcies 
and  provide  a  fi-amework  of  consistency 
and  continuity 

After  twentv' years  of  growth,  it  is 
evident  that  a  special  talent  of  Saudi 
Arabia  has  been  the  ability^  to  orchestrate 
the  benefits  of  comprehensive 


A!  Akaria  Center,  Riyadh 

development  -  to  make  the  whole  greater 
than  the  sum  of  the  parts  -  and  to  take  a 
long-term  view  In  hindsight,  the  various 
parts  of  the  national  development  efforts 
have  come  together  over  the  years,  and  the 
dislocations  and  inconvenience  of  rapid 
growth  have  borne  finit  in  the  size  and 
diversification  of  the  economy  the  virtual 
eradication  of  povertv,  the  emergence  of  a 
large  and  strong  private  sector  and  of  an 
outstanding  physical  infrasmjcture.  Saudi 
Arabia  has  been  fortunate  enough  to  have 
been  able  to  amass  large  financial  surpluses 
which  have  enabled  the  Government  to 
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King  Fahd  Library 

take  a  long  term  view  and  to  invest.  This 
degree  of  security  does  lead  K )  perceptions 
and  priorities  among  both  Saudi 
Goviemment  officials  and  pri\-ate  sector 
businessmen  which  are  different  from 
those  of  other  governments  and  foreign 
businessmen  who  are  preoccupied  with 
shon  term  pn)blems  and  solutions  -  next 
month's  sttK^k  prices  rather  than  the 
transfer  of  technology-  owr  fiw  years.  It  is 
of  course  a  matter  of  judgement,  but  it  is 
unlikely  that  Saudi  Arabia  would  ha\e 
achie\t;d  the  same  degree  of  successful 
diversificatk)n  and  outstanding 
infra.structure  without  the  strengths  of  a 
k)ng  term,  holistic  \  ision  which  is  shared 
by  the  business  leaders  as  well  as  by  the 
Govi?mment. 

The  difficulties  of  Saudi  de\'ek)pmeni 
haw  prt)\ed  to  be  the  reverse  image  of 
these  strengths  -  the  concentratk)n  on  the 
broad  picture  results  in  less  attention  to 
detail,  the  concern  for  the  effective  impact 
of  a  prt)gram  tends  to  override  the 
efficiency  of  its  operatkms,  the  perspicacitv' 
of  k)ng  term  vi.skm  tends  to  blur  the  shon 
term  issues.  For  example,  although  there 
has  been  successfiil  integrdtk)n  of 
numeR)us  ptx)jects  inti )  a  highlv-  devvloped 
system  of  physical  infrastructure,  the 
coordiiiuion  of  their  constructk)n  was  not 
so  succes.sful  diiring  the  19''0s. 

EconcMiic  dc'\vk)pment  in  Saudi 
Arabia  has  ertainlv'  not  been  easv'  nor 
without  coi.  traints  and  mistakes,  but 
overall  it  has  I  ^  en  ver\-  successful.  In  the 
words  of  one  p  tminent  Saudi 
businessman  "b.  retm^iect  I  would  not 
make  any  rnaji  rc'virifies  to  t/x' 
detvlipinetit  polt:u.'<  t)x>  couiiny  Imls 
foUuuvii  -  certciin/y  hv  hit  some  j)ot/jok'S 
on  the  road,  but  oi'e7titi  it  /xis  been  highly 
wccessjul" 

Thea-  are  also  major  challenges  ahead. 
The  Government  will  need  ft)  tackle  the 
'   idgei  and  the  balance  of pavnients 


deficit,  at  the  same  time  as  sustaining  a 
sufficient  pace  of  growth  to  keep  up  the 
drive  to  economic  diversification,  while 
finishing  the  pixKess  of  weaning  the 
private  sector  away  fit)m  dependence  on 
Government  expenditure.  At  present,  the 
Government  has  a  fairly  comfortable 
cushion  of  re.senes,  but  there  v\ill  .still  be 
a  difficult  balancing  act  between  fiscal  and 
ecx)nomic  objectives,  and  the  Government 
is  cautu)us  in  not  counting  on  potential 
windfalls  from  a  sudden  oil  price  rise  in 
tlie  next  few  \  ears. 

The  private  sector  also  faces  major 
challenges  of  competing  in  an  economy 
which  attracts  and  allows  in  paxJucts 
fh)m  all  over  the  world,  of  coping  with 
lower  Government  expenditure,  and  of 
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investing  in  training  new  generations  of 
Saudi  manpower  There  is  again  a  difficult 
balance  between  reconciling  the  needs  of 
an  efficient  free  enteiprise  sy'stem,  and 
pR)viding  an  adequate  degree  of  assistance 
ID  allow  infant  industries  and  commercial 
companies  to  get  established. 

But,  although  there  are  major 
challenges,  there  is  confidence  that  they 
can  be  faced  and  overcome.  The  country 
is  politically  stable  and  also  has  a 
continuity'  of  leadership  and  policies.  The 
King  and  all  members  of  the  Council  of 
Ministers  have  decades  of  hard  experience, 
including  the  difficult  times  before  the  oil 
boom,  and  have  shown  that  they  can 
make  tt)ugh  decisions.  There  is  also  a 
generatk)n  of  younger  men  in  senior 
positions  in  the  Government,  who  can 
contribute  fresh  ideas.  These  features  are 
shared  bv  the  private  sector:  many  of  the 
older  generatk)n  of  hard  bitten 
entrepreneurs  who  built  up  major 
enterj-jri.ses  before  the  oil  bcx)m,  are  still 
prov  iding  leadership,  and  are  now  being 
joined  by  their  .sons,  and  by  a  new 
generation  of  prt)fessk)nal  Saudi 
managers  in  many  companies  which 
were  previously  managed  only  by  familv 
members  and  expatriates. 

Tlius,  Saudi  Arabia  faces  the  1990s 
with  a  vision  of  where  the  countrv'  wants 
to  be  bv'  the  year  2000,  with  a  combination 
of  experience  and  innovation  in  the 
leadership  of  the  Government  and  the 
busine.ss  community;  and  with  the 
foimdation  of  the  largest  oil  reserves  in  the 
world.  The  next  stage  of  development  will 
pose  new  challenges,  in  particular  with  the 
development  of  advanced  ttx:hnok)gv- 
capacities  thix)ugh  the  Ofl^et  Fnjgram. 
\  lowever  Saudi  Arabia  has  already-  shown 
that  it  can  realise  its  ambitk)ns,  even  when 
others  had  doubts,  and  has  demonstrated 
a  quiet  but  strong  determination  to  attain 
its  objectives. 


Saudi  Arabia 
for  Petrocliemica 
Development 

When  you  think  of  Saudi  Arabia, 
you  can  now  thinl<  PETROCHEMICALS 
as  well  as  oil. 
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Jubail  and  Yanbu  are  ready  for 
petrochemical  industries. 

Saudi  Arabia  now  offers  more  than  oil.  The  two 
new  Industrial  cities  of  Jubail  and  Yanbu  rank 
among  world  leaders  in  PETROCHEMICALS  as 
well. 

Methanol,  ethylene,  PVC,  Polystyrene,  naphtha 
are  just  a  few  of  over  30  chemical  feedstocks 
available  at  Jubail  and  Yanbu. 
From  them,  numerous  useful  products  can  be 
created  for  local,  regional  and  world  markets. 
Designed  as  complete  manufacturing  centers, 
Jubail  and  Yanbu  welcome  downstream 
petrochemical  industries.  They  feature: 

•  Reliable  fuel  supply. 

•  High  quality  feedstocks. 


Fully  sen/iced  industrial  sites. 

Efficient  transportation  facilities,  including 
world-class  ports. 

•  Long-term  land  leases  at  economic  rates. 

•  Modern  business  and  urban  environment. 

In  addition,  attractive  INCENTIVES  are  available 
to  investors: 

Low  interest  Industrial  loans 

Exemption  from  customs  duties 

Ten-year  tax  holiday 

•  No  exchange  controls 

•  Freedom  to  repatriate  capital  and  profits 

And  most  of  all  Saudi  Arabia's  political  stability 
and  free  market  economy. 


Jubail  and  Yanbu  offer  all  the  elements  for 
success  in  downstream  petrochemical  manufacturing. 

For  further  information,  contact  the  Royal  Comnnission  for  Jubail  and  Yanbu,  P.O.  Box  5964,  Riyadh  11432.  Saudi  Arabia 

Fax  No.  (01)  477  5404,  Telex:  401386  JABEEN  SJ. 
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HISTORY 

The  iTKxlem  Kingdom  of  Saudi  Arabia 
was  proclaimed  in  1932,  the  culmination 
of  a  process  of  unifying  various  small  states 
and  tribal  communities  by  King  Abdul  Aziz 
Bin  Abdul  Rahman  Al  Saud,  generally 
known  as  Ibn  Saud.  But  though  modem 
Saudi  Arabia  is  a  relatively  new  state,  it  has 
a  long  history:  Saudi  Arabia  is  the  countn' 
where  Islam  was  revealed  to  the  Prophet 
Muhammed  fifteen  centuries  ago,  it  has 
ancient  pre- Islamic  civilizations,  and  the 
first  extensive  state  of  the  Al  Saud  had  been 
established  in  the  18th  century  All). 

The  Al  Saud  family  are  the  hereditary 
rulers  of  the  territorv'  around  Riyadh.  In  the 
early  18th  century  AT),  they  welcomed 
Mohammed  Bin  Abdul  Wahhab,  a  religious 
scholar  and  reformer  who  taught  the 
return  to  the  fijndamental  principles  of 
Islam. 

In  brief  terms,  Islam  holds  that  it  is 
the  duty  of  the  state  to  uphold  religion 
and  to  enforce  the  Sharia,  Islamic  law 
So,  in  order  to  extend  these  principles,  the 
Al  Saud  rulers  widened  their  state  through 
invitations  fix^m  other  communities  and 
through  militar\-  intervention,  to 


incorporate  a  large  pan  of  present  Saudi 
Arabia  into  the  Saudi  State.  This  expansion 
brought  them  into  conflict  with  the 
Ottoman  Empire,  which  included  the 
Hijaz  in  the  West  and  Al  Hasa  in  the  East, 
and  claimed  sovereignty  over  the  Central 
part  of  the  Arabian  peninsula.  A  campaign 
by  the  Ottoman  army  led  to  the  destruction 
of  the  first  Saudi  state  in  1818,  but  a 
second  state  soon  flourished  in  the  mid 
19th  century:  This  in  turn  lost  control  of 
the  central  part  of  Arabia  to  a  state  based 
on  Hail  in  the  north,  and  by  the  end  of  the 
19th  century  the  Al  Saud  family  were  in 
exile  in  Kuwait.  Then  in  1902,  the  21  year 
old  Abdul  Aziz  Ibn  Saud  led  a  party  of  just 
40  men  back  to  Riyadh,  re  captured  the  city, 
and  progressively  won  the  rest  of  the 
country  over  the  next  thirty  years. 

The  new  Kingdom  of  Saudi  Arabia 
brought  peace  and  stability  to  the 
peninsula,  and,  in  a  century  dominated  by 
colonial  empires  and  characterized  by  the 
formation  of  states  in  the  course  of 
independence  sUTJggles,  Saudi  Arabia  is 
perhaps  unique  as  a  new  20th  century- 
state  which  was  formed  thn)ugh  different 
circumstances  and  based  on  religious 
principles.  King  Abdul  Aziz  Ibn  Saud 
adopted  the  Sharia  as  the  constitution 
of  Saudi  Arabia.  As  the  civil  power  with 
jurisdiction  over  the  holy  cities  of  Makkah 
and  Madinah,  which  contain  the  two 
holiest  shrines  of  Islam,  the  Kaabah  and 
Mosque  in  Makkah  and  the  Ptx.)phet's 
Mosque  in  Madinah,  the  Saudi  Gosemment 
is  responsible  for  the  safety  of  the  holy 


places  and  for  the  security  of  all  Muslims 
who  make  the  Pilgrimage,  the  Haj,  to 
Makkah,  which  is  the  last  of  the  five  pillars 
of  Islam. 

King  Abdul  Aziz  died  in  1953  after  21 
years  on  the  throne  of  Saudi  Arabia,  and 
over  half  a  century  as  the  ruler  of  an 
expanding  state.  He  was  succeeded  by  his 
sons:  King  Saud  Bin  Abdul  Aziz,  who 
reigned  until  1963,  followed  by  King  Faisal 
Bin  Abdul  Aziz,  who  ruled  until  1975.  King 


Faisal  was  succeeded  by  King  Khalid,  who 
ruled  until  his  death  in  1982,  when  the 
present  King  Fahd  Bin  Abdul  Aziz,  acceded 
to  the  throne.  In  recognition  of  the  duties 
of  the  ruler  of  Saudi  Arabia,  King  Fahd 
took  the  title  Custodian  of  the  Two  Holy 
Mosques  as  his  official  designation  and 
thus  reaffirmed  the  ftindamental 
responsibilities  of  the  Saudi  State. 


DIVERSE  AND  DEPENDABLE 


GENERAL  TKAOING 


JOtm  VENTURES 


THROUGHOUT  THE  KINGDOM  OF  SAUDI  ARABIA  &  THE  ARABIAN  GULF. 
For  almost  a  hundred  years,  through  hard  work  and  business  dedication  the  Kanoo  Group  has  built 
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FROM  SAUDI  ARABIA 
-FOR  A  WORLD  ON  THE  G 


Petromin  Oil  Brand  Lubricants  have  established 
inselves  as  premium  quality  oils  and  greases  In 
Middle  East  as  welt  as  internationally. 
Whether  for  automotive,  diesel  or  marine  engines, 
lines  or  industrial  equipment,  there's  a  Petromin 
-ubricant  to  do  the  job.  j 


Petromin  Oils  are  manufactured  and  marketed  by 
Petrolube,  the  largest  single  source  blender  in  the 
Middle  East. 

Petromin  Lubricating  Oil  Company  (PETROLUBE) 
P.O.  Box:  1432,  Jeddah  21431,  Kingdom  of  Saudi  Arabia, 
Tel.  651  0909,  Telex  601675  PETLUB  SJ,  Fax:  651  2500. 


Petromin 


OILS 


For  a  world  on  the  go. 
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Saudi  Arabia 


Islam  is  one  ot  tlie  world  s  great 
monotheistic  religions.  The  follouiers  of 
Islam,  called  Muslims,  belie\t  in  one  God 
-  Allah  in  Arabic  -  and  that  Muhammad  is 
His  Fix)phei.  liKla\;  the  worldwide 
communit\  of  Muslims,  which  embraces 
the  people  of  mam  races  and  cultua^s, 
numbers  nearK'  one  billion.  Hi.storically 
Saudi  Arabia  has  occupied  a  special  place 
in  the  Islamic  world  as  the  \vr\-  heartland 
of  Islam.  Indeed,  it  is  tow-ards  the  ,s;tcred 
Ka'dhcibm  Makkah  that  Muslims  turn 
de\(  )utly  in  pra\er  fiw  times  a  da\:  An 
appreciation  of  Islamic  histtjn-  is  therefore 
essential  for  a  genuine  understanding  of 
the  Kingdom  of  Saudi  .\rabia,  its  Islamic 
heritage  and  culture,  and  its  leading  role 
in  the  .\i-ab  and  .Muslim  world 

THE  COMING  OF  THE  PROPHET 

AR)und  I  he  year  S^O,  Miihammed  vs-as 
born  into  a  fa'iiilyt)fthi'  rulin.;  tribe  of 
Makkah,  the  powerh.il  and  noble  Qumvsh. 
Makkah,  a  carav.m  city  in  the  1  lijaz  region 
of  nonhwestem  Arabia,  ga^w  anjuiul  tiu- 
Kci'ahab,  meaning  //x'  House  ofikxi,  a 
shrine  of  ancient  origins  built  by  Aliraham 
and  his  son  Ishmael.  Pre  Islamic  .\rabia 
w-as  pohiheistic;  .some  .%0  idols 
representing  the  di\inities  of  the  Hijaz 
wiTL'  housed  in  the  Kiiaixih. 


Or|)haiicd  as  a  child,  Muhammad  .spent 
se\tral  \ears  of  his  boyhcxxJ  among  the 
Bedouins  of  the  desert,  de\ek)ping  a  love 
for  the  rich  Arabic  language  that  was  the 
Bedouin.s  proude.st  art.  He  learned  tlie 
patience  and  forbearance  of  the  herdsmen, 
who.se  life  of  .solitude  he  came  to 
understand  and  appreciate.  As  a  young 
man,  Muhammad  tra\tlled  widely  with 
the  trade  cara\-ans  thn)ugh  Pale.stine,  Syria 
and  'Vemen  before  dedicating  his  life  to 
meditation. 

In  610,  God  rewaled  His  wt)rd  to 
Muhammad  thriiugh  the  Angel  Gabriel.  In 
this  way  Muhammad  bec~ame  the  cho.sen 
bearer  of  the  divine  message  and  began 
pncxrlaiming  the  oneness  of  G<xi.  The 
name  of  this  new  religion,  hlam,  means 
.submivsion  to  God.  The  IbHowvrs  of 
Islam  are  called  Muslims,  meaning  those 
who  submit. 

God  s  me.s.sage,  as  transmitted  tha)ugh 
Muhammed,  was  not  unanimously 
accepted  in  Makkah  Pagan  worshippers 
threatened  by  the  monothei.stic  religion, 
and  merchants  anxious  to  preserve  their 
luci  itive  pilgrimage  trade,  intensified  their 
opposition  to  IsLim.  To  foil  an  assassination 
pk)t  against  liim,  Muhammad  and  a  small 
gioup  of  liis dedic-ated  folk)v\ers emigrated 
to  Madin.ih  This,  the  ////raAoremigratkm, 
dates  the  i  eginning  of  the  Islamic  era  and 


The  Prophet's  Mosque  in  Madinah 
al-Munawwara,  the  second  holiest  site 
in  Islam. 

the  hLstoi>'  of  the  Islamic  community: 

In  629,  Muhammad  re  entered  and 
conquered  Makkah  without  bkxxished, 
destR)ving  the  idols  in  the  Ka'ababand 
convening  the  inhabitants  of  Makkah  to 
Islam.  Througli  Islam,  Muhammad  gave 
the  tribes  of  the  Arabian  peninsula  their 
first  sense  of  unity  and  secured  for  his 
homeland  a  permanent  place  in  the  history 
of  the  world. 

THE  RISE  OF  ISLAM 

Summoned  bv'  the  call  of  Islam,  the 
nomadic  tribes  thundered  across  the 
Arabian  peninsula.  Within  a  centurv;  Islam 
had  s-wept  acro.ss  the  Middle  East  and 
Nonh  Africa  -  fiom  mcxJem  Irac]  to  the 
shores  of  the  Atlantic  Ocean.  At  its  apogee, 
Islam  held  swuy  as  far  as  Spain  in  the  west, 
and  India  and  China  in  the  east  -  virtually 
the  entire  known  v\()rld.  By  conversion, 
commerce  and  conquest,  Islam 
inttixiuced  a  comprehensive  faith  and  a 
political  legal  svstem  which  established 
order  and  justice  in  a  pericxJ  of  world 
chaos  and  disintegrating  empires. 

Islam  fostered  the  flowering  of  brilliant 


ci\  ilizations  and  the  de\elopment  of  great 
centers  of  learning.  It  was  a  period  of 
d\  namism,  a  melding  of  ancient  and  ne^- 
thought  fiiom  east  to  west,  producing  great 
contributions  in  medicine,  science, 
mathematics,  ph\sics,  law,  astronomy, 
geography,  architecture,  art,  language, 
literature  and  history:  Islamic  civilization  - 
rich,  sophisticated  and  \aried  -  has  taken 
its  place  among  the  great  cultural 
achie\ements  of  human  histon;  The 
genius  of  Arab  ci\ilization  set  the  stage  for 
tlie  European  Renaissance. 

ISLAM  IN  THE  MODERN  AGE 

With  the  shift  of  power  to  Western 
Europe  and  the  e\entual  colonization  of 
parts  of  the  Middle  East,  Islamic  rule  and 
tiie  scope  of  its  political  influence  began 
to  diminish.  Nonethele.ss,  Islam  remained 
a  stR)ng  spiritual  and  moral  force  in  many 
countries  and  societies. 

As  colonial  aile  ga\'e  wa\'  to  new, 
~clf-go\erning  nations  in  the  20th  century; 
Islam  re-emerged  on  the  world  stage  as  a 
major  political  and  economic  force. 
Despite  great  changes  in  traditional 
societies,  as  well  as  the  demands  of  the 
contemporary  age,  Islam  has  grown  as  a 
dynamic  and  universal  religion  with  a 
continued  impact  on  world  affairs. 

THE  COMMUNITY  OF  THE 
FAITHFUL 

Islam  is  at  once  a  religion  and  a  total 
ua\'  of  life.  It  prescribes  order  for 
individuals,  societies  and  governments, 
codif\ing  law;  family  relationships,  matters 
of  business,  etiquette,  dress,  food  hygiene 
and  much  more.  The  ummah,  or 


Reading  from  the  Holy  Qur'an,  the 
Sacred  Scriptures  revealed  to  the 
Prophet  Muhammed,  a  source  of 
guidance  for  over  fourteen  hundred 
years. 


Eid  prayer  in  the  Great  Mosque  in 
Makkah  signifying  the  ending  of  the 
month  of  Ramadan. 


community  of  believers,  is  unified  across 
national  boundaries  by  its  conscious 
acceptance  of  the  oneness  of  God  and  its 
mission  on  earth.  There  is  no  human 
hierarchy'  to  intervene  ber^'een  man  and 
God;  in  the  eyes  of  Islam,  all  people  are 
equal. 

The  Qur'an  is  the  cornerstone  of 
Islamic  faith.  Muslims  believe  that  the 
Qur'an,  the  holy  book  of  Islam,  is  the 
Word  of  God  as  revealed  to  the  Prophet 
Mohammad  in  the  Arabic  language.  It  is 
regarded  as  the  final  revelation,  as 
Muhammad  is  regarded  as  the  final 
Prophet  -  the  seal  of  the  prophets. 

THE  FIVE  PILLARS  OF  ISLAM 

Despite  the  great  bodv'  of  tradition  and 
law,  the  practice  of  Islam  is  essentially 
personal  -  between  God  and  the  believer. 
Islam  has  five  primary  obligations  or 
pillars  of  faith  that  each  Muslim  must 
fulfill  in  his  or  her  lifetime. 

Shahaclah,  profession  of  faith,  is  the  first 
pillar  of  Islam. 


Salah,  ritual  or  devotional  worship,  is 
second  pillar 


the 


Zakat,  almsgiving,  is  the  third  pillar,  and 
like  prayer  is  considered  a  form  of  worship. 


Sawm',  fasting  during  the  Holy  month  of 
Ramadan,  is  the  fourth  pillar. 


Haj,  meaning  visit  to  the  revered  place,  the 
pilgrimage  to  Makkah,  is  the  fifth  pillar  and 
the  most  significant  manifestation  of 
Islamic  faith  and  unity  in  the  wodd.  For 
those  Muslims  who  are  mentally  physically 
and  financially  able  to  make  the  faithftil 
journey  to  Makkah,  the  Haj'is  the  peak  of 
their  religious  life.  The  Haj  is  a  worldwide 
gathering  of  over  two  million  Muslims  to 
the  holy  city  and  a  remarkable  spiritual 
happening.  In  performing  the  Haj,  a 
pilgrim  follows  the  order  of  ritual  as 
Muhammad  performed  the  rites  during  his 
last  pilgrimage. 

The  five  pillars  of  Islam  define  the 
basic  identit>'  of  the  Muslims  -  their  faith, 
beliefs  and  practices  -  which  binds 
together  a  worldwide  community  of 
believers  into  a  fellowship  of  shared  values 
and  concerns. 

The  Kingdom  of  Saudi  Arabia  is  the 
heartland  of  Islam;  the  birthplace  of  its 
history  the  site  of  two  holy  cities,  and  the 
focus  of  Islamic  devotion  and  prayer 
Saudi  Arabia  is  committed  to  preserving 
the  Islamic  tradition  in  all  areas  of 
government  and  society  Islam  guides  not 
only  the  lives  of  the  people,  but  also  the 
direction  of  the  Government.  The  Qur'an 
is  the  constitution  of  the  Kingdom  and 
Shari'ah  is  the  base  of  the  Saudi  legal 
svstem. 


King  Fahd  bin  Abdul  Aziz,  Custodian  of  the  Two  Holy  Mosques,  lays  the 
foundation  stone  for  the  extension  of  the  Great  Mosque  in  Makkah. 
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GUARDIAN  OF  THE  HOLY  PLACES 

Saudi  Arabia  is  the  home  of  two  of 
Islam's  holy  sanctuaries,  Makkah  the 
Blessed  and  Madinah  the  Radiant.  The 
Al-Aqsa  Mosque  in  Jerusalem,  which 
encloses  the  place  from  ^here  the  Piophet 
Muhammad  ascended  to  heaven, 
completes  the  triad  of  venerated  shrines 
in  the  Islamic  world. 

To  Saudi  Arabia,  the  holy  cities  of 
Makkah,  the  birthplace  of  Islam  and  the 
Prophet  Muhammad,  and  Madinah,  the 
PRjphet's  burial  place,  are  a  sacred  trust 
exercised  on  behalf  of  all  Islam. 
Recognizing  the  unique  and  historic 
tradition  these  holy  sites  represent,  King 
Fahd  adopted  the  official  title  of  the 
Ciistodiari  of  the  Tuv  Holy  Mosques  as  an 
expression  of  his  deep  sense  of 
responsibility-  to\\ards  Islam. 

Saudi  Arabia's  de\'otion  to  Islam  is 
unparalleled  and  is  demonstrated  by  its 
superb  maintenance  and  expansion  of  the 
hol\-  sites,  enabling  e\en  more  Muslims  to 
share  in  the  hqj.  Beginning  with  King 
Abdul  Aziz,  the  maintenance  and 
expansion  of  the  holy  sites  has  been  an 
es.sential  priorit\'  tor  the  Kingdom.  Even- 
year  ft.inds  fk)m  the  annual  budget  are 
allocated  exclusively  tor  this  purpose. 

CurrentK;  King  Fahd  is  directing  the 
largest  and  most  ambitious  expansion 
piDject  at  Makkah  and  Madinah.  >Xlien 
completed,  the  HoK-  Mosque  in  Makkah 
will  accomniodate  over  1  million 
wx:)rshippers.  The  expansion  of  the 
Pn:)phet"s  Mosque  in  Madinah  will  increase 
its  capacin-  fo;)m  28,000  to  650,000 
worshippers. 


Models  showing  the  extension 
projects  currently  underway  in  Makkah 
and  Madinah. 


The  de\ek)pment  of  the  area 
sunounding  the  Holy  Mo.sques  of  Makkah 
and  Madinah  will  complete  the 
infrastructure  to  accommcxiate  the 
millions  of  Muslim  pilgrims  fit)m  amund 
the  world  who  lake  pan  in  the  annual  haj. 
Over  the  vears,  the  Kingdom  has  dedicated 
considerable  financial  and  human 
resources  to  in-ipn)\ing  tran.sportation, 
accon-imodation  and  healthcare  fecilities 
so  that  Muslims  making  the  haj  may  carrv' 
out  their  religious  observ-ances  in  comfort 
and  satetv: 

"With  the  help  of  God,  u>e  uiU  continue 
to  /.x»i()r  thL<ign'c4l  tmst,  I.K)ldingfast  to  our 
Islamic  ctvedatid  iiplxjlding  its  teachings. 
U^  niU  make  eivn  effort  to  strengthen 
our  relations  u  ith  our  brothers  in  Muslim 
and  Arab  countries,  and  we  will  do  our 
utmost  for  the  Muslim  nation." 

King  I'ahd  Bin  Abdul  .Aziz, 
Custodian  of  the'Iwx)  Holv'  Mosques. 


Maintaining  today  for  a  better  tomorrow. 
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A  Saudi  Arabian  Operations  &  Maintenance 
Company  Specializing  in  Management  and 
O&M  of  Airports,  Seaports,  Buildings, 
Electrical,  Mechanical  and  Electronic 
Systems,  Telecommunications,  City  Clean- 
ing, Catering  and  Community  Services. 

Saudi  Services  &  Operating  Company  Ltd. 
P.O.  Box  2824,  Jeddah  21461,  Saudi  Arabia 
Tel.  6437619,  Telex  604295  SSOC  SJ 
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SAUDI  ARABIAN  MARKETING  &  REFINING  CO. 

SAMAREC 

(Under  Formation) 

A  message  from  Saudi  Arabia's  Minister 
of  Petroleum  and  Mineral  Resources. 

Within  the  context  of  the  strategic  objectives  set  by  the  Custodian  of  the  Two 
Holy  Mosques,  King  Fahd  Bin  Abdul  Aziz,  to  further  develop  the  oil  industry  in  Saudi 
Arabia,  the  Board  of  Directors  of  the  General  Petroleum  &  Mineral  Organization 
(PETROMIN)  authorized  the  formation  of  The  Saudi  Arabian  Marketing  &  Refining 
Company  (SAMAREC). 

In  a  recent  meeting  with  prominent  Saudi  Arabian  businessmen,  I  reiterated  the 
Kingdom's  policy  for  developing  a  strong  and  efficient  oil  industry  through  sound 
planning  which  would  be  capable  of  overcoming  the  many  difficulties  and  cope  with 
the  challenges  associated  with  meeting  domestic  and  international  demands  for 
petroleum  products. 

SAMAREC,  which  came  into  existence  on  1.1.89,  has  brought  together  and 
streamlined  all  those  PETROMIN  subsidiaries  which  were  previously  responsible  for 
the  refining,  supply,  distribution  and  marketing  of  petroleum  products,  both  in  the 
Kingdom  and  internationally.  This  significant  event  was  greatly  facilitated  by  the 
enthusiasm  shown  by  all  our  staff  which  will  continue  to  provide  the  catalyst  for  the 
planned  development  of  SAMAREC.  Activities  are  currently  being  undertaken  to 
implement  the  organization  structure,  functions  and  procedures  which  will  allow 
SAMAREC  to  take  its  place  in  our  industry  as  a  major  downstream  oil  company. 

I  take  this  opportunity,  as  Chairman  of  the  Board,  to  wish  the  President  &  CEO  and 
the  staff  of  SAMAREC  the  best  of  luck  and  trust  that  their  hard  work  and  enthusiasm 
will  bring  them  just  returns  not  least  in  the  form  of  satisfied  customers  in  Saudi  Arabia 
as  well  as  in  the  international  oil  markets. 


Hisham  Nazer 

Minister  of  Petroleum  &  Mineral  Resources 
and  Chairman  of  the  Boards  of 
PETROMIN  &  SAMAREC 


P.O.  Box  5250  Jeddah  21422  Saudi  Arabia  Tel.  (02)  6603232,  Fax:  (02)  6674549,  Telex:  603282  PETLIN  SJ 


Saudi  Arabia 

YESTERDAY      AND      TODAY 


INDUSTRY  IN 
SAUDI  ARABIA 

Manufecturing  industrv'  is  now  well 
established  in  Saudi  Arabia,  and  while  it 
still  forms  a  relati\iely  small  pan  of  total 
Gross  Domestic  Product  ( at  about  7  per 
cent  in  current  prices),  it  has  alread>' 
achieved  a  significant  absolute  size.  For 
example,  according  to  UNIDO  figures,  the 
Saudi  manufecturing  sector  is  larger  than 
that  of  several  of  the  smaller  OECD 
countries,  such  as  Greece  and  Ponugal, 
and  of  some  newly  industrialized  countries 
like  Singapore  and  Hong  Kong. 

For  the  sake  of  convenience,  Saudi 
industry  can  be  categorized  in  four  main 
groups:  first,  petroleum  refining,  managed 
by  Saudi  Aramco  and  the  new  Saudi 
Arabian  Marketing  and  Refining  Company 
(SAMAREC);  second,  the  large  scale  basic 
industries  of  petrochemicals  and  steel, 
managed  by  the  Saudi  Arabian  Basic 
Industries  Corporation  (SABIC);  third,  the 
general  manufecturing  acti\ities,  which 
are  run  entirely  by  the  private  sector;  and 
fourth,  the  small  scale  light  industries  in 
over  20,000  workshops.  A  fifth  group  is 
now  rapidly  emerging,  with  the  new 
advanced  technology  projects  promoted 
through  the  military  OSset  Scheme. 

THE  STAGES  OF  INDUSTRIAL 
DEVELOPMENT 

Saudi  industry  has  come  a  long  way  in 
ashon  time.  In  1965,  there  were  only  about 
30  modem  factories  in  the  country-;  by  1975, 
there  were  over  700  factories  producing  a 
wide  \ariety  of  goods,  most  of  which  were 
relatively  simple  products,  or  final  assembly 
of  the  more  complicated  goods,  but  at  least 
a  manufacturing  base  was  established. 

Then  in  the  following  decade,  1975- 
1985,  the  manufacturing  sector  grew  at  an 
average  rate  of  over  15  per  cent  a  year,  and 
the  number  of  factories  soared  to  about 
2,000.  This  was.  the  period  of  the 
infrastructure  boom,  and  Saudi 
entrepreneurs  swiftly  established  factories 
to  produce  building  materials. 

This  decade  also  saw  the  binh  of  a 
whole  new  wor;ldscale,  expon- directed 
petrochemical  industn-  and  an  export 
refining  industry:  The  Saudi  Arabian  Basic 
Industries  Corporation  (SABIC)  was 
established  in  1976;  by  1985/86  it  had 
constructed  and  brought  on  stream  11 
large  petrochemical  and  steel  factories  and 
developed  two  others  (which  came  on 
stream  in  1988),  four  of  which  were  billion 
dollar  projects.  Total  sales  had  increased 
from  under  $500  million  in  1984  to  over 
$3-3  billion  in  1988.  This  whole  program 
was  achieved  aliead  of  schedule  and  within 


budget.  SABIC  also  incorporated  two  older 
basic  industries  factories,  a  steel  rolling 
mill  and  a  fertilizer  plant.  During  the  same 
period  three  new  large  refineries  were 
built,  including  one  of  the  largest  in  the 
world.  Aramco  pR)\ided  the  feedstock  for 
the  petrochemical  industry-  through  a 
$10  billion  gas  gathering  and  treatment 
scheme  to  collect  all  the  gas  which 
previously  had  K)  be  flared  off.  So  in  a 
single  decade,  the  Saudi  industrial  sector 
was  transformed  with  the  in\'estment  of 
over  $24  billion  in  gas  gathering,  oil 
refining  and  petrochemicals. 

Currently  Saudi  manufacturing  is 
undergoing  a  period  of  restructuring 
and  a  pause.  The  output  value  of  the 
manufacturing  sector  as  a  whole  declined 
in  1985-1987,  due  to  two  main  factors;  the 
lower  prices  of  refined  oil  products  and 
the  decline  in  demand  for  construaion 
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materials.  Other  manufecturing  activities, 
however,  did  well,  thus,  there  is  a  strong 
trend  away  fitjm  building  materials  where 
there  is  overcapacity:  In  1987  1988,  there 
was  an  upturn  with  the  industrial  sector  as 
a  whole  growing  by  19  per  cent  in  1987 
and  4.7  per  cent  in  1988,  according  to 
pro\isional  figures  fix)m  the  Ministry  of 
Finance.  Investment  is  .still  continuing  but 
factory  start-ups  are  not  proceeding  at  the 
same  level  as  five  years  ago.  There  are 
various  reasons  for  this;  first,  the  number 
of  start- ups  was  artificially  high  during  the 
boom  years  and  the  same  momentum 
could  not  be  sustained.  Second,  investors 
are  certainly  more  cautious  at  a  time  of 
general  economic  slowdown,  and  take 
more  time  to  study  and  plan  their  new 
projects  -  the  obvious  opportunities  were 
all  taken  long  ago.  Third,  the  Saudi 
industrial  sector  is  preparing  itself  for  a 
new  phase  of  expansion  and  a  major  step 
change  in  the  le\el  of  technology  during 
the  1990s. 

A  number  of  major  industrial  groups 
have  completed  several  years  of  careful 
planning  and  are  set  to  launch  a  range  of 
large  scale  projects  including  the  Alusa 
aluminium  smelter  complex.  This  will  be 
the  largest  single  investment  project 
undertaken  by  the  Saudi  private  sector, 
with  a  total  invested  capital  of  up  to  $840 
million,  and  a  capacity  of  210,000  tons  per 
year  The  project  illustrates  the  strategic 
thinking  of  the  Saudi  industrialists.  It  was 
originally  concei\'ed  back  in  1983,  when 
the  founders  of  the  Saudi  Cable  Company 
(which  was  itself  established  in  1975) 
recognized  that  they  would  ultimately 
need  an  integrated  chain  of  copper, 
aluminium  and  PVC  in  order  to  compete 
efficiently  in  the  cables  business.  Saudi 
Arabia  is  an  excellent  location  for 
aluminium  smelting  because  of  the  low 
energy  costs  and  the  infrastructure,  but 
world  market  conditions  did  not  justify-  the 
development  of  a  project  until  1985,  as 


other  smelters  had  been  established  in 
Dubai  and  in  Bahrain  ( in  which  SABIC  is  a 
shareholder  J.  The  Saudi  aluminium 
smelter  was  originalK'  planned  to  be  a 
SABIC  project,  because  the  scale  was 
considered  too  large  for  the  private  sector, 
but  the  increasing  strength  of  the  Saudi 
private  sector  enabled  SABIC  to  relinquish 
its  plans  in  1982,  and  in  1983  the  private 
investors  started  planning  for  the  project 
and  negotiating  with  potential  foreign 
partners. 

The  Alusa  project  will  be  owned  by  a 
joint  venture  between  the  Alujain 
Corporation,  a  Saudi  joint  stock  company, 
with  a  60  per  cent  shareholding,  and 
foreign  panners,  including  Pechinev'  which 
will  provide  the  technology;  and  could 
possibly  include  British  Aerospace  as  pan 
of  the  Al  Yamamah  Offset  Program. 

THE  OFFSET  PROGRAM 

The  Offeet  Program  is  one  of  the 
newe.st  features  of  Saudi  industr\'  and  \\\\\ 
have  an  impcjrtant  function  to  boost 
expansion  in  the  1990s.  Offset, 
countertrade  and  baner  arrangements  are 
nowadays  a  common  factor  in  large  .scale 
supply  contracts,  especially  with  the  major 
armaments  .sales,  however,  the  Saudi 
Offset  PR)gram  has  a  difference  in  that  it  is 
applied  through  the  formation  of  50:50 
joint  ventures  berueen  foreign  and  Saudi 
busine.ss  partners.  It  is  a  pn)fit  based 
pn:)gram  designed  tor  mutual  benefit  to 
all  panners. 

The  Offset  Pn)gram  is  another  example 


of  the  type  of  long-range  strategic  thinking 
which  characterizes  Saudi  development 
planning.  The  industrial  projects  which 
are  developed  under  the  Offset  Program 
are  designed  to  be  linked  together  so  that 
the  whole  Pa^gram  is  greater  than  just  the 
sum  of  the  individual  projects.  The  Program 
thus  makes  a  contribution  to  the  general 
strategv'  of  economic  diversification,  and 
to  the  transplant'  of  an  indigenous 
technological  capabilitv'  through  the 
cumulativie  technologv'  transfers  and 
svTiergies  of  the  individual  projects. 

The  Saudi  Offset  started  in  1985  with 
the  Peace  Shield  Program.  This  was 
associated  with  a  contract  for  a  modem 
Command,  ContiT)l  and  Communication 
System  (named  Peace  Shield)  which  was 
won  bv'  a  consortium  led  bv'  Boeing, 
including  Westinghouse,  General  Electric, 
I.T.T  and  the  Basil  Corporation.  As  part  of 
the  tender,  each  competitor  was  asked  to 
identifv'  appn)priate  pn)jects  and  the 
w inner  to  invest  the  equivalent  of  35  per 
cent  of  the  value  of  the  technical  content 
of  the  contract  to  develop  local  industry: 
Then  in  1988,  the  Yamamah  Offset  PiDgram 
was  agreed  between  the  Saudi  and  British 
Governments  in  connection  with  the 
suppiv-  of  Tornado,  Hawk  and  Pilatus 
aircraft  thn)ugh  Briti.sh  Aenxspace  as 
the  prime  contractor  Under  the  Yamamah 
Program,  the  British  Government  is 
committed  to  stimulating  the  investment 
of  25  percent  of  the  technical  content  of 
the  much  larger  contract  in  kxal  industn: 

The  .scale  of  in\e.stment  under  the 


Offset  Program  is  huge;  approximately 
$1  billion  under  the  Peace  Shield  and 
about  2  billion  Pounds  Sterling  under  the 
Yamamah  Program.  But  this  amount  will 
be  invested  progressively  over  at  least  a  ten 
year  period.  So  far,  five  projects  are  already 
underway  with  the  Peace  Shield  Program: 
a  software  company  an  aero-engine 
refurbishment  plant,  an  aircraft 
modification  center,  an  aircraft  accessory 
company  and  an  advanced  electronics 
company  Some  eight  other  projects  are 
under  studv'  for  the  Peace  Shield  Program 
( ranging  fium  a  biotechnology  seed 
research  center  to  a  telephone  digital 
switching  factory),  while  the  first  three 
projects  have  just  been  announced  under 
the  Yamamah  Program.  With  this  scale  and 
the  technological  qualitv'  of  investment, 
the  Offset  Program  will  ftanction  as  a  new 
'engine  room'  for  the  next  stage  of  Saudi 
industrial  diversification  in  the  1990s, 
following  and  supplementing  the 
expansion  of  the  1980s  which  was  led  by 
SABIC.  SABIC  is  expected  to  continue  its 
expansion  program  in  the  1990s,  by 
devek)ping  as  a  global  petrochemical 
companv;  investing  in  R  &  D  (a  new  center 
is  currently  under  construaion),  and 
moving  towards  a  greater  degree  of 
integration  of  chemical  products  rather 
than  reiving  on  the  commodity  paxiucts. 

A  massive,  kmg  term  plan  like  the 
Offeet  Pa)gram  obviouslv-  requires  carefi.il 
management,  and  a  number  of  specialized 
executive  and  investment  agencies  have 
been  developed.  The  whole  Program  is 
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In  1987,  Ford  Motor  Company 
placed  their  trust  in  Haji  Husein 
Alireza  &  Co.  by  appointing  us 
the  exclusive  distributor  in  the 
Kingdom  for  the  Mercury  range 
of  vehicles,  along  with  Kingdom - 
wide  distribution  of  Ford  and 
Motorcraft  parts. 

The  success  of  this  partnership 
is  evident  today  on  the  highways 
of  Arabia. 

Mercury  style  and  technology 
along  with  Alireza  backup  has 
further  reinforced  Ford's 
worldwide  reputation  for  quality 
and  reliability. 

Ford  and  Haji  Husein  Alireza; 
a  partnership  of  quality  and 
service. 


Haji  Husein  Alireza  &  Co.  Ltd. 

Over  80  years  of  experience 
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supervised  by  the  Saudi  inter  ministerial 
Offset  Committee  chaired  by  H.H.  Prince 
Fahd  Bin  Abdullah,  Assistant  to  the 
Minister  of  Defence  for  Civil  Aviation,  with 
representatives  of  the  Ministries  of 
Finance  and  National  Economy  Planning 
Industry  and  Electricity  and  Commerce. 
Tliis  Committee  has  a  full  time  Secretariat 
which  reviews  all  the  projects  and 
administers  the  Program.  The  Saudi 
private  sector  has  established  a  number  of 
investment  corporations  which  have 
already  taken  equity  stakes  in  several 
projects,  such  as  the  Saudi  Advanced 
Industries  Company  (specifically 
designed  for  Ofifeet),  the  National 


Industrialization  Company  and  the  Saudi 
Venture  Capital  Group. 

The  foreign  parmers  have  also 
established  investment  mechanisms:  the 
Boeing  Consortium  set  up  the  Boeing 
Industrial  Technology  Group,  while  the 
British  Government  formed  a  British 
Offeet  Committee  and  Secretariat  as  a 
counterpart  to  the  Saudi  organization, 
and  British  Aerospace  have  formed 
their  own  specialist  Oflset  Department. 
One  particular  feature  of  the  whole  Offeet 
Program  is  that  investment  opportunities 
are  open  -  for  example,  the  Dowty  Group 
(a  British  company)  is  a  major  partner 
in  the  Aircraft  Accessories  Center  under 
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THE  SAUDI  PHARMACEUTICAL  &  MEDICAL 
APPLIANCES  CORPORATION 


(SPIMACO) 
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The  first  pharmaceutical  plant  in  Saudi  Arabia  and  one 
of  the  most  sophisticated  projects.  SPIMACO  is  now 
well  established  and  continues  to  play  a  leading  role 
in  the  diversification  of  the  Saudi  industrialization 
program.  SPIMACO  symbolizes  a  unique  blend  of  high 
technology,  international  cooperation  and  dedicated 
commitment  to  excellence. 

In  SPIMACO  ...  we  believe  that  building  a  market 
orientation  improves  corporate  performance,  while  R&D 
catalyzes  it.  Thus  we  built  our  strategy  upon  resourceful 
integration  of  "production,  marketing  and  R&D." 

In  SPIMACO  . . .  the  development  of  ideas,  men  and 
products  in  an  unending  process. 
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the  Boeing  Offeet  Program,  while  the 
Yamamah  Ofifeet  Program  is  also  open 
to  non- British  companies. 

THE  'INSTITUTIONAL 
INFRASTRUCTURE' 

The  network  of  agencies  involved  in  the 
Ofifeet  Scheme  illustrates  the  institutional 
infrastmcturewhich  has  stimulated  Saudi 
industrialization.  The  overall  strategic 
planning  is  carried  out  by  the  Ministry  of 
Industry-  and  Electricity  which  is  the 
regulatory  and  policy  making  agency  for 
industn:  Recently  a  number  of  privately 
owned  industrial  development  and 
investment  companies  have  been 
established.  The  first  of  these  was  the 
National  Industrialization  Company  (NIC). 
The  NIC  operates  both  as  an  investment 
fund,  with  a  policy  to  provide  up  to  30  per 
cent  of  a  project's  equity;  and  as  a 
development  company  which  has  already 
estabUshed  a  number  of  speciaUzed 
companies,  and  has  recently  signed  an 
agreement  with  Agfe  to  produce  X-ray  film 
in  the  Kingdom.  Following  NIC,  a  group  of 
40  private  investors  established  the  Saudi 
Venture  Capital  Group  in  1986,  which  is 
intended  to  concentrate  on  downstream 
petRxrhemical  projects,  and  has  already- 
commenced  the  development  of  a  titanium 
dioxide  plant.  The  Advanced  Industries 
Corporation  was  formed  in  1987  to 
concentrate  on  ofifeet  projects  and  the 
Saudi  Industrial  Development  Group  in 
1988  for  general  manufacturing  and 
engineering  indusuies.  Most  recently  in 
.April  1989,  the  Saudi  Industrial  Expon 
Company  v^-JL'i  launched  as  an  international 
trading  enterprise  to  assist  the  r^idly 
gRming  exports  of  Saudi  non  oil  and  non- 
petJtKhemical  manufactured  goods, 
which  have  increased  fiom  a  level  of  about 
$100  million  in  1985  to  over  $530  million 
in  1988. 

All  these  new  enterprises  were  formed 
through  ccx)peration  by  the  private 
companies  and  the  Chambers  of 
Commerce  supported  by  the  Government. 
For  example,  the  Government  conduaed 
the  feasibility  studies  for  the  export 
company,  and  senior  ofificials  were 
instrumental  in  encouraging  private 
businessmen  (o  form  the  other  investment 
companies,  but  the  Government  has 
been  carefiji  to  maintain  a  hands- off  po\ic\' 
in  regard  to  investment  management, 
which  is  left  to  the  private  sector  Raising 
the  money  has  never  been  a  problem 
for  a  good  enterprise  -  Al^dullah 
Dabbagh,  Secretary  General  of  the  Saudi 
Council  of  Chambers  of  Commerce, 
recalled  that  the  Advanced  Industries 
Corporation  was  clinched  in  a  single 
meeting  in  one  morning  in  his  office, 
when  the  initial  capital  of  $30  million 
was  pledged  on  the  spot  by  a  group 
of  investors. 

Each  of  these  companies  has  a 
particular  position  and  n)le  in  tlie  industrial 
.sector,  and  all  have  the  characteristics  of 
being  privately  ain.  entrepreneurial 
development  organizations. 
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INVESTMENT  INCENTIVES 

The  successful  development  of  Saudi 
industry  can  be  attributed  to  a  combination 
of  factors.  First,  there  has  been  the  good 
business  environment  of  a  growing  ftee- 
enteiprise  economy  and  political  stability: 
Second,  there  has  been  the  initiative  of  the 
Saudi  private  sector,  which  went  beyond 
the  easy  option  of  just  importing,  and 
established  local  production  facilities 
whenever  these  were  viable.  Third,  there 
was  the  Government  industrial  incentive 
package. 


Abdul  Aziz  Al  Zamil,  Minister  of 
Industry  and  Electricity 

The  Saudi  incentive  package  has  been 
designed  to  be  as  competitive  as  that 
offered  by  any  other  country  and  any  free 
trade  zone  -  indeed  the  Minister  of 
Indusuy  and  Electricity  Abdul  Aziz  Al 
Zamil,  emphasizes  that  the  whole  country 
is  like  a  free  trade  zone:  there  are  no 
currency  restriaions,  free  movement  of 
capital  in  and  out,  no  personal  income 
taxes,  10  year  tic  holidays  for 
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National  Networks  Control  Centre 
(PTT),  Riyadh 

manufacturing  projects,  raw  materials  and 
components  are  imported  duty-free  and 
the  protection  of  private  ownership  is 
established  in  Islamic  Law 

In  addition,  to  these  ^e  trade  facilities, 
there  are  financial  and  procurement 
incentives.  The  soft  loans  provided  by  the 
Saudi  Industrial  Development  Fund  are 
given  on  terms  which  are  among  the  most 
generous  in  the  world  -  and  the  projects 
are  carefully  scrutinized  by  the  Fund's  loan 
officers  who  want  K)  ensure  that  the 
country's  investment  capital  will  be  well 
used.  Products  manufactured  in  Saudi 
Arabia  are  given  preference  in  Government 
purchases,  provided  they  are  of  acceptable 
quaUty  and  the  prices  are  reasonable,  and 
similar  preferences  have  recently  been 
extended  to  cover  the  whole  GCC  under 
the  term  of  the  Unified  Economic 
Agreement. 

The  incentive  package  was  originally 
designed  as  a  method  to  overcome  the 
constraints  to  industrial  investment, 
because  during  the  1970s  and  early  1980s 
the  main  problems  were  shortages  of 
manpower,  supplies  and  infrastructure, 
which  led  to  a  high  cost  base.  Now  there 
is  a  perceptible  shift  in  industrial  policy 
and  the  incentives  are  applied  and  being 
modified  lo  provide  ^  positive 
environment  fox  investors  -  both  local 
and  foreign. 

In  addition  to  these  operational 
incentives,  Saudi  Arabia  provides  good 
industrial  physical  infi-astructure.  This 
includes  the  two  industrial  cities  of  Jubail 
and  Yanbu,  and  fully  serviced  industrial 
parks  in  Riyadh,  Dammam,  Hofuf  Jeddah, 
Buraidah  and  Makkah,  with  two  more 
under  development  in  Madinah  and 
Khamis  Mushay  and  a  new  high-tech  park 


at  Riyadh  airport,  mainly  but  not  exclusively 
intended  for  the  Offeet  Projects.  In  addition 
to  these  industrial  facilities,  there  is  a 
national  system  of  modem,  efficient 
infrastructure;  the  whole  country  is  linked 
by  highways  which  are  large  enough  to 
prevent  congestion;  there  is  a  good 
international  and  internal  airline  system, 
extensive  port  capacity  and  the 
telecommunications  are  outstanding. 
The  industrial  infi-astructure  was 
established  by  speciaHsed  development 
agencies  -  the  Royal  Commission  for  Jubail 
and  Yanbu,  the  Minisoy  of  Indusuy  and 
Electricity  and  the  Arriyadh  Development 
Authority  Now  that  these  have  largely 
completed  thefr  tasks  of  developing 
infi-astructure,  they  have  diversified  thefr 
roles  to  become  investment  promotion 
agencies,  for  example  the  Arriyadh 
Development  Authority  will  hold  a  large 
conference  on  investment  opportunities 
in  October,  and  the  Ministry  of  Industry 
has  prepared  profiles  of  40  potential 
manufacturing  projects. 

Foreign  investment  has  always  been 
encouraged  through  the  Foreign  Capital 
Investment  Bureau.  The  Government 
prefers  foreign  investors  to  form  joint 
ventures  with  at  least  25  per  cent  Saudi 
equity  Joint  ventures  are  treated  equally  to 
Saudi  companies,  eligible  for  all  the 
incentives.  The  history  of  refations  between 
the  foreign  business  community  and  the 
host  society  has  been  remarkably  good 
ever  since  Aramco  first  started  over  half  a 
century  ago.  Foreigners  five  in  safety  and 
although  there  have  been  cases  of  foreign 
companies  leaving  the  country  and  of  joint 
ventures  breaking  up  in  acrimony  these 
have  been  relatively  rare  and  have  been 
treated  as  individual  cases  without 
poisoning  the  general  community  and 
business  relations.  Saudi  society  is 
certainly  different  firom  American, 
European,  Asian  and  also  other  Arab 
societies  and  the  Saudis  are  clear  in  thefr 
insistence  on  maintaining  thefr  religious 
purity  and  cultural  integrity  in  the  midst  of 
rapid  material  change.  So  the  expatriate 
community  and  the  foreign  visitors  are 
expected  to  conform  to  the  standard  of 
thefr  hosts,  and  the  great  majority  can 
accommodate  the  requfrements  and  adapt 
themselves.  For  example,  there  are  now 
thfrd  generation  Aramcans,  Americans 
who  have  lived  and  worked  all  thefr  lives  in 
Aramco;  and  in  the  Saudi  American  Bank, 
90  per  cent  of  the  CitiCorp  staff  on 
secondment  apply  for  an  extension  of 
thefr  conu-act  periods.  Despite  the 
cultural  contrasts,  the  large  numbers  of 
expatriates  five  and  work  successfijUy  with 
the  host  society  and  it  is  noticeable  that 
the  senior  managers  of  foreign  companies 
usually  form  very  close  bonds  of  fiiendship 
as  well  as  mutual  business  respect  with 
thefr  Saudi  joint  venture  partners. 
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A  successful  example  off  industrial 
cooperation 

Saudi  Cable  Company  (SCC)  is  a  vivid  example  of  economic  cooperation  between  two  friendly 
countries  and  goodwill  among  men.  This  giant  industrial  complex  of  five  factories  in  Jeddah,  three  in 
Turkey  and  one  in  Bahrain,  is  the  result  of  a  dream  of  two  students  studying  in  the  US.  As  they 
approached  graduation  they  posed  the  question  to  each  other  in  one  of  their  bull-sessions  as  to  what 
they  would  do  when  they  returned  to  Saudi  Arabia.  The  meandering  discussion  ended  up  with  a  dream 
of  establishing  a  cable  industry.  The  time  was  1972  or  thereabouts,  and  the  place  was  the  University  of 
California  at  Berkeley.  Four  years  later  they  broke  ground  and  two  years  therezifter  the  first 
commercicd  production  of  copper  electrical  wires  and  cables  started.  Exactly  one  year  later,  with  the 
advent  of  the  huge,  unprecedented  development  plans  for  constructing  the  most  modem  infrastructure 
in  the  world  in  the  Kingdom  of  Saudi  Arabia,  the  management  of  Saudi  Cable  Company  presented  to 
the  Board  of  Directors  a  plan  to  expand  the  origined  factory  to  eight  times  its  size,  with  both 
horizontal  and  vertical  expansions.  Not  only  did  we  expand  the  copper  cable  manufecturing  capacity 
from  6,000  to  26,000  metric  tons  of  copper,  but  also  built  an  adjacent  factory  for  producing 
aluminium  overhead  lines  with  a  capacity  of  19,000  metric  tons  of  aluminium.  Simultaneously, 
the  product  types  were  increased  to  include  also  medium  tension  cables  up  to  35  KV  for 
underground  cables  and  high  tension  cables  up  to  380  KV  for  aluminium  overhead  lines. 
Additionadly,  we  expanded  into  telecommunication  cables  with  a  capacity  of  about  5,500  metric  tons 
of  copper  and  we  are  now  in  the  process  of  negotiating  a  know-how  agreement  for  fibre  optic  cables. 
Horizontally,  we  expanded  into  raw  materials  processing,  where  we  built  a  copper  rod  rolling  mill 
and  a  PVC  compounding  plant  in  Jeddah.  The  basic  PVC  resin  is  produced  in  the  petrochemical 
complex  of  SABIC  in  Jubail  in  the  Eastern  Province  of  Saudi  Arabia.  We  also  expanded  into 
aluminium  rod  rolling  and  overhead  line  manufacturing  in  Bahrain.  And  lastly,  we  built  a 
wooden  reels  and  pedlets  factory  to  supply  the  cable  operations  with  the  needed  packaging  material. 

Now,  in  1989,  with  SCC's  industrial  complex  fully  operational,  where  the  sedes  grew,  almost 
exponentially,  from  $4  million  in  1978  to  $196  million  in  1988,  one  is  forced  to  believe  in  the  old 
adage  "no  enterprise  is  built  on  dreams,  and  none  without". 

The  American  connection  did  not  stop  at  the  education  of  the  two  engineers  who  dreamed  of  getting 
into  industry  when  they  returned  home,  but  was  significantly  strengthened  by  the  support  and  actual 
partnership  of  two  of  the  largest  American  corporations,  namely  Anaconda  Wire  and  Cable  Division 
of  the  Anaconda  Company  (before  its  takeover  by  ARCO  and  subsequently  by  Ericsson)  and  Chevron. 
The  Saudi  American  joint  venture  combined  these  two  highly  reputable  companies,  who  own  40%, 
and  five  Saudi  businessmen  who  own  60%.  The  two  graduate  dreamers  turned  fully-fledged  industrialists 
own  the  major  shares  on  the  Saudi  side. 

After  finishing  my  education  and  training  in  the  US  in  Industrial  Engineering  and  Industrizd 
Management.  I  returned  home  in  1974  and  I  was  fortunate  to  be  ap|>ointed  as  the  business 
manager  for  the  planned  company.  1  was  sent  back  to  the  US  to  receive  on-the-job  training 
in  the  Anaconda  plants  in  Watkinsville,  Georgia,  Marion,  Indiana  and  Sycamore,  Illinois.  1  also 
spent  three  months  in  the  Anaconda  headquarters  in  Greenwich,  Connecticut  where  I  received 
my  financial,  accounting  and  planning  training.  Two  other  Saudis  were  also  trained  in  Anaconda  at 
the  same  time  as  myself,  one  subsequently  became  the  operations  manager,  and  the  other 
the  general  foreman. 

Fourteen  years  later  we  now  have  over  250  Saudis  fully  trained  in  various  aspects  of  the  cable 
business  holding  responsible  positions  in  machine  operations,  technical  supervision,  process 
engineering,  quality  assurance,  maintenance,  planning,  technical,  sales  and  marketing,  finance  and 
general  management.  With  such  a  solid  industrial  base  and  highly  trained  human  resources,  we  are 
hopeful  for  the  future.  Not  only  do  we  plan  to  expand  into  copper  and  aluminium  processing, 
but  we  are  also  presently  negotiating  with  large  companies  of  international  repute  to  enter  the  field  of 
electronic  apparatus  used  in  telecommunications  systems. 

We  will  continue  to  play  a  leading  role  in  the  industrialization  of  the  GCC  States,  and  contribute 
towards  the  development  of  the  Kingdom  of  Saudi  Arabia. 


Omar  H.  KhalifaH,  RE. 

President  Managing  Director 
SCC  Group  of  Companies 
Jeddah,  Saudi  Arabia 


Saidi  Arabia 

YESTERDAY      AND      TODAY 


THE  OIL  SECTOR 

Although  Saudi  Arabia  has  diversified 
its  economic  base  significantly^  oil  is  still 
easily  the  most  important  sector  -  and 
1988  was  a  most  important  year,  in  which 
some  fer  reaching  changes  in  the  whole 
oil  sector  were  introduced. 

OIL  AND  GAS  PRODUCTION 

Oil  production  is  historically  associated 
with  Aramco,  which  has  long  been  the 
Kingdom's  main  crude  oil  and  gas 
production  company  Oil  is  also  produced 
by  the  Arabian  Oil  Company  ( in  which 
Japanese  companies  participate)  and 
Getty  Oil,  but  over  96  per  cent  of  Saudi 
Arabian  oil  production  and  revenues 
derive  firom  Saudi  Aramco. 

In  1988,  a  new  entity  known  as  the 
Saudi  Arabian  Oil  Company  (or  Saudi 
Aramco),  a  company  owned  fully  by  the 
Saudi  Government,  was  incorporated  to 
absorb  the  fijnctions  of  Aramco.  This 
development  followed  the  acquisition  of 
beneficial  ownership  of  Aramco's  assets 
by  the  Saudi  Government  between  1973 
and  1980,  after  which  Aramco  carried 
out  the  managerial  and  operational 
responsibilities  of  oil  production  on 
behalf  of  the  Government.  Also,  in  1988, 
Saudi  Aramco  took  a  major  step  into 
downstream  integration  and  international 
expansion,  by  participating,  through  the 
Aramco  Senices  Company  and  on  behalf 
of  the  Saudi  Government,  in  a  joint 
venture  with  Texaco  for  refining, 
distributing  and  marketing  refined 
petroleum  products  in  the  eastern  and 
southern  United  States. 

Saudi  Aramco's  predecessor,  Aramco, 
had  its  origins  in  1933,  when  the  Saudi 
Arabian  Government  signed  the  basic  oil 
concession  agreement  with  the  then 
Standard  Oil  Company  of  California. 
By  1948,  Socal  (.now  Chevron )  had  been 
joined  by  Exxon,  Mobil  and  Texaco  as 
shareholders  in  the  Arabian  American  Oil 
Company  -  Arainco.  The  name  and 
tradition  of  Aramco  continues  today  in 
Saudi  Aramco. 

Saudi  Aramco  is  the  fi-ee  world's  largest- 
producing  oil  company  and  one  of  the  top 
producers  of  natural  gas.  It  has  the  world's 
greatest  reserves  of  oil,  252.4  billion 
barrels,  and  gas  reserves  totafing  1773 
trillion  standard  cubic  feet.  With  additional 
development  of  the  existing  fields;  and 
with  the  recent  expansion  of  exploration 
activities  in  Saudi  Arabia,  these  reserves 
could  be  as  high  as  315  billion  barrels  of 
oil  and  253  trillion  standard  cubic  feet  of 
gas.  In  1988,  Aramco  had  an  average  daily 
production  of  4.9  million  barrels,  24  per 
cent  higher  than  1987,  and  the  capability 
to  produce  at  higher  levels. 
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Ljquified  petroleum  gas  storage,  Ju  'Aymah 
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But  Saudi  Aramco  is  more  than  an  oil 
production  company  -  it  is  in  the  process 
of  assuming  responsibilit\'  for  many  other 
activities  which  Aramco  performed. 
Aramco  played  a  crucial  role  in  the 
Kingdom's  development  for  more  than 
50  years.  Aramco  engineers  helped 
develop  some  of  the  early  infrastructure  in 
the  Eastern  Province.  Aramco  has  also 
followed  a  policy  of  encouraging  local 
industries  and  business.  Some  of  the 
foremost  Saudi  corporations  were  started 
by  ex-employees  who  were  encouraged 
to  establish  their  own  contracting  and 
transpon  companies  to  supply  Aramco. 
By  the  end  of  1988,  Saudi  Aramco  had 
approved  625  local  manufacturing  plants 
as  sources  of  supply  man\-  of  which  had 
received  technical  assistance  and  guidance 
fium  the  company's  Local  Industrial 
De\'ek)pment  Division.  The  vision  of  the 
early  Aramco  managers  has  a  pR)found 
legacy  in  the  good  relations  between 
foreign  investors  and  Saudi  society  Saudi 
Aramco  plans  to  continue  to  foster  these 
relations  and  to  encourage  and  assist  the 
expansion  of  Saudi  commerce. 

THE  DOWNSTREAM  SECTOR 

198H  was  also  a  landmark  year  for  the 
downstream  sector  At  the  end  of  1988, 
the  GoNrmment  authorized  the  formation 
of  a  new  company:  the  Saudi  Arabian 
Marketing  and  Refining  (  A)mpany  - 
SAMAREC;.  This  will  be  a  subsidiary'  of 
the  Cicneral  Petroleum  and  Mineral 
Organization  (PElTtOMlN),  and  its 
formation  is  one  of  the  most  important 
steps  in  the  rationalization  and 
reorganization  of  the  Saudi  oil  sector, 
under  the  direction  of  the  Minister  for 
R'troleum  and  Mineral  Resources, 
Hishani  Nazer 

SAMAREC;'s  mission  is  to  maximize 
the  profitability  of  the  Kingdom's  refining, 
international  marketing  and  domestic 
distribution  acti\ities,  and  it  has  thea-foa- 
been  made  responsible  for  the  planning, 
management  and  operation  of  the 
downstream  oil  sector  in  the  Kingdom. 


PETROMIN  will  become  a  holding 
company  acting  as  the  Government's 
shareholder  in  the  various  subsidiary 
companies  responsible  for  commercial 
operations,  namely  SAMAREC,  LUBEREF 
(the  lube  oil  joint  venture  with  Mobil); 
PETROLUBE  (the  lubricant  blending  and 
marketing  joint  venture  with  Mobil);  and 
the  two  joint  venture  service  companies 
operating  in  the  upstream  oil  sector, 
ARGAS  and  the  Arabian  Drilling  Company 

SAMAREC  -  REORGANIZATION 
OF  THE  REFINERY  SECTOR 

SAMAREC  was  formed  with  the 
objective  of  improving  the  efficiena; 
accountability-  and  control  of  the 
downstream  oil  industrv:  The  new 
structure  is  designed  to  unify  and  improve 
decision  making  in  this  vital  sector,  and  to 
facilitate  profit  impnnement  and  cost 
reduction  thR)ugh  the  ccx)rdination  and 
integration  of  activities.  SAMAREC  will,  in 
broad  terms,  have  three  main  roles:  first,  to 
manage  and  operate  SAMAREC's  refineries 
and  other  capital  assets  so  as  \o  supply 
domestic  and  international  markets  at  the 
knvest  possible  cost;  second,  to  maximize 
corix)rate  piDfitabilitv'  through  the 
devek)pment  and  retention  of  profitable 
international  markets;  third,  to  distribute 
pnKiucts  within  the  Kingdom  of  Saudi 
Arabia  at  the  lowest  pos.sible  cost, 
consi-stent  with  providing  an  acceptable 
level  of  .service  to  domestic  customers. 

Thus  SAMAREC]  brings  together  under 
a  single  corj:)orate  umbrella  a  number  of 
companies  which  have  hitherto  been 
managed  as  separate  PETROMIN  pn)jects. 
SAMAREC's  a.'Rning  divi.son  will  directl>' 
manage  the  operation  of  the  three 
refineries  which  have  Iiistt)rical!v  sujiplied 
the  domestic  market;  the  jeddali  Oil 
Refiners;  the  PIH'ROMIN  Riv-adh  Refinery- 
and  i'in"ROMIN  Yanbu  Refinen:  In 
;iddiiion.  .SAMAREC"  has  taken  t)ver 
re,sponsibilit>  for  Pl'IROMIN  s  50  per  cent 
interests  in  the  two  joint  venture  refineries 
iiijubaiKthe  Pin"ROMIN  Shell  Refining 
Companv' )  and  in  Yanbu  ( the  PETROMIN 


Mobil  Refining  Company),  and  will  take 
over  the  Saudi  Arabian  interest  in  the 
Rabigh  refinery  when  it  is  commissioned 
in  early  1990.  Altogether,  SAMAREC's 
Refining  Division  will  manage  directly 
some  400,000  barrels  per  day  of  refinery- 
capacity,  and  indirectly  through  its  joint 
venture  holdings,  an  additional  410,000 
barrels  per  day 

SAMAREC's  International  Marketing, 
Marine  and  Supplv'  Division  will  be 
responsible  for  managing  the  international 
sales  and  marketing  fijnctions  formerly 
divided  between  PETROMIN's 
International  Trade  Division  and  the 
Jeddah  refinery,  and  will  also  manage 
SAMAREC's  supply  and  marine 
transponation  fijnctions.  The  supply 
fijnction  includes  the  disposition  of  the 
entire  output  of  the  Ras  Tanura  refinerv- 
which  is  owned  and  managed  by  Saudi 
Aramco,  but  which  operates  at  levels 
determined  b\-  SAMAREC.  The  four 
products  tankers  formerly  managed 
b>-  PETROSHIP  will  be  included  in 
SAMAREC's  marine  tran.sportation 
activities. 

SAMAREC's  International  Marketing 
Depanment  is  currently  responsible  for 
some  350,000  barrels  per  day  of  product 
expons,  mo.st  of  which  are  .sold  f  o.b. 
Saudi  Arabia  under  term  contracts.  This 
volume  could  increase  significantly  when 
the  large  Rabigh  refinery-  comes  on  stream 
next  year.  The  SAMAREC  Supply 
Department  manages  and  alkxrates  some 
one  niilUon  barrels  per  day-  of  refinery 
pRxJuction,  and  its  Marine  Depanment 
is  responsible  for  shipping  some 
300,000  barrels  per  day-  of  product  and 
100,000  barrels  per  day  of  crude  oil 
around  the  Kingdom. 

SAMAREC's  Di.stributk)n  Division  will 
be  responsible  for  all  distribution  activities 
in  the  Kingdom's  internal  market,  which  is 
now  expected  to  show  increasing  gn)wth 
rates  after  several  static  years. 

The  activities  of  this  Division  were 
formerly  sh;ired  by  PE  TROMIN  marketing 
in  Dhahran,  PETROMIN  Jet  in  Jeddah  and 
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past  5'.  >-f)ars. 

Al  Jomaih  is.  s^udi  Arabia's  most  prominent  trading  and  industrial  companies,  with  branches 

.hroughout  t!  .e  fv;. . ,  j  .rr>.  Our  activities  include  automobiles,  tyres,  lubricants,  soft  drinks,  heavy 
e.:iuipmentaiia  agricuiTjrai  machinery. 

The  American  companies  which  Al  Jomaih  represents  in  Saudi  Arabia  include  General  Motors  and 
Pepsi  Cola. 


Abdul  Aziz  &  Mohammed  Al  Abduiiah 

Al  Jomaih  Co 

Head  Office:  Aijtjmaih  Building,  Airport  Road 

PO.  Box  132  RIYADH '14 11 

Tel:  4788811  (10  lines,  '         ?2 

Telex;  401 023  JOMHS.  '  "'1038 


Jeddah  Branch 

PO  Box  467 
Jeddah  21411 
Tel:  6605111 
Telex:  601147  SJ 
Fax:  6670802 


Dammam  Branch 

PO.  Box  224 
Dammam  31411 
Tel:  833  7777 
Telex:  801054  SJ 
Fax:  8345751 
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SAUDI  ARABIA  LTD. 
TRANSFERRING  HEALTH  CARE  TECHNOLOGY  FROM  THE  USA  TO  KSA 

We  offer  congratulations  to  the  Custodian  of  the  two  Holy  Mosques,  King  Fahd  Bin  Abdul  Aziz 
and  President  George  Bush  on  the  opening  of  the  "  Saudi  Arabia:  Yesterday  and  Today  "  Exhibition. 


AMI  Saudi  Arabia  Ltd.  is  honored  to  be  part  of  the  continuing  health  care 
developments  in  the  Kingdom  of  Saudi  Arabia. 

Employment  opportunities  currently  exist  for  health  care  professionals  at  all 
hospital  locations. 

Call  us  at: 

HOUSTON:  Arabian  Medical  International,  5718  Westheimer,  Suite  1810,  Houston,  Texas  77057.  Tel:  1-800-537-1026. 
LONDON:  AMI  Middle  East  Services  Ltd.,  7/9  James's  Street,  London  SWIA  lEE.,  England.  Td:  44-1-839-3812. 

JEDDAH:  AMI  Saudi  Arabia  Ltd.,  P.O.  Box  2824,  Jeddah  21461,Kingdoni  of  Saudi  Arabia.  Tel:  966-2-644-8480. 
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by  the  Jeddah  and  Yanbu  refineries.  The 
Division  is  responsible  for  priman' 
distribution  throughout  the  Kingdom, 
where  demand  is  currentK'  about  600,000 
barrels  per  da\:  Transportation  is  managed 
through  a  combination  of  owner  and 
contractor  vehicles,  while  SAMAREC 
directly  manages  26  bulk  plants  and 
airpon  fuelling  units,  with  a  total  capacity' 
of  some  17.5  million  barrels. 

SAMAREC's  new  operating 
organization  structure,  now  in  the  final 
stage  of  design,  \sill  be  officially  launched 
on  January  1  1990,  and  will  be 
complemented  by  a  Centralized  Senices 
Division  dealing  vA\h  manpower, 
finance,  planning,  s>stems  and 
engineering.  SAMAREC's  headquarters  are 
located  in  Jeddah  and  will  have 
representative  offices  in  Rivadh  and 
Dhahran,  operational  offices  thixjughout 
the  Kingdom,  and  overseas  offices  in 
London,  Houston  and  Tokvo,  while 
consideration  is  being  given  to  the  need 
for  additional  offices  overseas. 

The  main  elements  of  SAMAl^C's 
strategv'  are  becoming  clearer  First, 
SAMAREC  will  treat  its  entire  refiners- 
capacity  in  the  Kingdom  as  an  integrated 
operation.  It  will  centralize  decisions 
about  the  utilization  of  all  its  refinerv 
capacitv'  to  optimize  suppiv'  U)  meet  local 
and  expon  requiremenLs.  In  a  change  fit)m 
the  historic  allcKation  of  specific  refinerv 
capacity-  to  domestic  and  export  markets, 
SAMAREC  will  now  treat  its  operations  as  a 
whole  .system.  This  applies  to  new  refinerv 
investment,  including  plans  now  being 
devAeloped  for  the  upgrading  of  existing 
capacitv-  to  reduce  the  pnxJuction  of  high 
sulphur  Rieloil. 

Second,  SAMAI^C's  International 
marketing  apprDach  is  being  geared  to 
encourage  the  devvlopnieni  of  long  term 
secure  outlets.  It  is  using  marketing  and 
de.stination  related  prices  for  its  term 
contracts,  which  are  largelv  with  Japanese 
cusu)mers.  It  is  al-so  seeking  to  diversify-  its 
markets  geographicallv  and  has  intnKiuced 
a  new  tender  .system  for  .spot  volumes, 
in  LFG  marketing,  SAVIAREC  is  securing  its 
positioii  in  traditional  markets  while 
attempting  to  find  new  niche  markets  with 
specific  end  users,  U'c;  pricing  will 
increasinglv  become  niarkei  resptjnsivt, 
refleaing  the  need  to  tailor  prices  for 
spec  ific  end  users.  AJtlu  lugh  SAMAREC  is 
pragmatic  and  recognizes  the  \alue  of 
traders  it  is  attempting  to  increase  its 
direct  n  lationshiiis VAJth  cusujmers  in  its 
markets  lor  IPC.  sulphur  and  riiainsire-am 
peti\)leui..  piTKiucts.  .Vi.VlAREC  is  open 
to  considering  downstream  invt.stments 
and  joint  vvntures  in  consuming 
countries  vv  liicli  a.ssist  in  securing 
market  outlets  and  in  creatim;  1(  n.v  u  rm 
relatk)n.ships. 

.S.A\L\RI-C  is  also  rationaii/.iiiiJ  u.s 
domestic  distribution  activities.  1-or 
example,  consideration  is  being  given  ti 
inve.sting  in  new  modeni  iransponatit-r 
such  as  increased  automation  in  utick 


loading  and  to  the  benefits  of  new  bulk 
plants  which  will  improve  efficiency  and 
reduce  costs. 

Overall,  SAMAREC  is  committed  to  a 
more  flexible  approach  to  managing  its 
refining,  marketing  and  distribution 
activities.  This  new  appnjach  is  in  response 
to  the  recognition  of  uncertaintv'  in  the 
future  evolution  of  its  oil  market  and 
realizations.  SAMAREC  also  recognizes 
the  need  to  invest  in  human  resources 
consistent  with  its  new  organization 
structure  and  its  rapidly  evolving  market- 
oriented  strategies. 

THE  LUBRICANTS  INDUSTRY 

With  the  growth  of  its  industrial, 
transponation,  utilitv;  and  agricukural 
.sectors,  Saudi  Arabia  has  developed  a 
substantial  domestic  market  for  lubricants. 
In  1989,  Saudi  Arabia's  annual  domestic 
demand  for  finished  lubricants  is  an)und 
2  million  barrels,  ix)ughly  SR  1,000  milUon 
at  exfactorv-  prices.  Short  term  growth  is 
expected  to  be  mcxJest,  tracking  GDP. 

The  Saudi  lubricants  business  is  a 
competitive  industrv;  and  is  marked  bv'  a 
high  degree  of  private  .sector  investment 
and  foreign  joint  venture  participation. 
Government  involvement  here  is  limited 
to  majoritv ownership  thrDugh  PETROMIN 
of  rw-o  joint  ventures  with  MOBIL, 
Ll'BEREr.  the  Kingdom's  onlv-  lube  oil 
refinerv;  and  PH'I'HOLl  BE,  the  Kingdom's 
leading  lubric"ants  blender  and  marketer, 
w  hich  have  remained  outside  the 
SAMAREC  umbrella. 

PETROLl  BE  commands  the  largest 
single  share  of  the  lubricants  niarket. 


approximately  one-third  of  total  demand, 
and  controls  twothirds  of  domestic 
lubricants  blending  capacity  It  blends 
and  packages  lubricants  for  domestic  sale 
by  several  leading  multinational  oil 
companies,  including  Mobil,  Exxon, 
BP,  Total  and  Valvoline.  Between  these 
brands  and  its  own  PETROMIN  brand, 
PETROLL'BE  manufactures  over  60  per 
cent  of  all  the  lubricants  sold  in  Saudi 
Arabia. 

PETROLUBE's  success  is  a  proud 
example  of  the  benefits  fiom  economic 
and  technical  cooperation  between  Saudi 
Arabian  and  American  companies.  Formed 
in  1968,  PETROLL'BE  is  Saudi  Arabia's 
oldest  foreign  joint  venture  in  downstream 
petroleum  activities  and  marked  the 
beginning  of  an  enduring  era  of  beneficial 
commercial  partnership.  The  company's 
twentv-one  year  record  clearly 
demonstrates  the  benefits  of  joint  venture 
cooperation:  commercial  success, 
technical  excellency;  and  consumer 
confidence. 

Otlier  foreign  participation  includes 
Royal  Dutch/Shell,  with  separate  joint 
venture  blending  plants  in  Jeddah  and 
Riyadh,  and  GOTCO  Gulf  with  a  joint 
venture  blending  plant  in  Yanbu.  Shell's 
Jeddah  plant,  its  first  in  Saudi  Arabia  and 
commi.ssk)ned  in  1985,  is  a  joint  venture 
between  Saudi  Arabian  Markets  and  Shell 
Lubricants  Company;  while  its  Riyadh 
plant,  opened  a  year  later,  is  a  joint 
venture  bersveen  Al  Jomaih  and  the  Shell 
Lubricating  Oil  Company  The  Gulf  plant 
in  "i'anbu,  commissioned  last  year,  is  a 
joint  venture  bersveen  Al  Hamrani  and 
the  GulfOil  Tradirig  Companv 
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AhlanWasahlan 
Wholeheartedly. 


Ahlan  Wasahlan.  It  means  more  than  just  a  welcome. 
At  Saudia,  it's  the  natural  expression  of  hospitality  and  care  in  the 
way  we  serve  you. 

Fly  Saudia  and  enjoy  our  unique  'Ahlan  Wasahlan'  in  the  air  and  on 
the  ground. 
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LET  RIYAD  BANK  BRIGHTEN  UP  YOUR 
BUSINESS  PROSPECTS  WORLDWIDE 


If  you  are  looking  for  a  strong  established  bank  to  do 
business  with,  in  the  Middle  East  and  elsewhere  in  the 
world,  then  Riyad  Bank  is  the  natural  choice. 

You  will  be  dealing  with  a  bank  which  has  a  strong 
capital  base  and  enjoys  a  prime  position  in  Saudi  Arabia  in 
terms  of  business  contacts.  We  were  the  first  Saudi  bank 
to  open  a  branch  in  London  and  the  first  to  enter  the  Swiss 
financial  market  directly  with  our  shareholding  in  the  Saudi 
Swiss  Bank. 

Riyad  Bank  has  branches  in  every  corner  of  Saudi 
Arabia  and  links  all  over  the  Middle  East.  It  also  has  a  wide 
network  of  correspondents  covering  the  rest  of  the  world. 
When  you  think  of  doing  business  in  the  Middle  East,  call 
Riyad  Bank  in  the  Kingdom's  capital,  or  at  a  branch  or 
correspondent  bank  closest  to  you.  You  will  be  delighted 
to  discover  how  helpful  the  Bank  and  its  people  are. 
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RIYAD  BANK 


HEAD  OFFICE 

King  Abdul  Aziz  Street 

PO.  Box  22622  Riyadh  11416,  Saudi  Arabia 

Tel:  401  3030  Tlx:  407490  RDX  SJ 

Cable:  Riyadbank 


London  Branch 

Temple  Court  1 1  Queen  Victoria  Street 

London  EC4N  4XP 

England 

Telex  8955164  RIYADL  G 

Tel  01-248  7272 


Retail  Banking  Unit 

49  Park  Lane 

London  W1Y4BR 

England 

Telex  915484  RYAD  WE  G 

Tel  01-491  7950 


Saudi  Arabia 

YESTERDAY      AND      TODAY 


HUMAN  RESOURCES 

The  development  of  education  and 
human  resources  is  given  the  highest 
priority  by  the  Government  and  private 
sector.  The  reasons  are  both  the 
fundamental  value  of  education  and  the 
dependence  of  the  countiy  on  foreign 
labor  -  according  to  the  Founh 
Development  Plan,  an  estimated  48.8  per 
cent  of  the  total  labor  force  in  1989/90 
are  non- Saudi.  There  is  an  additional 
problem  that  while  there  is  continuing 
scope  to  employ  all  Saudis  with  skills  of  all 
types,  the  manpowerprojections  ofthe  Plan 
indicate  that  the  proportion  of  unskilled 
jobs  will  decline,  while  a  large  number  of 
Saudis  will  continue  to  enter  the  labour 
market  looking  for  these  types  of  jobs. 
Hence  there  will  be  a  continuing  need  for 
upgrading  their  skill  levels. 


King  Faisal  Foundation 

There  is  no  question  ofthe  importance 
attached  to  education  and  training  by  the 
Gowrnmcnt  and  the  business  community 
King  l-'ahd  has  alwa\'s  taken  a  st«)ng 
personal  interest  in  the  subject,  as  Saudi 
Arabia's  first  Minister  for  Education  in  the 
19'SOs,  and  he  himself  established  the 
modem  educational  s\-stem  and  stimulated  i 
its  earl\  rapid  gixmih.  Human  resources 
dewlopmeni  is  C(K)rdinated  and  led  by  a 
Su[xeme  Manpower  Council,  chaired  by 
Prince  Sultan,  the  .second  Deputy-  Prime 
Minister  and  Minister  of  Defence  and 
A\  iation.  The  recent  budgets  ha\e 
increased  the  share  alkxated  to  human 
resources  from  16.6  percent  in  1988  to 
P  per  cent  in  1989,  compared  to  10."  per 
cent  in  1983. 

The  grxmih  in  education  and  training 
has  been  rapid.  The  total  number  of 
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snjdents  eniolled  in  all  types  of  educational 
institutions  (excluding  technical  training) 
was  2.3  million  in  1986,  compared  to  1.5 
million  in  1980  and  just  over  half  a  million 
in  1970.  The  greatest  emphasis  has  been 
placed  on  higher  education,  which  has 
expanded  at  an  average  annual  rate  of  over 
19  per  cent  since  1973,  and  pre -school  and 
secondary  education,  at  17  per  cent  and 
16  per  cent  respectively  Girls'  education 
has  especially  increased  -  the  total  number 
of  girls  in  education  has  doubled  since 
1980,  again  with  the  fastest  growth  in 
higher  education  with  over  40,000 
attending  college  compared  lo  13,000 
in  1980. 

The  issues  and  problems  associated 
with  manpower,  education  and  training 
are  discussed  frankly,  both  in  the  press, 
in  the  recent  Saudi  Businessmen's 
Conference,  and  in  the  Fourth 
Development  Plan  document.  One  of  the 
priorities  in  the  past  has  been  to  establish 
a  comprehensive  education  system  fiom 
pre- school  to  Ph.D.  level,  and  this  has 
now  been  very  largely  completed. 
Consequently,  few  Saudis  are  being  sent 
overseas  for  education,  in  contrast  to  the 
years  up  to  198^,  when  an  average  of 
19  per  cent  of  the  total  number  of  Saudis 
undergoing  higher  education  were 


attending  colleges  overseas,  and  there 
were  around  10,000  studying  in  the  United 
States  alone.  While  this  practice  was 
expensive,  it  did  have  the  advantage  of 
introducing  large  numbers  of  young 
Saudis  to  other  countries,  with  the  result 
that  the  Saudi  elite  are  international  in 
outlook,  sophisticated,  shrewd  and 
perceptive  -  probably  more  so  than  their 
counterparts  in  many  other  countries. 
Foreign  businessmen  now  take  it  for 
granted  that  senior  Saudi  Government 
officials  and  executives  generally  speak 
fluent  English,  are  widely  travelled  and 
very  well  informed  about  events  and 
personalities  in  most  parts  of  the  world. 
Now,  even  though  fewer  young  Saudis  are 
being  sent  abroad  for  formal  education, 
many  are  still  travelling  for  specialized 
training,  both  to  enhance  their  skills  and 
to  gain  ejqjosure  to  international  standards, 
and  thereby  maintain  the  long  tradition 
that  the  Saudi  economy  and  business  are 
closely  linked  to  the  rest  of  the  world.  One 
special  feature  of  this  tradition  is  that 
almost  every  single  Saudi  who  has  gone 
overseas  for  education  and  training  has 
returned  home  to  use  his  or  her  skills  in 
the  Kingdom. 

Two  of  the  main  issues  for  the 
development  of  human  resources  are 
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Saudization  and  the  employment  of 
women.  There  are  regulations  and  also 
cultural  traditions  which  limit  areas  for 
employment  of  women,  but  women  are 
not  excluded  fom  the  work  force  -  they 
are  already  working  in  healthcare,  social 
welfare,  in  women's  education,  and  an 
increasing  number  are  also  active  in 
business,  where  modem  technology  and 
communications  are  put  to  good  use  to 
facilitate  their  involvement.  Women  have 
long  been  involved  in  running  businesses 
for  other  women,  like  dress  shops  and 
more  recently  in  women's  banking 
departments.  Women  also  own  and  direct 
factories  and  trading  companies,  using 
telephones  and  computer  s>:stems  to 
manage  the  business;  and  there  are  a 
number  of  factories  and  businesses  which 
have  recently  been  bought  up  and  turned 
round  by  women  owner- directors.  They 
run  back  office  staff  functions  lil« 
research  and  u^nslation  departments  in 
some  Government  agencies,  and,  to  give 
one  example,  two  Saudi  ladies  have 
established  the  Al  Khaligia  Company, 
which  provides  a  range  of  computer  and 
secretarial  services  for  private  companies 
using  telecommunications  and  research, 
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iuid  is  also  involved  in  investment  and 
training. 

Saudization  of  the  work  force  is 
followed  in  a  determined  and  practical 
style.  There  is  no  question  about  the 
objeaive  of  Saudization;  the  process  is 
being  applied  in  a  phased  and  selected 
way,  which  progressively  attains  the 
objective  but  limits  pressures  on  the 
private  sector  There  is  no  explicit  policy 
on  phasing.  However,  to  the  outside 
observer  first  priority  appears  to  be  to 
"Saudize"  the  staff  of  the  Government 
and  the  large  state -owned  corporations, 
then  activities  in  the  private  sector 
Aramco,  for  example,  has  long  followed  a 
program  of  intense  training  and 
Saudization.  The  first  Saudi  president  of 
Aramco,  Ali  Naimi,  was  appointed  in  1987 
after  more  than  30  years'  service  in  the 
company  and  steadv'  promotion  through 
the  ranks  of  management.  In  Aramco's 
total  workforce  of  43,822,  Saudis  hold 
nearly  100%  of  the  management  positions, 
77  per  cent  of  the  supervisor^'  posts  and 
form  nearly  50  per  cent  of  the  pR)fessional 
staff.  Aramco's  training  program  is  one  of 
the  largest  in  the  world,  with  a  fijll  time 
staff  of  880  who  organize  a  verv'  extensive 
program  -  for  example  7,500  Saudis 
undertcx)k  academic  training  in  1988 
alone.  5,300  received  skills  training,  both 
on  the  job  and  in  classrooms,  and  8,560 
employees  attended  training  seminars, 
conferences  and  shon  courses.  In  SAlilC, 
with  its  shoner  history  53  per  cent  of  the 
total  stafTof  8,105  are  Saudi,  and  the 
compan>'  provides  a  similar  intensive 
training  program. 

In  the  private  secujrs,  Saudization  is 
being  encouraged,  especiallv  in  banking, 
and  more  recently  in  accounting  and 
consulting  engineering.  While  priority  is 
always  given  U)  employing  cjualified  Saudi 
nationals,  there  Ls  less  pressure  ( in  the  fi)rm 
of  insistence  on  attaining  Saudi  quotas)  in 
manufacturing  industrv  and  services. 
Naturally  the  top  management  of  the  familv 
companies  are  all  Saudi,  and  there  has 
been  a  recentiv'  increasing  trend  of  ver\' 
highly  qualified  Saudi  non  family 
members  moving  U)  the  highest 
management  positions,  in  both  family 
owned  and  joint  .st(Kk  companies. 
The  Ministrv  of  I^bor  has  a  network  of 
28  lalior  offices  thttjughout  the  Kingdom 
and  checks  on  the  emplovment  practices 
of  companies,  especially  id  prevent  abuse 
of  the  Crtnemment's  praaical  appttiach. 

The  private  .sector  has  gnwn 
accustor  icd  to  being  alile  to  recaiit  hrl^or 
fiom  alm<  st  anywhere  in  the  wx)rld,  and 
while  thei'  .ve  administrative  delav-s  in 
paxressing  \  isas,  tliea-  has  not  been  an> 
real  manpower  constraint  -  it  has  been 
eas\'  and  cx)nvenieiu  to  r^?CTuit  flilK'  trained 
and  qualified  stafi  Irtun  cAerseas.  and  then 
release  them  when  thev  are  no  longer 
required.  Ilie  prtxrcss  <  if  Saudization  is 
likely  to  affea  this  convenience,  and  .some 
Saudi  businessmen  as  well  as  foreigners 
havr*  raised  (iuestmns  about  the  skill  levels 
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Computer  course  in  progress  at 
Riyadh  Hospital 


and  work  attitudes  among  the  Saudi 
workforce.  During  the  oil  bcxim,  the 
consensus  among  busine.vsmen  appeared 
to  be  that  the  economv'  offered  an 
e.xceptionallv'  wide  choice  of  employment 
tt)  Saudi  citizens,  and,  with  rational 
ea^nomic  decision  making,  thev-  opted  for 
the  available  jobs  which  offered  the 
optimum  balance  berween  high  earnings 
and  congenial  wx)rk.  Also,  there  were 
numeiDus  opponunities  for  Saudis  to  go 
into  small  sc-ale  trading  busines,ses  with 
high  pix)fit  and  k)w  risk  levels  during  the 
b(K)m  vears.  As  a  result  of  these  economic 
conditit)ns,  conclusk)ns  were  drawn  that 
S;iudi  citizens  much  pa'ferred  white  collar 
jobs  and  were  unwilling  to  take  on  factory- 
wx)rk.  Time  will  tell  whether  Saudis  will 
respond  to  nev\'  economic  imperatives  to 
take  on  factorv'  vvurk.  ^X'hile  some 
businessmen  express  doubts,  there  is 
evidence  that  .S;uidis  will  certainh-  ne.spond 
as  much  as  am  other  people  U)  realistic 
economic  conditions.  SABIC  and  Aramco 
have  Saudis  WT)rking  effectivelv-  in  all 
rvpes  of  occupations,  and  the  early 
industrialists  recall  the  dav-s  when  the  great 
majorin  of  their  prxxiuction  staff  were 


Saudis  and  were  verv  hard  working  and 
disciplined.  At  the  Vocational  Training 
Center  established  and  run  by  the  E.  A. 
Juffali  grt)up,  there  has  been  a  significant 
increase  in  the  numbers  of  young  Saudis, 
e.specially  bom  the  villages,  applying  for 
and  uking  places  over  the  last  few  years. 
The  e.xperience  in  white  collar  cxrcupations 
is  positive,  the  Managing  Director  of  the 
Saudi  American  Bank  (SAMBA),  for 
example,  states  that  the  degree  of 
Saudiz.atit)n  in  the  bank  has  increased 
firjm  30  per  cent  in  1984  to  45  per  cent  in 
1989,  and  is  rapidly  increasing.  SAMBA  has 
returned  its  highest  level  of  profits  in  1988, 
while  absorbing  the  process  of  Saudization; 
the  training  cosLs  compare  well  with  the 
levels  of  Citicorp  worldwide  and 
ptxxiuctivity  has  steadilv'  improved. 
The  conclusion  of  SAMBA  is  that  their 
Saudi  staff  have  excellent  potential  and 
wx^rk  attitudes. 

Saudi  companies  are  also  seeking 
to  applv'  modem  technology  both  to 
overcome  the  manpower  shortages  of  the 
small  peculation,  and  to  provide  more 
congenial  industrial  emplovment;  as  one 
Saudi  businessman  remarked:  "there  is 
little  point  in  industrialization  if  it  leads 
tosweats/xps  or  mind  numbing  assembly 
line  work"  The  emphasis  on  advanced 
technology'  in  the  Offset  Pix:)gram  is  one 
example,  another  is  SPIMACO,  which  is 
installing  state  of- the  an  computer 
contn)lled  warehousing  and  pixKluction 
•sv-stems,  and  the  Zamil  air  conditioning 
factorv;  which  has  progressively  moved 
on  fixim  as.sembly  of  air  conditioners,  to 
computer  aided  design  and  control 
sv'stems,  supponed  by  its  own  in -house 
research  and  testing  facility. 
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MAWARID 
GROUP 

A  Commitment  to  The  Future 


During  the  past  two  decades,  the  Mawarid  Group  has 
played  a  leading  role  in  the  development  of  the  Kingdom. 
Our  strengths  lie  in  our  human  resources  and  in  our  ability 
to  combine  man,  machine  and  capital  to  the  benefit  and 
advancement  of  the  Kingdom  of  Saudi  Arabia. 


The  Mawarid  Group  of  Companies 

PO.  Box  1011 

Riyadh  11431 

Kingdom  of  Saudi  Arabia 

Tel:  478  4232 

Fax:  478  4701 


Mawarid  Group 
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Saudi  Arabia 

YESTERDAY      AND      TODAY 


FOREIGN  AID 

Saudi  Arabia  has  now  emerged  as  a 
major  contributor  to  international  aid  to 
developing  countries,  awarding  up  to  45 
per  cent  of  its  Gross  Domestic  Product  in 
development  assistance  -  yet  Saudi  aid  is 
distributed  with  a  low  profile. 

There  are  fi\e  main  channels  for  the 
distribution  of  Saudi  Aid.  First  there  is  the 
official  assistance  which  is  granted  directly 
to  other  governments,  and  handled 
through  the  Ministries  of  Finance  and 
Foreign  Affeirs.  Secondh;  there  are 
contributions  of  the  Saudi  Government  to 
multilateral  agencies,  both  of  the  United 
Nations  and  the  Islamic  world.  Third, 
there  are  direct  emergenq'  grants  of 
fijnds,  fcxxJ  and  equipment  id  foreign 
governments,  such  as  wheat,  dates, 
fertilizers  and  cement  as  disaster  relief, 
for  example  to  Bangladesh  and  Sudan  for 
the  flood  victims.  Saudi  medical  teams 
(with  extensive  experience  of  managing 
health  and  shelter  for  large  numbers  of 
pilgrims)  were  sent  tt)  assi.st  earthquake 
victims  in  Yemen.  Fourth,  there  is  the  aid 
loans  program  which  is  administered 
through  the  Saudi  Fund  for  Development. 
Fifth,  there  are  private  transfers  to 
developing  countries,  which  should 


be  taken  to  include  both  private 
philanthropic  contribution  and  also  private 
investment. 

It  is  ver>'  likely  that  foreign  aid  as  a 
proportion  of  GDP  would  be  well  above 
4.5  per  cent  if  all  the  private  sector  transfers 
are  included,  as  is  the  practice  with  OECD 
countries  when  meeting  the  United 
Nations  target  of  0.7  per  cent  of  Gross 
Domestic  Product  to  be  given  as  foreign  aid. 

Details  of  private  Saudi  investments  in 
developing  countries  are  not  easily 
gathered,  but  it  is  known  that  many  of  the 
large  Saudi  companies  have  made  extensKe 
investments  overseas.  For  example,  the 
Saudi  Cable  Company  has  manufacturing 
investment  in  Turkey;  the  Xenel 
Corporation  is  involved  in  a  large  build- 
operate-transfer  electricitv'  generation 
project  in  Pakistan,  while  the  Baraka 
Corporation  has  a  number  of  housing  and 
real  estate  development  projects  in  Egypt, 
Turkev-  and  Tunisia,  and  has  also  extended 
its  operations  as  a  general  uading  company 
promoting  trade  among  the  Arab  countries 
in  particular. 

The  Saudi  Fund  for  Development  was 
established  in  1974,  with  initial  capital  of 
about  $25  billion,  wtiich  was  progressively 
raised  to  a  level  of  $~  billion  in  1981.  It  is 
the  priman-  vehicle  for  the  distribution  of 
Saudi  aid,  and  has  new  become  a 
prominent  part  of  the  international  aid 
communirs:  The  Saudi  Fund  has 
participated  increasingly  in  the  joint  fijnding 
of  prDjects  with  other  agencies,  such  as 
the  World  Bank,  Kuwait  Fund,  USAID, 
and  Afiican  Development  Bank. 


Up  to  1987,  the  Saudi  Fund  had  granted 
a  cumulative  total  of  $5.7  billion  for  276 
development  projects  in  6l  countries.  The 
Fund  has  a  policy  to  give  priority  to  low 
income  countries  ( defined  as  those  with  a 
per  capita  annual  income  of  less  than 
$700),  which  received  approximately 
60  per  cent  of  the  number  of  projects 
and  of  the  value  of  aid. 

This  priority  has  also  led  to  a 
concentration  of  aid  in  response  to  the 
problems  of  Afiica,  which  have  recently 
become  the  prime  concern  of  the 
international  aid  community  and  60  per 
cent  of  the  number  of  the  Saudi  aid 
projects  have  been  in  Afiica,  with  37  per 
cent  in  Asia  and  3  per  cent  in  other  areas 
of  the  world  as  far  apart  as  Jamaica,  Brazil, 
Malta  and  Western  Samoa.  About  20  per 
cent  of  the  aid  bom  the  Saudi  Fund  goes 
to  the  Middle  East. 

Aid  is  given  for  a  wide  variety  of 
development  projects,  with  the  largest 
proportion  (just  over  50  per  cent)  going 
to  civil  engineering  projects  (roads, 
railwav-s,  air  and  sea  ports,  energ;>' 
and  communication)  with  another  nine 
per  cent  on  social  infi-astructure 
such  as  housing  and  water  supply; 
20  per  cent  is  directed  to  agriculture,  and 
the  remainder  to  education,  health, 
industrv-  and  other  projects,  and  credit 
facilities  such  as  for  an  economic  structural 
adjustment  program  in  Senegal.  One  of 
the  largest  projects  is  the  Ait  Ayoub  dam, 
at  a  total  cost  of  $176  million,  for 
which  the  Saudi  Fund  is  providing 
22  per  cent. 


AL  BARAKA 

The  Powerful  Hand  of  Innovations  in  Banking  Concepts 


The  Albaraka  International  Group  today 
offers  coniprehensive  Financial  and  Investment 
assistance  to  private  and  corporate  customers  in 
less  developed  countries  iLDC). 

To  realise  this,  the  Group  has  successfully 
established  a  network  of  Banks  and  Investment 
Institutions  throughout  the  world 

Financing,  is  stnctly  in  accordance  with  the 
profit  and  loss  sharing  concept,  and  is  made 
available  to  small  or  large  development  projects 
and  industnal  units. 


Albaraka  gives  priority  to  those  units  which 
show  high  growth  and  productivity  potential, 
help  in  creating  employment  opportunities,  lay 
emphasis  on  boosting  exports...  Agricultural 
projects  that  aim  for  food  self-sufficiency...  as 
well  as  Housing  and  Real  Estate  projects  that 
anse  standard  of  living  in  LDC's. 

The  Group  also  offers  Trade  and  Lease 
Financing  schemes,  Investment  Funds  for  Inves- 
tors... and  a  full  range  of  International  Banking 
services  and  consulting 


Come,  let  us  seek  new  horizons  together. 
Shake  the  powerful  hand  of  assistance. 

''■'^•^iv    \  For  furlhennformation: 

**ie*j>A;*S  Albaraka  Invest., 

^  ^    \^  &  Dev.  Company 

'      P.O.  Box  6854,  Jeddah  21452, 
Saudi  Arabia, 
Tel:  671-0000  Ext.  3460 
Tlx:  605730  ALYOSR  SJ., 
Fax:  6694264. 
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Saudi  Arabia 

YESTERDAY      AND      TODAY 


AGRICULTURE 


The  general  image  of  Saudi  Arabia  is  a 
country  of  oil  and  desert,  certainly  not 
associated  with  agriculture.  But  agriculture 
and  rural  communities  have  always  formed 
a  very  large  part  of  the  Saudi  economy  and 
society  and  in  recent  years  agriculture  has 
been  the  festest  growing  sector  of  the 
economy  at  a  rate  of  13  per  cent  in  1985/6, 
14  per  cent  in  1986/7,  and  10.8  per  cent  in 
1988  when  all  other  sectors  experienced  a 
downmm  or  low  growth. 

There  are  estimates  that  about  40  per 
cent  of  the  total  population  live  in  rural 
villages  and  small  towns,  and  agriculture 
is  still  the  second  largest  source  of 
livelihood.  According  to  Ministry  of  Planning 
projections,  15.7  per  cent  of  the  total  work 
force  will  be  employed  in  agriculture  in 
1989/90,  and  agriculture  accounted  for 
5.4  per  cent  of  total  GDP  in  1986  -  more 
than  non-oil  manufacturing.  Hence  for 


Al  Hasa  region  irrigation 


both  social  and  economic  reasons  it  is  a 
high  priority  sector 

The  Government  has  accordingly  given 
great  support  to  the  agricultural  sector 
A  journey  by  land  or  air  across  the  Kingdom 
will  demonstrate  the  results:  the  brown 
desert  is  regularly  interspersed  with  great 
spreads  of  green  circles  of  center-pivot 
irrigation  projects,  growing  wheat,  alfafe 
and  barley  A  trip  through  the  supermarkets 
and  markets  reveals  shelves  of  locally 


produced  fresh  milk,  fruit  and  vegetables. 
In  1988  Saudi  Arabia  exported  over 
f  310  million  of  agricultural  products  and 
processed  foods  including  wheat,  fresh 
vegetables,  fish  (especially  the  high  quality 
Arabian  Gulf  shrimp)  and  flowers.  Al  Marai- 
Masstock,  a  Saudi  Irish  joint  venture  dairy 
company  which  was  one  of  the  pioneers 
of  large  scale  modem  dairy  production  in 
the  mid  1970s,  now  has  a  herd  of  23,000 
stock,  with  third  generation  Saudi  Holsteins 
which  can  better  withstand  the  heat  and 
produce  up  to  34  litres  of  milk  a  day 
Although  the  fresh  milk  is  relatively  costly 
compared  to  imported  long  life  products, 
it  is  very  popular  with  consumers. 


The  agricultural  sector  is  supported  by 
a  network  of  Government  institutions,  but 
most  farming  and  project  development  is 
carried  out  by  the  private  sector  The 
Ministry  of  Agriculture  and  Water  is 
responsible  for  all  agricultural  and  water 
policies  and  provides  technical  extension 
services  lo  farmers.  The  Saudi  Arabian 
Agricultural  Bank  provides  loans  and 
disburses  input  subsidies,  while  the  Grain 
Silos  and  Flour  Mills  Organization  is 
responsible  for  purchasing  wheat  at 
support  prices,  managing  the  grain  silos 
and  producing  animal  feed.  The 
Government  has  also  established  a 
number  of  agricultural  development 


ROLACO 

Trading  &  Contracting 
Abdulaziz  Al-Abdullah  Al-Sulaiman  and  Co.  Ltd. 


ROLACO  is  specialized  in: 

Building  Materials  -  Cement,  Steel  and  Cables 
Trucks  and  Cranes  -  Sole  agent  for  Nissan  Diesel  and 

Ka to  Cranes 

Commodities  Traders-  Mainly  Animal  Feed 

(Barley,  Corn,  Soya) 

Transport,  Shipping  and  Catering 

General  Contractors  and  Developers 

Representation  of  Worldwide  Agencies 


Head  Office;  P.O.  Box  222.  jeddah  2 141 1,  Saudi  Arabia 

Tel. (9662)6518028.  6518264 

Tlx.  601029  ROLACO  S|.  Fax.  6534280 


Others:Riya.dh-Tel.(9661)4917239.Tlx.  401038,  Fax.  4918960 

P.O.  Box  740  -  Riyadh  11421 

Dammam-Tel.(9663)857  0278,  Tlx.  801800,  Fax.  8572321 

P.O.  Box  4493- Dammam  31491 


The  international  activities  of  the  Group  are  performed  through: 

Geneva:Tel.(4i-22)20i455,  Fax.  205634 

London:Tel.(44-l)402l354,  Fax.  4026306 

New  York:  Tel.  ( 1  -  2 1 2 )  9807700,  Fax.  4864288 


SAUDI  AMOUDI  GROUP  is  a  holding  company  which  manages 
and  owns  a  group  of  the  following  affiliated  companies: 

-  SAUDI  LETCO  LIMITED  CO.  Main  fields  of  specialization: 
Construction,  Building  and  Finishing  Works. 

-  ARABIAN  INDUSTRIAL  CONSTRUCTION  CO. 
(ARINCON):  Production  and  Erection  of  Precast  Panels. 

-  SADACA  FOR  OPERATIONS  AND  MAINTENANCE. 
O&M  Works.  Electromechanicals  works. 

-  AMOUDI  ELECTRONIC  SYSTEMS.  Computer  Consultancy 
and  Services. 

-  SAUDI  AMOUDI  GROUP  has  been  selected  by  Boeing 
Aerospace  Company  of  Seattle,  U.S.A.  among  other  worldwide 
American  companies  to  participate  as  a  team  member  in  the 
Peace  Shield  Program:  design,  development,  supply  and 
installation  of  new  defence  systems  for  the  K.S.A. 

Saudia  City  project 


Saudi  Letco  Limited 


Arincon 


SADACA 


Amoudi 
Electronic  Svstems 


Ptace  Shield 


Hiiih  Technology 


r.R.  27062  -  P.O.  Box  \.MJ\  Jcddah  214^).^   Tel.  W<.1{)71 1 

Cable:  Mi;jAHEDEEN    Telex  W)I4.VS  EHSAN  SJ(i()l.SW  ALMIJZN  SJ 


companies,  such  as  Saudi  Fisheries 
(which  has  integrated  operations  from 
catching,  to  distribution  and  retailing), 
and  the  National  Agricultural  Development 
Corporation.  After  their  successful 
launching,  the  Government  then  floated 
the  shares  as  public  companies. 

The  private  sector  has  been  very  active 
in  agricultural  investment.  Numerous 
individuals  have  set  up  modem  large  scale 
arable  farms  and  greenhouse  projects, 
while  the  govemors  of  the  major  provinces 
have  been  prominent  in  supporting  local 
agriculture,  both  for  the  small  scale 
farmers,  and  in  some  cases  for  the 
formation  of  joint  stock  companies  for 
large  scale  farming  and  distribution  of 
local  pnoduction,  such  as  the  Tabuk, 
Qassim  and  Hail  Agricultural  Development 
Companies.  Furthermore,  there  is  a 
•  relatively-  high  degree  of  integration 
between  the  agricultural  and  industrial 
sectors.  16  per  cent  of  licensed  factories  in 
the  Kingdom  are  in  the  food  and  agro- 
industries  sector,  while  a  large  number  of 
others  pnxJuce  equipment  such  as  pumps, 
pipes,  irrigation  equipment,  and  of  course 
fertilizers. 

There  is  great  pride  in  the  agricultural 
achievements,  which  were  effectively 
stimulated  by  extensive  Government 
suppon.  The  Agricultural  Bank  was 
established  in  1965  to  pa)vide  loans  to 
farmers,  and  the  Gi:)vemment  maintains  a 
comprehensive  system  of  .soft  k)ans  to  buy 
equipment  and  machinen.-;  input  subsidies 
to  reduce  the  cost  of  fenilizer,  animal  feed, 
seeds  and  transpon  of  cows;  and  price 
suppon  for  cereals  and  dates.  A.s  a  result 
there  has  been  rapid  gn)wth  in  domestic 
f(X)d  pRKfuction.  But  the  greatest  increase 
has  been  in  w  heat,  with  2.6  million 
tons  produced  compared  to  42,000  tons 
in  19^0. 

There  are  three  main  reasons  for  the 
.stn)ng  support  for  agriculture.  First,  the 
stKial  benefits;  the  agricultural  support 
.schemes  constituted  a  swift  means  of 
transferring  income,  combined  with  a 
pn)ciuction  incentive  to  the  rural 
communities,  which  has  had  a  significant 
effect  in  almo.st  eradicating  poverty; 
stimulating  l(K~al  cottage  indu.stries  and 
services,  and  iielping  to  reduce  the  heav\- 
rates  of  urlian  drift,  which  cau.sed  problems 
during  the  19"'0s.  Second,  there  are 
resources  to  be  developed  -  Saudi  Arabia 
has  always  had  agriculture,  and  there  is 
cenainly  gcxxi  scope  to  expand  some 
paxJucts  on  a  competitive  economic  basis, 
especiallv'  dates  and  fresh  vegetables, 
w  here  Siiudi  Aramco  has  had  an  important 
role  in  developing  and  stimulating 
sophi.sticaied  greenhou.se  prxxJuction 
techniques.  Third,  there  are  reasons  of 
f(KKl  .security  and  inipon  substitution. 
In  19''0  71,  ftxKistutl^  were  the  lar^st 
single  impon  item,  accounting  for  30  per 
cent  of  total  imports,  while  in  1988  food 
still  accounted  for  over  14  per  cent  of  total 
imports.  F(xkI  .seciirin,  has  been  a  subject 
of  concern  to  .Saudi  Arabia  and  the  GCC, 


I 


- 

1^^^^^^ 

/   «— '  V  l_l    1  1   Kwru-ivii—i   1   1      s^\^ 

■ 

^M'-^.:. 

•  M^r  1 

■*^^ 

W»i^  »5.  -..tTHnI 

T. 

•  - 

AW      * 

r . 

-. 

;^^^t^di 

f  ^^1 

:;ksi^^ 

- 

4 

^^^^^^^1 

* 

K 

1 

fff? 

• 

*         » 

K 

.ttilHfiH 

as  it  has  for  all  other  countries  which 
are  dependent  on  food  imports.  The 
Government's  strategy-  was  to  provide  all 
the  necessan'  facilities  to  establish  a 
modem  agricultural  production  capacity, 
which  would  then  be  run  by  the  private 
sector. 

But  if  agricultural  development  has 
been  successfijl  and  has  helped  to 
transform  the  rural  areas,  it  has  also  been 
controversial.  There  havie  been  two  high 
prices  to  pay  -  the  financial  cost  of 
agricultural  subsidies  and,  probably  more 
serious,  the  depletion  of  water  resources. 
The  financial  subsidies  are  more  easily 
controlled,  and  have  already  been  reduced 
from  the  peak  of  over  |400  million  in 
1982/83  to  $265  million  in  1986,  while 
food  consumer  subsidies  have  also  been 
reduced  fiom  a  level  of  f  1,430  million  in 
1981/2  to  1460  million  in  1986.  Water 
consumption,  however,  has  increased 
from  a  level  of  2.4  billion  cubic  metres  in 
1980  to  8.9  billion  in  1987  -  of  which 
83  per  cent  is  used  for  agriculture.  The 
problem  is  that  73  per  cent  of  the  water 
comes  fiom  non- renewable  aquifers,  the 
proven  reserves  of  which  are  estimated  at 
500  billion  cubic  metres.  This  still  leaves 
supplies  for  many  years  consumption  at 
present  levels  (and  in  addition  there  are 
very  extensive  reserves  of  fossil  water)  but 
the  rapid  depletion  of  such  a  vital  resource 
is  a  cause  of  concern.  The  Saudis  have 
always  been  cautious  about  the  use  of 
national  water  resources,  and  have  recently 


Agriculture  in  South  West  Saudi  Arabia 

introduced  increased  rates  on  a  sliding 
scale  to  curb  domestic  and  industrial 
consumption.  The  Government  has  also 
invested  heavily  in  desalination  plants,  and 
the  Saline  Water  Conversion  Corporation 
(SWCC)  has  become  a  major  supplier  of 
drinking  water  In  1987,  SWCC  generated 
about  486  million  cubic  metres,  which  was 
equivalent  to  over  30  per  cent  of  the  total 
non -agricultural  domestic  and  industrial 


Baljurashl  wheat 

demand,  but  the  cost  of  desalinated  water 
is  high.  When  SWCC  has  completed  all 
the  projects  which  are  now  under 
implementation  and  under  study  it  will 
be  able  to  supply  up  to  about  70  per  cent 
of  the  non-agricultural  demand,  while  the 
industrial  cities  and  municipalities  are  also 
increasing  their  capacities  to  re  cycle  water 
for  non -human  consumption  to  a  planned 
level  of  200  million  cubic  meters  a  year, 
about  15  per  cent  of  non -agricultural 
consumption.  SWCC  has  constructed 
several  major  pipelines  to  supply  some  of 
the  major  inland  cities,  for  example  the 
pipeline  fiom  Jubail  to  Riyadh  has  a 
capacity  of  830,000  cubic  meters  per  day 
which  is  sufficient  to  supply  all  the  needs 
of  the  citv'  of  Riyadh.  The  country's  water 
resources  are  planned  and  monitored  with 
a  National  Water  Plan;  the  Kingdom's  water 
balances  are  watched  as  careflilly  as 
financial  balances  in  other  countries,  and 
managed  with  similar  difficult  choices  and 
priorities.  The  Ministry  of  Agriculture  and 
Water  has  the  dual  responsibility  of 
managing  these  two  vital  resources,  and 
will  be  feced  with  difficult  decisions  in 
the  ftiture. 
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SaiidiAmia 

YESTERDAY      AND      TODAY 


HEALTH  SERVICES 
AND  SOCIAL 
WELFARE 

In  the  midst  of  very  rapid  economic 
growth  and  increasing  urbanization,  Saudi 
Arabia  has  also  paid  great  attention  to  health 
and  social  welfere.  The  Government's 
development  strategy'  is  explicitly 
concerned  with  both  material  living 
standards  and  the  quality  of  life,  and  with 
avoiding  the  imbalances  which  have  been 
theunfortunateconsequencesofeconomic 
change  in  many  other  devek)ping 
countries.  Health  and  scxrial  development 
have  always  received  a  high  priority-  in 
Government  spending  and  continue  to  do 
so  in  the  19H9  budget,  with  7.5  per  cent  of 
total  expenditure  -  up  from  5.2  per  cent  in 
1983-  So  the  health  sector  represents  major 
business  opponunities,  as  well  as  a  social 
service  to  the  community:  But  health  and 
stxrial  welfcue  are  not  just  tlie  concern  of  tlie 
Government,  the  private  sector  is  also  very- 
active,  not  only  in  running  private  medical 
facilities  but  also  providing  iissistance  to 
the  needy  One  of  the  five  pillars  of  Islam  is 


the  giving  of  alms  to  the  poor,  all  Muslim 
individuals  and  Saudi  corporations  are 
required  to  pay  zakat,  the  Isalmic  welfere 
tax,  which  is  set  at  2.5  per  cent  of  net 
worth  each  year.  There  are  numerous 
private  wel&re  societies  which  provide 
institutional  care  and  also  financial 
assistance  to  the  needy  including  to  those 
who  are  normally  completely  selfsufBcient 
but  suddenly  affected  by  a  personal  or 
family  disaster  This  private  philanthropy  is 
given  not  just  to  Saudi  citizens  but  also 
disuibuted  overseas,  for  example  to 
Afghan  refijgees  or  flood  victims  in  Sudan. 
As  the  Saudis  themselves  note,  they  do 
not  have  to  pay  personal  income  tax  \o  the 
Government,  but  there  is  a  strong 
perception  of  social  duty  which  helps  to 
integrate  the  wealthy  and  the  less 
fortunate  members  of  the  community, 
and  there  are  regular  inv itations  fiom 
community  leaders  for  subscriptions  \o 
charitable  causes. 

Health  has  always  been  a  special 
concern  in  Saudi  Arabia,  and  one  of  the 
major  transformations  in  the  country 
has  been  the  establishment  of  a 
comprehensive  hierarchy  of  health 
serv ices,  fium  primary  to  tertiary  care,  with 
research  and  the  publication  of  health 
journals  by  the  Saudi  medical  community: 
The  contrasts  are  showTi  in  the  statistics: 
in  1970  there  was  a  total  of  74  hospitals  with 
under  1 1,000  beds;  less  than  600  clinics, 
1 ,200  dcKtors  and  3,300  nurses.  Now 
there  are  over  200  hospitals  with  almost 


ARAB  FARMERS 

MAJOR  CONTRIBUTOR  TO 

SAUDI  ARABIA'S  AGRICULTURAL  GROWTH 


Arab  Farmers  is  involved  in  making  the  farm- 
lands produce  and  yield  rich  harvests  to  help 
the  Saudi  farmer 

Our  pioneering  work  in  center  pivot  irrigation 
with  Lindsay  Zimmatic  provided  the  breakthrough 
and  has  led  to  record  agricultural  development 
in  the  Kingdom. 

Arab  Farmers'  goal  is  to  assist  in  the  better 
utilization  of  the  Kingdom's  resources  in  agri- 
culture, and  to  further  its  development  through 
diversification  and  industrialization  of  the  agri 
business  sector  In  line  with  this  the  company 
plans  to  explore  the  areas  of  forward  integra- 
tion into  agricultural  products  handling,  ware- 
housing, fcfod  processing  and  presen/ation,  and 
:H)ssibly  into  production  of  end  products  to 
implement  the  world's  growing  demand  for 
the  basic  food  requirements 

Arab  Farmers  stands  hand  in  hand  with  the 
Saudi  farmer  serving  as  a  reliable  partner  in 
building  a  modernized,  optimally  producing,  fully 
integrated  agricultural  operation  in  the  Kingdom 
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50,000  beds,  about  2,000  clinics,  18,000 
doctors  and  38,000  nurses.  The  leading 
hospitals,  such  as  the  King  Faisal  Specialist 
Hospital,  the  King  Khalid  Eye  Hospital  and 
the  Military  Hospitals,  are  superbly 
equipped  and  have  international 
reputations  for  the  quality  of  care.  These 
have  been  developed  as  referred  hospitals 
to  absorb  patients  fiom  the  whole 
healthcare  system,  and  are  by  no  means 
just  special  fecilities  for  the  elite  - 
admissions  staff  have  had  to  become  adept 
at  getting  messages  for  appointments  to 
and  from  remote  bedouin  communities 
over  a  thousand  miles  away  in  die  Empty 
Quarter. 

Over  the  past  five  years  the  private 
sector  has  been  encouraged  to  take  on 
a  much  greater  role  in  healthcare, 
stimulated  by  Government  loans  to 
establish  hospitals  and  clinics.  The  costs 
of  running  the  large  Government  health 
services  have  been  increasing  as  the  new 
fecilities  are  built  and  staffed.  With  rising 
personal  inct:)mes  more  people  are 
capable  of  paying  for  healthcare  instead 
of  relying  on  free  Government  services. 
Also,  after  two  decades  of  very  rapid 
expansion  which  has  provided  a  sufficient 
quantity  of  medical  services,  there  is  a 
need  for  the  Government  to  upgrade  the 
quality  of  medical  services  and  general 
medical  care,  and  give  more  attention  to 
primary  care,  public  health  and  preventive 
medicine,  which  are  not  so  easily  handled 
by  the  private  sector. 

The  rapid  expansion  was  gained  by  a 
large  number  of  healthcare  agencies,  each 
managing  their  own  programs.  In 
addition  to  the  Ministry  of  Health,  medical 
and  health  services  are  provided  by  the 
military;  the  police,  the  university  training 
hospitals,  the  specialist  hospitals,  the  Red 
Crescent  ScKiety  (affiliated  to  the 
International  Red  Cross),  and  education 
and  welfare  agencies.  Wliile  these  other 
agencies  helped  to  share  the  burden  of 
rapid  expansion,  there  are  now  issues  of 
coordination  which  have  to  be  managed. 
Tlie  private  healthcare  sector  is  actually 
well  qualified  to  take  on  more  health 
serv  ices.  A  number  of  the  Government 
ho.s{:)itals,  especially  the  .specialist  and 
military;  were  stiirted  up  with  the  assistance 
of  international  companies  like  Ho.spital 
Corporation  of  America  and  Allied 
Medical  of  Britain.  Mo.st  of  these  have  now 
formed  joint  ventures  to  become  Saudi 
companies.  Also  a  number  of  Saudi 
doctors  have  e.stablished  their  own 
ho.spitals,  ,so  there  is  a  significant  private 
healtlicare  community 

I'rivate  business  has  also  expanded  the 
health  sector  by  integrating  backwards  into 
local  paiduction  of  medical  supplies. 
Saudi  trading  companies  have  k)ng  dealt 
in  medical  eciuipmeni  and  supplies,  and 
after  building  up  their  expertise,  have 
moved  into  Uxal  manufacture,  e.specially 
of  medical  disposables.  A  major  new- 
initative  is  the  establishment  of  the  Saudi 
Pharmaceuticals  Industries  and  Medical 
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.^Kppliances  Corporations,  SPIMACO, 
u  hich  is  already  constructing  a  state  of  the 
art  fectors-  to  produce  pharmaceuticals  in 
the  first  quarter  of  1990.  SPIMACO  was 
formed  as  part  of  a  clear  healthcare 
strategy-;  in  the  words  of  its  Managing 
Director:  "the  national  health  system  has 
three  fundamental  components:  first,  the 
health  fiicilities  of  public  health,  hospitals 
cmd  clinics,  which  areproinded by  the 
Government  and  private  medical  care 
companies;  second  the  medical  staff,  who 
are  trained  by  the  Government;  third, 
medical  supplies,  which  need  to  be 
proiided  by  private  industrial  companies. " 
The  plans  for  a  pharmaceutical  company 
were  formed  in  the  early  1980s  by  an 
international  Arab  company  the  Arab 
Company  for  Drug  Industries  and 
Medical  Appliances,  ACDIMA,  which  was 
established  to  coordinate  the 
de\elopment  of  regional-scale  health 
industries.  Indeed,  regional  cooperation 
is  a  particular  feature  of  the  health  sector, 
not  only  through  Pan-Arab  organizations 
but  also  in  the  GCC,  which  has  formed  a 
centralized  medical  supplies  purchasing 
committee.  SPIMACO  was  formed  in  1984, 
and  is  now  a  joint  stock  compam'  with  25 
per  cent  of  the  equitv-  owned  by  ACDIMA, 
6  per  cent  by  \arious  Saudi  businessmen 
invoKed  in  the  medical  supplies,  9  per  cent 
by  the  National  Industrialization  Company; 
and  60  per  cent  by  over  70,000  Saudi  and 
GCC  indi\iduals.  SPIMACO  took  a  strategic 
decision  to  form  alliances  with  intemational 
pharmaceutical  corporations,  and  has 
already  signed  agreements  and  letters  of 
intent  with  Hofi&nan  La  Roche,  SKA,  Warner 
Lambert,  Schering,  Cilag  and  Ciba-Geigy 
SPIMACO  is  already  preparing  to  expand 
and  diversify;  with  a  20  per  cent  stake  in 
the  Arab  Veterinary  Company  in  Jordan, 
and  evaluation  of  disposables,  surgical 
sutures,  antiseptic  solutions  and  plasma 
piDjects. 

While  the  private  sector  is  progressively 
increasing  its  participation  in  healthcare, 
the  Government  has  to  maintain  the 
primary  responsibility  for  social  matters. 
Social  welfare  has  been  designed  as  an 


integrated  system  of  services  which 
provides  a  comprehensive  safety  net  for 
the  disadvantaged,  without  encouraging 
dependency  and  blunting  the  incentive 
to  work.  The  disabled  are  provided  with 
institutional  care  for  the  sevierely 
handicapped,  and  rehabilitation  programs 
and  financial  assistance  for  those  who  can 
remain  with  their  families.  The  family 
structure  is  still  very  strong  in  Saudi  Arabia, 
and  the  welfare  system  is  designed  to 
support  families  to  maintain  their 
responsibilities  to  their  members  without 
undue  hardship.  Income  support  is 
prov ided  through  a  \ariety  of 
mechanisms:  the  Real  Estate  Development 
Fund  provides  loans  for  housing  -  a 
cumulative  total  of  $25  billion  for  almost 
450,000  housing  units  and  commercial 
projects  has  been  disbursed  since  19^4  - 
which  has  not  only  provided  home- 
ownership  but  also  greatly  stimulated  the 
construction  sector  The  Agricultural  Bank 
and  ferm  support  programs  have  helped  to 
overcome  rural  po\erty;  the  Saudi  Credit 
Bank  provides  loans  to  deal  with  financial 
emergencies  and  to  establish  small 
businesses,  while  the  Cooperative 
Department  and  the  Community 
Development  Department  of  the  Ministry 
of  Labor  and  Social  Affairs  also  provide 
training  and  institutional  support  for  local 
enterprises  in  urban  and  rural  areas. 


With  increased  wealth  and  leisure, 
sports  -  especially  soccer  -  have  become 
something  of  a  passion  in  Saudi  Arabia. 
The  Government  has  de\eloped  an 
extensive  spcjrt  infi^astructure.  The 
General  Presidency  of  Youth  Welfare  has 
built  and  continues  to  provide  financial 
assistance  for  1 54  sports  clubs,  with 
additional  cultural  societies,  youth  hostels 
and  camps.  Once  established,  the  sports 
clubs  are  supported  by  the  local 
communities,  and  advertising  and 
sponsorship  by  business  is  increasing. 
Saudi  Arabia  first  participated  in  the 
Olympics  in  1984,  but  soccer  is  certainly 
the  most  popular  and  highly  successful 
national  sport.  The  national  team  have 
had  their  triumphs  and  disappointments 
like  any  other:  the  high  points  were  \ictory 
in  the  Asian  Cup  in  1985,  and  in  June  1989 
the  Saudi  team  won  the  World  Under-l6's 
Championship  in  Britain  -  an  e\ent  which 
reminded  older  Saudis  that  when  their 
jubilant  team  members  were  bom  there 
were  only  the  most  basic  training  facilities 
and  few  opportunities  for  the  talent  to 
emerge. 


Microbiologist  at  work  in  medical 
laboratory 


SAUDI  KUWAITI  CEMENT  MANUFACTURING  CO. 

The  Saudi  Kuwaiti  Cement  Manufacturing  Company  (SKC)  is  a  joint  venture  of  public  and  private  share  holders  in 

Saudi  Arabia  and  the  Kuwait  Cement  Company  in  Kuvrait.  The  Plant  is  located  in  the  Eastern  Province  of  Saudi 

Arabia,  with  a  capacity  of  7000m.  tons  a  day  of  clinker,  which  is  considered  to  be  one  of  the  largest  cement 

manufacturers  in  the  Middle  East. 

SKC  is  an  outstanding  example  of  the  co-operation  between  partners  of  the  GCC. 

SKC's  commitment  is  to  supply  the  construction  activities  in  Saudi  Arabia  with  their  cement  demand  in  the 

highest  quality  form.  SKC  is  sharing  in  the  development  progress  of  the  Kingdom  of  Saudi  Arabia  and  in 

the  export  of  the  surplus  quantity  of  cement  and  clinker  to  other  parts  of  the  world. 


Saudi  Kuwaiti  Cement  Mfg.  Co. 

Plant,  Khursaniyah 

Regional  Office,  Riyadh 

P.O.  Box  4536 

Tel.  (03)  341  1 970  Plant  Manager  Direct 

P.O.  Box  22341 

Dammam  31412 

341  1842 

Riyadh  11 495 

Tel.  (03)  8273330 

341 1994 

Tel.(OI)  465  5170 

8262479  G.M.  Direct 

Fax.       341  6429 

465  5187 

Fax.       8271923 

Tlx.       832166  SKCKHPSJ 

Fax.       463  4560 

Tlx.       802495  SKC  SJ 

Tlx.       407659  SKC  SJ 
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Saudi  Arabia 

YESTERDAY     AND      TODAY 


BANKING  AND 
FINANCE 

There  are  now  twelw  commercial 
banks  in  Saudi  Arabia.  The  two  largest,  the 
Riyad  Bank  and  the  National  Commercial 
Bank,  are  wholK'  Saudi  owned,  as  is  the 
newest,  the  Al  Rajhi  Banking  and 
Investment  Corporation,  formed  in  1988 
&T)m  the  former  Al  Rajhi  Company  for 
Currency  Exchange  and  Commerce.  These 
three  hold  about  58  per  cent  of  the  total 
assets  of  the  commercial  banks,  \\ith  the 
remainder  distributed  among  jcjint 
venture  banks,  with  foreign  banks  and  the 
Saudi  public  as  shareholders.  The  Riv-ad 
Bank  is  the  only  Saudi  Bank  which  is  not 
priv"ately  owned,  with  52  per  cent  of  shares 
held  by  Saudi  citizens  and  the  remainder 
by  the  Saudi  Arabian  Monetary'  Agency:  The 
largest  joint  venture  bank  is  Saudi  American 
in  which  (;iticorp  has  a  40  per  cent 
shareholding.  >X'hile  all  these  banks 
concentrate  their  main  effoas  on  the 
Saudi  domestic  market,  some  have  also 
established  their  own  branches  overseas 
to  better  ,ser\e  their  custc^mers:  Saudi 
American  Bank,  for  example,  has  branches 
in  London  and  Istanbul  and  a  subsidiary' 
in  Geneva,  while  Ri\ad  Bank  has  a  branch 
in  Lcjndon,  will  .s(x)n  open  one  in  Houston, 
and  has  et|uit\'  participation  in  other 
banks  in  the  GCC,  Eun)pe,  Asia  and 
Americ-a. 

The  performance  of  the  commercial 
banks  h;is  a^centK  impnjved  significantly 
Pn)fitabiliry,  which  was  ver>'  high  by 
international  standards  during  the  b(K)m 
\ears,  diDpped  after  1984,  but  has  picked 
up  shaqily  Saudi  American  Bank 
announced  their  highest  ever  pmfiLs,  and 
according  to  its  .Managing  I  )irector  "1989 
looks  like  it  u'iUhcetvn  better'! Saudi 
British  liank  haw  also  indicated  that  1989 
should  be  a  good  yean  The  improvement 
is  attributed  to  a  number  t)f  reasons:  the 
banks  have  spent  several  vears  clearing 
problem  loans  liwm  their  balance  sheets, 
they  havie  impnjvvd  priKluctivirs;  reduced 
their  operating  expenses  and  extended 
automation,  as  a  itsult  of  w+iich  the  banks 
are  m  )w  healtha  r  u  \!;iv  than  a  tew  years 
ago  -  V  \en  compared  U)  the  b(  K)ni  years. 
The  banks  have  remained  very  liquid-  an 
average  i"^  per  cent  uf  dq^osits  are 
channelled  into  loans,  and  a  gotxl  puition 
of  the  balance  ls  held  in  liquid  as.sets.  Also, 
these  oiwrating  iini  movements  have  been 
gained  at  the  s;ime  time  as  Saudization  of 
the  stafl'has  increased  markedlv. 

In  addition  lo  the  commerci;tl  banks, 
the  Government  has  est^tblished  and 
dinded  a  network  of. speciali/L-u  credit 
institutions  to  piDvide  medium  and  long 


term  finance  in  key  development  sectors. 
The  largest  is  the  Real  Estate  Development 
Fund,  which  provides  loans  lo  private 
citizens  to  build  their  own  homes,  and  to 
real  estate  developers  for  commercial  and 
residential  investment  projects.  The  Public 
Investment  Fund  provides  investment 
loans  to  the  state  owned  corporations  like 
Saudia  and  SABIC  The  Saudi  Industrial 
Development  Fund  awards  loans  to 
manufacturing  enterprises;  the 
Agricultural  Bank  to  farmers;  while  the 
Saudi  Credit  Bank  provides  assistance 
loans  to  private  citizen  for  personal  needs 
and  also  to  small  businessmen,  in 
particular  to  graduates  finm  the  Vocational 
Training  Institutes  to  start  up  their  own 
workshops. 

Apart  fiom  the  formal  banking 
institutions,  there  are  the  currency- 
changers,  about  thirty  companies  which 
historically  grew  up  to  serve  the  pilgrims 
to  Makkah,  and  now  mainly  handle 
money  transfers  for  expatriate  workers. 
These  currency  changers  have  an 
extensive  branch  network,  long  opening 
hours,  and  offer  competitive  exchange 
rates  and  hence  are  very  convenient  for 
their  customers. 

Islamic  banks  also  offer  alternative 
investment  and  financing  vehicles  to 
Muslim  investors  and  borrowers.  These 
facilities  are  primarily  available  for  trade 
finance,  operating  with  the  principle  of 
mumbaha,  by  which  g(xxis  are  purchased 
and  then  sold  for  a  profit  (at  risk)  on  a 
deferred  settlement  basis.  The  Islamic 
Development  Bank  and  the  Al  Rajhi 
Banking  and  Investment  Corporation 
operate  on  this  basis,  and  some  other 
commercial  banks  are  starting  U)  offer 
Islamic  financing  vehicles. 

Although  the  retail  banking  sector  is 
highly  devek)ped,  the  c-apital  market  is 
not.  There  is  a  Saudi  Sttxrk  Market,  and 
shares  are  traded  thiDugh  the  banks  in  a 
s->-stem  nKxleled  after  Germany's.  Share 
issues  are  prepared  by  the  Consulting 
Center  for  Finance  and  Investment,  and 
almost  all  have  been  eageriy  over 
sub.scribed.  Memories  of  the  collapse  of 
the  unofficial  sttxrk  exchange  in  Kuwait; 
of  Black  Monday  throughout  the  world  in 
CXtober  198"';  together  with  the 
environment  of  highly  liquid  investors 
eagerly  looking  for  gtxxi  opportunities, 
have  encouraged  the  Saudi  Government 
to  be  cautious  in  the  stimulation  and 
regulation  of  the  capital  market. 
Nevertheless,  the  banking  communitv-  is 
kx)king  forward  togcxxJ  gn)wth  pio.spects. 
Saudi  Americ-an  Bank,  for  example,  is  to 
launch  a  new  kx.-al  investment  fi.ind  before 
the  end  of  1989. 

The  whole  banking  sectt)r  is  regulated 
bv  the  Saudi  Arabian  Monetary  Agency 
(SAMA),  the  central  bank,  which  has  won 
resjx'ct  for  its  management  skills, 
e.specially  in  the  difficult  years  between 
1985  and  1987,  and  also  for  its 
encouragement  of  innovation.  SAMA  is 
described  as  a  proactive  rather  than  a 


reactive  institution  by  a  leading  foreign 
banker,  for  example  it  has  stimulated  a 
national  ATM  system.  SAMA  has  a  good 
uack  record  in  supporting  local  banks 
which  face  temporary'  difficulties;  in  1988 
it  started  issuing  five  year  development 
bonds  to  help  finance  the  budget  deficit, 
which  provided  new  outlets  for  the  bank's 
liquidity;  while  in  1987  it  established  a 
Banking  Disputes  Committee  to  handle 
the  settlements  of  unpaid  loans,  with  very 
usefijl  results. 

A  variety  of  new  trends  are  emerging 
in  the  Kingdom's  financial  sector  First, 
private  finance  is  supplementing 
Government  expenditure  and  could  take 
on  a  greater  role.  The  ptoponion  of  bank 
deposits  to  GDP  has  risen  fiom  a  level  of 
10  per  cent  in  1980  to  45  per  cent  in  1987, 
and  as  the  economy  continues  to  recover, 
the  slowdown  in  Government  expenditure 
could  be  panly  filled  by  private  finance. 
The  commercial  banks  are  offering  more 
varied  services.  In  retail  banking,  there  is 
continued  expansion  of  ATMs,  especially 
in  offeite  locations  such  as  shopping 
malls,  airports,  and  drive- in  facilities,  which 
are  proving  very  popular.  From  a  small 
base,  the  demand  for  credit  and  charge 
cards  is  growing  very  quickly  and  inter- 
branch  services  are  increasing.  EFTPOS  will 
become  feasible  with  the  establishment 
of  the  national  ATM  network,  and  Saudi 
Arabia  joined  the  SWIFT  system  in  March 
1989.  Corporate  banking  services  are  also 
expanding,  with  improved  project  finance 
taking  a  more  important  role  after  the 
historic  concentration  on  trade  and 
contract  finance.  Treasury  and  advisory 
services  are  being  strengthened,  and  the 
more  innovative  banks  are  providing 
on  line  terminals  and  national  networks 
for  their  corporate  customers.  Almost  all 
the  banks  have  invested  heavily  in  new- 
technology;  and  there  is  every  indication 
that  they  will  not  only  continue  but 
increase  this  pattern. 
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SAMA,  Saudi  Arabian  Monetary 
Agency  building,  Riyadh 


A  LOOK  AROUND  THE  KINGDOM 
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King  Fahd  Stadium 


Abataean  Tomb  in  Madain  Saleh 


King  Khalid  Airport,  Riyadh 


Cable  net  glass  tented  structure 
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Interior  at  the  Ministry  of 
Foreign  Affairs 


Photographs  courtesy  of  Arriyadh 
Develcpment  Authority,  Aramco,  Saudi 
Arabian  Information  Office. 


Yesterday,  Today 
-  and  Tomorrow 


No  market  m  the  world  has  developed  as  quickly  as 

dramatically  as  Saudi  Arabia  over  the  last  three  decades. 

Abdul  Latif  S.  Albabtam  &  Bros.  Co.  has  during  this  time 

established  a  reputation  built  on  the  pursuit  of  excellence. 

Today  it  provides  a  first  class  distribution  facility  for  local 

and  multinational  companies.  Companies  as  diverse  as 

Philip  Morris  Inc.  U.S.A.  to  Ramlosa  Sparkling  natural 

mineral  Water  from  Sweden  and  our  subsidiary  Albabtam 

Biscuit  Manufacturing  Company  -  operating  from  Riyadh, 

the  hub  of  a  market  area  one  fifth  the  size  of  the  U.S.A. 

The  company  is  committed  to  maintaining  its  position 

amongst  the  leaders  m  tomorrow's  expanding  market. 

A  nev\^  young,  affluent  local  market  of  consumers 

developing  out  of  a  population  where  half  are  under 

the  age  of  15.  We  are  fully  prepared  nov\^  to  meet 

tomorrow's  challenge. 
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ABDUL  LATIF  S.  ALBABTAIN  &  BROS.  CO. 

PO.  Box  494  Al  Khobar  31952  -  Saudi  Arabia 
Tel:  (966-3)  8647420/8640714/8949443 
Fax:  8983432   Tlx:  870178  SHROUK  SJ 


A  BOND  OF  TRUST. 


Saudi 
Refining,^ 

INC. 


Top  photo:  President  Ronald 
Reagan  and  King  Fahd  meeting 
in  the  White  House.  Center: 
Discoveryofoilat  Well  #7  in 
\'^29>.  Bottom  photo:  Qo\. 
William  Eddy  (left).  King  'Abd 
al-'Aziz,  and  President  Franklin 
D.  Roosevelt,  aboard  the  USS 
Quincy  in  the  Suez  Canal. 
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'ows  WIS  jor  a  oimnessr  inventory  mrnover  is  sioiv,  our  marmips  can  run 
900%.  Your  suppliers  will  expect  cash,  but  their  prices  are  dirt  cheap.  Thet^e  are 

legal  risks,  but  they  are  miniriial.  "  ^m 


Hot  retailing 
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By  Steve  Weiner 
and  John  Harris 


The  well-established,  if  regrettable,  fact  of  modern  American  life  is  that  crime  does 
pay.  For  proof,  look  no  further  than  the  dandy  little  Miami  clothing  business  run  for 
more  than  a  year  by  Emeterio  Marino  Pijeira. 

Pijeira  sold  men's  suits,  thousands  of  them,  from  the  living  room  of  a  duplex  in  a  quiet 
Miami  residential  neighborhood.  Top-quality  stuff:  Hickey-Freeman,  Oxxford  and 
Austin  Reed,  and  store  labels  such  as  Bloomingdale's,  Dillard's  and  Nordstrom.  Unbeat- 
able prices:  $150  or  less  for  a  choice  Hickey-Freeman  suit  that  in  other  stores  might  cost 
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SmaU  sales  on  the  street,  tUftea 
markets  and  pawnshops  consume 
most  stolen  merchandise,  such  as 
these  inexpensive  watches  peddled 
openly  recently  on  a  Washington, 
D.C.  street.  The  value  ofVJS.  proper- 
ty stolen  each  year?  Perhaps 
$lOObillion,or€ipproachUtg2%of 
the  gross  national  product. 

$600  to  $800. 

Pijeira's  screaming  bargains  lured 
throngs  of  happy  customers,  includ- 
ing such  civic  leaders  as  the  Dade 
County  manager,  a  county  commis- 
sioner, a  city  commissioner  and  a 
prosecuting  attorney.  Like  Pijeira's 
other  customers,  they  tried  on  the 
wares  in  a  bathroom  and  paid  with 
cash  or  with  checks  made  out  to 
"cash."  No  names  or  credit  cards, 
please. 

How  did  Pijeira  manage  to  make  a 
profit  at  such  low  prices?  It  should 
have  been  clear  to  even  the  most  na- 
ive of  customers  that  he  couldn't  do  it 
honestly,  and  Pijeira  couldn't.  He  was 
selling  stolen  goods. 

Police  say  records  found  in  Pijeira's 
duplex  showed  that  he  was  supplied 
by  thieves  in  22  states,  including 
crooks  who  would  steal  suits  to  order, 
by  the  single  suit  or  by  the  vanload. 
Pijeira  typically  paid  his  "wholesal- 
ers" 10%  of  a  suit's  usual  retail  value, 
then  doubled  the  price  to  reach  the 
standard  retail  markup  of  50%.  He 
paid  little  rent,  collected  and  paid  no 
state  sales  tax  and,  apparently,  offered 
his  son  and  one  salesman  only  peanut 
wages.  A  dream  business.  Bargain 
prices  and  low  overhead  coupled  with 
high  profit  margins. 

Marino  Pijeira,  police  believe, 
cleared  at  least  $500,000  in  one  year. 
His  bonanza  ended  when  a  curious 
browser,  himself  a  clothier,  found  on 
Pijeira's  racks  a  designer-label  suit 
stolen  from  his  own  store.  Pijeira  was 
convicted  of  racketeering  but  served 
no  jail  time.  Now  on  probation,  he 
runs  another,  apparently  legitimate, 
men's  clothing  store  along  Miami's 
Coral  Way. 

No  one  knows  the  precise  value  of 
property  stolen  in  the  US.  each  year. 
But  add  the  ki.  iwn  figures,  throw  in  a 
guess  here  ai;;^  there,  project  a  bit 
horn  fragmenta'-y  evideiiCC  and  stir  m 
somv  anecdotal  "vider.ce,  and  you 
wouldn't  be  far  ot!  if  you  put  theft  at 
about  $100  billion  year,  or  just  un- 
der 2%  of  the  gioss  national  product. 

Given  that  most  theft  is  for  resale 
rather  than  for  use,  it  follows  that 
nearly  every  stoi'.iu  item  must  be 
fenced — resold.     Which     guarantees 


.U^iurlV)  PafiaiK-Uilt'oixJhn  ijurn: 


that  fencing  is  no  small  affair  but  an 
industry  with  sales  running  into  the 
tens  of  billions  of  dollars  annually. 

Where  do  we  get  these  numbers? 
Losses  reported  to  the  Federal  Bureau 
of  Investigation  in  1987  totaled  nearly 
$13  billion.  This  included  1.2  million 
cars  valued  at  $6.4  billion,  $1.1  billion 
in  jewelry  and  precious  metals,  $1 
billion  in  electronic  goods  such  as 
televisions  and  stereos,  $720  million 
in  cash  and  $2.1  billion  in  "miscella- 
neous" goods,  meaning  anything  that 
can  be  moved — liquor,  shampoo,  film, 
razor  blades,  starch,  tools  and  the 
kitchen  sink. 

But  the  reported  thefts  are  only  the 
tip  of  the  loss  iceberg.  Much  theft 
isn't  reported,  the  fbi  says,  because  it 
usually  doesn't  pay  to  do  so.  Insur- 
ance rates  rise,  thieves  leam  which 
companies  are  vulnerable  and,  even  if 
the  crooks  arc  caught,  prosecutors  of- 
ten won't  press  charges.  Frequently 
losses  arc  absorbed  by  a  company  as 
part  of  the  cost  of  doing  business. 

Nor  does  reporting  the  theft  get  the 
goods  back.  In  1987,  for  instance,  only 
about  37%  of  the  total  reported  loss 
was  recovered — just  6%  of  the  cash, 
5%  of  the  jewelry,  5%  of  the  electron- 
ic gear  and  15%  of  the  clothing,  the 
FBI  says.  Police  claim  a  65%  recovery 
rate  for  cars,  but  count  a  vehicle  as 
recovered  if  they  find  only  a  part  of  it. 


such  as  a  door. 

The  Commerce  Department  pegs 
losses  to  employee  theft — goods  sto- 
len by  a  company's  own  employees — 
at  $40  billion  annually.  Most  retailers 
routinely  reserve  2%  of  sales  for 
"shrinkage" — the  evasive  term  used 
to  cover  merchandise  losses  from 
worker  theft,  shoplifting  and  other 
causes.  That  alone  totaled  an  estimat- 
ed $33  bilhon  in  1988. 

So,  while  a  guess,  the  $100  billion 
figure  probably  isn't  far  off  the  mark. 

How  does  the  stuff  find  its  way 
back  into  distribution  channels?  In 
many  ways.  Take  stolen  car  radios. 
These  are  usually  routed  back  into  the 
market  by  allegedly  legitimate  deal- 
ers. The  theft  of  car  radios  is  epidemic 
throughout  the  U.S.  but  wouldn't 
make  sense  if  there  weren't  a  parallel 
distribution  system  to  move  the 
goods — which  are  almost  impossible 
to  identify  as  stolen — to  consumers. 
"The  thief  goes  to  the  used  parts  deal- 
ers, and  they  sell  to  the  repair  shops," 
says  Michael  Taylor,  a  senior  fbi 
agent  in  Chicago.  "The  thief  can  get 
the  radio  out  in  minutes,  and  he  gets 
$50  a  pop.  The  used  parts  dealers  sell 
them  for  $200  or  $300.  The  radio  they 
put  in  your  car  might  be  the  same  one 
that  was  stolen  from  it." 

A  big  part  of  the  distribution  net- 
work for  stolen  goods,  police  say,  is 
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through  flea  markets,  pawnshops  and 
jewelers'  rows,  such  as  the  47th  Street 
diamond  district  in  New  York  and 
Chicago's  Wabash  jewelry  district. 
"Who  goes  to  a  flea  market  and  asks 
whether  a  box  of  film  or  a  package  of 
razor  blades  is  stolen?"  says  one  po- 
lice officer.  Adds  a  vehement  Sergeant 
James  Vucci  of  Washington,  D.C.'s 
pohce  department:  "All  your  pawn- 
shops are  just  legalized  fences." 

Some  fencing  is  done  right  on  street 
comers  and  in  bars.  "A  guy  takes  a  tv 
from  a  truckload  and  walks  into  the 
comer  bar  and  says  he'U  take  $50  for 
it.  Anybody  in  the  bar  would  buy  it — 
they  don't  c^e  if  it's  stolen.  It  be- 
comes the  buy  of  the  day,"  says 
•Charles  Botkin,  security  director  for 
Zenith  Electronics  Corp.,  the  Glen- 
view,  111.  maker  of  xvs  and  computers. 

Stolen  cars,  including  the  estimated 
15%  taken  in  phony  thefts  known  as 
"insurance  giveups,"  are  often  moved 
through  a  weU-estabUshed  fencing 
system.  Some  are  sold  intact  by  fences 
who  change  vehicle  identification 
numbers.  Others  are  broken  up  for 
their  parts,  most  often  in  shops  that 
work  to  order. 

"You'll  call  and  say  you  want  a  pas- 
senger door  for  a  1988  Buick  Regal, 
midnight  blue,  and  they'll  find  that 
car,  steal  it  and  get  you  the  door,"  says 
Taylor,  the  fbi  agent.  The  remaining 


pieces  often  are  dumped  or  scrapped. 

Other  goods  move  through  part- 
time  fences,  such  as  the  art  or  an- 
tiques dealer  who  occasionally  buys  a 
collectible  piece,  no  questions  asked. 

Don't  fences  ever  get  caught?  Rare- 
ly. Most  vulnerable  are  fuU-time 
fences,  who,  because  they  don't  move 
around  much,  become  easier  to  iden- 
tify. Among  the  recent  unlucky: 

•  Lacey  C.  Wilson  Jr.  and  Joseph  Wil- 
son, proprietors  of  the  well-known 
Florida  Avenue  Grill  soul  food  restau- 
rant in  Washington,  D.C.  Pohce  say 
the  brothers  held  $2  million  in  stolen 
goods  crammed  into  their  homes  in 
Maryland  and  Virginia  when  they 
were  arrested  in  February  1987.  The 
Wilsons  routinely  bought  stolen 
goods  at  their  restavirant.  They  paid 
thieves  directly  from  the  till,  then 
carted  the  loot  home  at  night  for  re- 
sale at  flea  markets  or  in  Lacey's  tack 
shop.  He  had  a  special  affection  for 
stolen  horsey  merchandise — saddles, 
statues,  books  and  similar  items. 

•  Ronald  J.  Ware  used  his  Liquidators 
Unlimited  business  in  Denver  and 
suburban  Lakewood,  Colo,  as  a  front 
for  a  wide-ranging  fencing  operation 
that  employed  more  than  a  dozen 
thieves  who  specialized  in  hand  tools. 
Ware,  who  police  say  wore  a  pager  so 
his  burglars  could  always  reach  him, 
coordinated   his   business   from   his 


home.  The  take  was  stored  in  his  four- 
car  garage,  right  next  to  his  tennis 
court.  Much  of  it  was  sold  at  flea 
markets.  The  operation,  police  be- 
heve,  lasted  for  ten  years,  an  unusual- 
ly long  period  of  time,  and  involved 
millions  of  dollars  in  stolen  goods. 
•  Arturo  Martinez  and  Juan  Perez, 
who  pleaded  gviilty  in  January  to  pos- 
session of  property  stolen  from  an  in- 
terstate shipment  after  their  arrest 
last  year  at  Lindi's  Wholesale,  a  shop 
in  West  New  York,  N.J.  The  fbi  says 
Martinez  and  Perez  had  on  hand 
$325,000  of  high-quality  bicycles  sto- 
len from  a  warehouse  in  Carteret,  N.J. 
a  week  before,  as  well  as  a  large  quan- 
tity of  clothing  and  office  equipment. 

Most  fences  are  comparatively 
small-time  operators.  Washington  po- 
lice, for  instance,  have  busted  fences 
who  ran  plumbing  supply  stores;  part 
of  their  appliance  stock  was  regularly 
obtained  from  burglars  who  stripped 
stoves,  refrigerators  and  dishwashers 
from  newly  built  tract  homes.  Metro 
pohce  also  tracked  down  several  of- 
fice products  distributors  who,  for 
$300,  would  buy  skidloads  of  comput- 
er and  copier  paper  stolen  from  the 
Pentagon,  then  resell  it  to  area  busi- 
nesses at  the  normal  price,  $2,500  to 
$3,000.  Among  their  customers:  the 
pohce  department. 

Who  supplies  the  fences?  Fencing 
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has  increasingly  become  involved,  di- 
rectly or  indirectly,  in  the  drug  trade. 
In  some  cities,  police  believe  that 
hilly  90%  of  robberies,  burglaries  and 
auto  thefts  are  committed  by  junkies 
desperate  for  drug  money.  Thus  the 
fences,  indirectly  at  least,  finance 
drug  consumption. 

"Fencing  is  the  second  link  in  the 
drug  chain,"  says  Sergeant  Vucci,  who 
runs  a  squad  of  officers  attached  to  the 
Repeat  Offender  Project  of  Washing- 
ton's police  department.  "The  first 
link  is  the  burglary,  in  the  second 
they  get  the  money  and  in  the  third, 
they  buy  the  drugs." 

Ride  down  a  Washington  street 
with  police  officer  James  Trainum. 
On  one  comer,  drug  dealers  swarm, 
ready  to  deal  in  crack.  Along  another 
nearby  street,  a  junkie  raises  cash  for 
his  evening  drug  buy:  For  a  would-be 


Hot  retailing  at  the  WUson 
brothers '  Florida  Avenue  Grill, 
Washington,  D.C.  (1  and.  2). 
recorded  by  a  police  camera  (3). 
Lacey'sfarm  and  Doitble  L  tack, 
shop  in  Stttfford  Cottnty,  Va.  (4  and 
5),  and  Joe's  home  in  Potomac,  Md. 
(7  and  S)  held  an  estimated  $2 
million  in  stolen  goods.  Officer 
Trainum^,  in  disguise,  trith  a  saddle 
he  sold  to  the  Wil»ona  (B). 


Miami  Police  Dcpc 


customer,  he  displays  a  small  item 
hidden  under  his  shirt.  "Along  some 
of  these  streets,"  says  Trainum,  an 
undercover  officer,  "the  burglars  sim- 
ply park  and  open  their  trunks,  then 
head  right  over  to  Ninth  Street  to 
make  their  buys." 

Such  petty  fencing  is  all  but  unstop- 
pable. It's  almost  impossible  to  prove 
that  most  items  are  stolen.  Police  bur- 
dened by  violent  crime  rarely  have 
resources  to  devote  to  property 
crimes.  Judges  rarely  sentence  con- 
victed fences  to  jail.  Detective  Ray 
Martinez,  the  Miami  cop  who  helped 
bust  Marino  Pijeira,  has  arrested  100 
fences  in  three  years;  none  has  been 
jailed.  "It's  the  best  business  in  the 


world  to  be  in,"  he  says. 

How  does  the  business  work?  Like 
any  enterprise,  fences  have  the  usual 
problems  of  supply,  pricing,  distribu- 
tion, location,  marketing  and  cash 
flow.  Akbar  M.  Fakhar,  40,  and  Mo- 
hammad J.  Ayat,  44,  naturahzed  Irani- 
ans, operated  Flamingo  Imports,  a  sec- 
ondhand goods  and  rug  store  situated 
in  Washington,  D.C.'s  red-light  dis- 
trict, at  1 4th  Street  and  Rhode  Island 
Avenue.  The  two  were  arrested  in 
April  and  charged  with  trafficking  in 
stolen  property.  Their  lawyer  refused 
to  allow  either  to  talk  to  Forbes. 

But  a  lengthy  police  affidavit  de- 
scribes how  the  two  operated.  Fakhar 
and  Ayat  bought  mostly  gold  and  sil- 
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ver  jewelry,  usually  paying  in  cash 
about  10  cents  on  the  appraised  dollar. 
They  sold  most  of  the  pieces  at  an- 
tiques shows  in  Westchester  County, 
N.Y.,  Richmond,  Va.  and  elsewhere. 

Some  of  their  trade  was  legitimate, 
police  say  in  the  affidavit.  But  as  is  the 
case  with  most  fences,  the  illegal 
trade  begins  with  effective  word-of- 
mouth  advertising.  Fakhar  and  Ayat 
had  previous  brushes  with  the  law 
over  stolen  property;  the  poUce  inves- 
tigation showed  that  the  two  were  lax 
in  recording  transactions  and  eager  to 
deal.  Word  simply  got  around  that 
these  boys  would  pay  cash  and 
wouldn't  ask  questions. 

Police  got  their  chance  with  Fla- 
mingo Imports  when  two  bmrglars, 


PoUce  say  Emeterio  Marino 
pyeira's  (1)  duplex-based 
menswear  business  (2) 
tvas  supplied  bi/  thieves  in  22 
states,  including  crooks  who  woutd. 
steal  suits  (3)  to  order.  P^eira 
typically  paid  his  "wholesalers" 
10%  of  a  suit's  usual  retail  value, 
then  doubled  the  price  to  reach  the 
standard  retail  nuulcup  of  SO%. 


both  jailed  in  Virginia,  told  officers 
that  they  sold  the  jewelry  proceeds 
from  dozens  of  thefts  through  Fakhar 
or  Ayat.  But  how  to  penetrate  the 
store?  Officer  Nancy  Browrn  posed  as  a 
nurse  who  stole  jewelry  from  the 
homes  of  her  elderly  patients.  Wired 
with  a  tape  recorder,  she  sold  rings, 
bracelets  and  pins  appraised  at  more 
than  $75,000  to  Fakhar  or  Ayat  in  11 
visits  in  February  and  March.  All  the 
loot,  recovered  from  other  crimes,  ac- 
tually came  from  the  fbi  vault. 

Brown  found  the  pair  to  be  chatty 
and  helpful,  not  uncommon  among 
fences,  who  need  repeat  business  to 
keep  the  pipeline  full.  On  one  occa- 
sion, she  says,  Fakhar  warned  her  that 
a  police  pawnshop  detail  had  asked 
questions  about  some  of  her  early 
sales;  he  coached  her  on  what  to  say  if 
police  inquired  about  those  deals  with 
her.  When  Brown  once  worried  out 


loud  about  whether  her  items  would 
drain  the  small  shop  of  cash,  Fakhar 
reassured  her.  "I  buy  three,  four,  five 
thousand  dollars  a  day,"  he  said. 

"I  would  go  in  with  $2,000  or 
$4,000  of  gold  jewelry  at  a  time,  and 
he'd  give  me  200  or  500  bucks  at  a 
shot,"  says  Brown.  "He  was  laying  out 
big  cash  when  you  consider  I  was  one 
of  about  30  customers  a  day.  Just 
about  everyone  who  walked  out 
walked  out  with  money." 

Brown  bought  back  some  of  her 
jewelry  from  Fakhar  on  Mar.  1 1,  dur- 
ing an  antiques  show  at  the  Westches- 
ter County  Community  Center.  In  a 
new  disguise,  accompanied  by  an  fbi 
agent,  she  found  30  items  that  she  had 
recently  sold  at  Flamingo  Imports. 

This  was  megamarkup  retailing — 
Brown  paid  $200  apiece  for  rings  she 
had  sold  for  $20  to  $25  when  she 
originally  sold  them  in  Washington. 
That's  a  900%  markup. 

It's  not  all  profit,  of  course.  The  two 
paid  about  $1,100  monthly  rent  for 
their  store,  and  had  the  usual  operat- 
ing expenses.  And  when  Fakhar  and 
Ayat  were  arrested  Apr.  12,  police  saw 
the  downside  of  their  business. 
"You've  got  to  remember  that  if 
you're  in  the  business  of  taking  hot 
merchandise,  you  sometimes  have  to 
let  it  cool  off  before  putting  it  on  the 
shelves,"  says  Bernard  Murphy,  assis- 
tant special  agent  in  charge  of  the 
FBI's  Newark,  N.J.  office.  Fakhar  and 
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Ronald  J.  Ware  (1)  set  somethiMtg 
of  a  record/or  dwuxUion.  in  the  fenc- 
ing game — on  estimated  ten  years, 
police  say,  operating  from,  the 
garage  of  his  Latcetvood,  Colo, 
home  (2).  Bis  specialty:  top-quatity 
hand  tools  and  paraphernalia 
needed  by  the  home  handynum  (3). 


Ayat  were  sitting  on  inventory  with 
an  appraised  value  of  $2  million. 

This  sometimes  meant  that  cash 
flow  was  a  problem.  The  two  busi- 
nessmen had  to  scramble  to  raise 
$5,500  cash  on  that  last  day  to  pay  for 
a  diamond  ring,  valued  at  $31,000, 
and  other  pieces  of  unusually  valu- 
able jewelry  that  Brown  offered. 

The  key  to  this  business,  of  course, 
is  greed.  Fences  couldn't  make  a  pen- 
ny if  people  weren't  willing,  some- 
times eager,  to  buy  stolen  goods.  So 
eager,  in  fact,  that  con  artists  in  many 
cities  make  a  handsome  living  by  sell- 
ing, at  huge  markups,  cheap  jewelry 
that  they  claim  is  stolen.  If  it's  stolen, 
their  marks  mistakenly  reason,  it 
must  be  valuable. 

If  fencing  could  be  stopped,  of 
course,  burglary  would  rarely  pay.  We 
could  all  sleep  sounder  in  our  beds. 
Why  can't  it  be  stopped?  In  part  be- 
cause the  police  have  other,  more  ur- 
gent jobs.  In  part  because  convictions 
of  fences  are  hard  to  get.  Take  the  case 
of  Chicago's  Kaufman  gang,  a  band  of 
thieves  who  several  years  ago  stole  28 
trailerloads  of  goods — everything 
from  steak  sauce  to  tires,  oil  and  por- 
table coolers,  police  say.  A  half-dozen 
gang  members  were  jailed,  but  their 
fence,  a  .salvage  operator,  wasn't  pros- 
ecuted because  it  was  impossible  to 
prove  he  knew  the  goods  were  stolen. 
"The  fence,"  says  fbi  agent  Taylor, 
"has  built-in  insulation,  because  his 


defense  will  always  be  that  he  didn't 
know." 

For  ten  years  ending  late  in  1988, 
the  FBI  coordinated  a  "sting"  opera- 
tion from  its  El  Paso  office,  in  effect 
becoming  the  biggest  and  most  com- 
petitive fence  in  the  Southwest  for 
cars,  trucks,  farm  equipment  and  con- 
struction goods.  The  operation  result- 
ed in  more  than  400  state  and  federal 
felony  convictions  and  recovery  of 
more  than  $27  million  in  merchan- 
dise. But  the  flow  of  stolen  property  to 
and  through  the  Mexican  border  con- 
tinued almost  unabated. 

There  is  little  outcry  from  the  pub- 
lic— and  that's  the  rub.  The  victims 
often  are  made  whole  by  the  insur- 
ance companies.  Legitimate  mer- 
chants recoup  by  building  the  losses 
into  their  cost  structures.  The  fence's 
customers  get  bargain-price  merchan- 
dise. And  the  fences  make  so  much 
money  they  can  afford  good  lawyers. 

So  benign  is  the  general  public  atti- 
tude toward  property  crimes  that  at 
least  one  criminal  has  rationalized 
himself  into  a  public  benefactor.  Here 
is  how  he  explained  his  role  to  Lieu- 
tenant John  VoUand,  executive  officer 
of  the  Chicago  police  department's 
auto  theft  detectives. 

"This  guy  asks  me  why  I'm  messing 
with  him,"  recalls  VoUand.  "He  says, 
'I'm  doing  a  public  service.  Say  a  guy 
buys  a  nice  new  Lincoln  and  has  an 
accident.  The  repair  shop  has  to  go 


Cin'  of  Lakewood  Poboe  Depaxanem 


out  and  find  parts  for  the  car.  That's 
where  I  come  in.  I'll  steal  a  compara- 
ble car  and  sell  the  front  end  to  the 
repair  shop.  I'll  take  the  doors  off,  rear 
end  off  and  put  it  away  for  when 
someone  else  needs  them. 

'The  insurance  company  pays  less 
to  have  the  whacked  car  fixed.  The 
guy  gets  his  car  back,  good  as  new, 
and  he's  happy.  The  stolen  car  gets 
paid  off,  and  its  owner  is  happy.  He 
goes  out  and  buys  another  new  Lin- 
coln, so  Ford  Motor  Co.  is  happy.  I  get 
paid,  I'm  happy.  As  you  can  see,  I'm 
really  helping  the  economy.'  " 

He  said  it  with  conviction.  His  atti- 
tude, unfortunately,  gets  a  lot  of  rein- 
forcement from  an  indulgent  public. 

Of  course,  in  the  end  the  public 
pays  for  a  system  that  facilitates  the 
redistribution  of  stolen  goods.  But  the 
cost  is  spread  across  the  economy  in 
slightly  higher  prices  and  higher  in- 
surance rates.  Meanwhile,  there  are 
lots  of  bargains  to  be  had. 

"With  high-volume  sales,  fencing 
becomes  obvious  to  everyone  in  the 
neighborhood,"  says  Sergeant  Vucci 
of  the  Washington  police  department. 
"For  instance,  everyone  knew  about 
the  Florida  Avenue  Grill.  Even  police 
officers  knew  about  it;  some  of  them 
were  probably  buying  property  from 
them,  too.  But  it  takes  a  major  effort 
to  close  it." 

An  effort  society  apparently  isn't 
prepared  to  make.  ■ 


no 
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Maybe  it  s  time 

you  kept  an  eye 

on  alltel. 


Our  merger  with  CP  National  takes 
us  much  further  into  non-regulated  areas. 


We're  now  aboard  Trident  sub- 
marines in  our  nation's  ballistic 
missile  fleet,  performing  critical 
functions  in  control  and  noise 
monitoring  systems. 

ALLTEL  joined  the  U.S.  Navy 
as  a  result  of  its  merger  with  CP 
National,  a  California -based 
communications,  energy  and 
manufacturing  company. 

Revenues  now  total  more  than 
$1  billion.  Telephone  service 
reaches  1.1  million  customers  in 
25  states.  And  non-regulated 
operations  provide  a  strong  base 


ALLTEL  Corporation 

Twelve  Months  Ended  Dec.  31.  1988 

Assets   $2.2  billion 

Revenues  and  Sales $1.1  billion 

Reported 

Net  Income $125  million 

Earnings  Per  Share $2.91 

From  Operations* 

Net  Income $134  million 

Earnings  Per  Share $3.13 

Dividend  Rate $1.72 

Average  Common 
Shares  Outstanding  .  .42.3  million 

'Excludes  One -Time  Adjustments 

Ticker  Symbol:  AT  Listed  on  the  New  York 

and  Pacific  Stock  Exchanges. 

ALLTEL  Corporation,  100  Executive 
Parkway,  Dept.  F,  Hudson,  OH  44236. 


CORPORATOM 

Excellence  in  Telecommunications 


for  future  earnings  growth. 

We're  busy  in  cellular  mobile 
phones,  wide -area  paging,  long- 
distance service,  equipment 
supply,  air  traffic  control  systems 
and  natural  gas. 

And  with  a  three -year  total 
annual  return  of  29  percent,  we've 
outperformed  S&P,  the  Dow  and 
the  average  return  of  our  peer 
group,  the  industry's  15  largest 
companies.  We've  also  increased 
our  dividend  for  28  years  in  a 
row.  For  a  closer  look,  write  for 
our  annual  report. 


Fertilized  with  generous  tax  credits,  the 
Palm  Springs  desert  sprouted  a  forest  of 
uneconomic  windmills.  The  credits  are 
gone,  but  not  the  push  to  harness  the  wind. 

"Turbine  renewal" 


By  Ellen  Paris 


DRIVING  ALONG  Interstate  10 
from  Los  Angeles  into  the 
Palm  Springs  area  these  days  is 
like  driving  through  a  forest  that's 
being  logged.  Only  those  aren't  fallen 
trees  lying  on  the  ground.  They're 
windmills.  Of  the  area's  4,000-odd 
turbines,  about  400  are 
out  of  operation  and  in 
various  states  of  disrepair. 

These  windmill  forests 
are  embarrassing  testa- 
ment to  overenthusiasm 
about  alternative  energy 
sources  and  to  the  gener- 
ous federal  and  state  tax 
incentives  generated  by 
this  enthusiasm  during 
the  early  and  mid-1980s. 
Since  1981  more  than 
16,500  commercial  wind 
turbines — representing  a 
capital  investment  of 
some  $2.5  billion— have 
been  installed  in  Califor- 
nia— in  Altamont  Pass, 
Tehachapi  Pass  and  near 
Palm  Springs.  These 
windmills  produce 

enough  electricity  to  sup- 
ply about  300,000  homes. 

With  tax  gimmicks  and 
media  hype  come  promot- 
ers. "There  were  some 
shysters,"  says  Edgar  De- 
Meo  of  the  Electric  Power 
Research  Institute,  "and 
as  a  result  some  of  the 
[wind  turbine)  hardware 
wasn't  any  good."  Inves- 
tors in  one  Palm  Springs 
wind  farm  development 
must  now  cough  up 
$  1 0,000  each  for  a  mainte- 
nance trust  to  get  the  ma- 
chines rurming  again. 


Finally,  under  tax  reform,  the  feder- 
al tax  credits  expired  at  the  end  of 
1985.  California  state  tax  credits  ran 
out  a  year  later. 

End  of  story?  Not  quite.  Thanks  to 
new  designs,  installed  costs  per  kilo- 
watt-hour have  dropped  from  around 
$2,000  to  $1,000  since  1981.  Third- 
generation  wind  turbines  under  devel- 


Wtud  lurhnics  near  I'cilni  Sfvtn^s 

The  business  ia  atarting  to  moJce  sense. 


opment  may  bring  costs  down  to 
around  5  cents  per  kwh  by  1995 — 
compared  with  current  costs  of  about 
7  to  7.5  cents  per  kwh.  In  short,  and 
without  benefit  of  gimmicks,  the 
business  is  starting  to  make  sense. 

Partly  as  a  result  of  the  new  eco- 
nomics, Palm  Springs  is  now  going 
through  "turbine  renewal,"  as  George 
Strieker,  a  local  wind  energy  consul- 
tant, calls  it.  About  10%  of  the  older 
machines  are  being  retrofitted.  Others 
are  being  scrapped  and  installation  of 
new  machines  is  expected  to  surge 
this  year  and  next. 

Wind  energy  still  can't  compete  on 
an  equal  footing  with  coal  or  oil.  Last 
year,  for  example.  Southern  Califor- 
nia Edison  bought  wind  energy  for  an 
average  of  7.8  cents  per  kwh.  Its  own 
oil-,  coal-  and  nuclear-fired  energy 
costs  run  around  2  cents  per  kwh.  But 
the  wind  people  have  a  subsidy  in  the 
so-called  Standard  Offer  #4  contracts 
signed  by  the  utilities  at  high  rates 
when  oil  was  around  $30  a  barrel. 
Under  these  contracts.  Pacific  Gas  & 
Electric  and  Southern  California  Edi- 
son agreed  to  buy  all  the  wind  energy 
produced  at  a  fixed  rate  for  ten  years. 
k«r.-v  vu^Muu,  California's  Public  Utili- 
ties Commission  stopped 
these  contracts  in  April 
1985,  but  utilities  contin- 
ue to  honor  contracts 
signed  before  then.  Most 
of  these  contracts  guaran- 
teed the  windmill  opera- 
tors 7  cents  to  9  cents  per 
kwh — a  price  that  makes 
it  worthwhile  to  rehabili- 
tate some  of  the  wind 
properties. 

However,  now  that  de- 
velopers are  getting  inter- 
ested in  windmills  again. 
Palm  Springs'  long-run- 
ning battle  with  wind 
parks  is  heating  up. 

The  desert  resort  town's 
celebrity  mayor.  Sonny 
Bono  (of  Sonny  &  Cher), 
and  other  officials  feel  the 
80-foot-high  machines 
blight  the  desert  land- 
scape and  don't  want 
them  in  their  backyards. 
Last  month  the  Palm 
Springs  city  council  re- 
jected a  proposal  to  build 
324  new  wind  turbines  in 
the  nearby  San  Gorgonio 
Pass  and  is  now  trying  to 
convince  the  U.S.  Bureau 
of  Land  Management  to 
do  likewise. 

So  much  for  the  won- 
ders of  "clean"  alternative 
energy.  ■ 
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Who  SaysThere  Are 
No  EasyAnswers. 


Whoever  said  it,  obviously  has 
never  used  NEXISr  the  world's 
largest  on-line, 
full-text  informa- 
tion service. 

NEXIS  makes 
finding  in-depth 
answers  easy.  Like 
gathering  intelli- 
gence on  a  competitor's  technology. 
TVacking  the  introduction  of  a  new 
product  or  service.  Finding  profiles 


of  customers  or  executives.  Or  just 
the  latest  developments  that  affect 
your  company  or 
product. 

Whether  draw- 
mg  fi^om  The  New 
York  Times  or 
the  less  feimiliar 
Xinhua  (New 
China)  News  Agency,  NEXIS  taps 
over  600  sources  to  give  you  tlie 
raw  information  you  need  to  arrive 


at  an  intelligent  conclusion,  hi  just 
about  the  time  it  takes  to  thumb 
through  this  magazine. 

lb  firid  out  more  about  the  NEXIS 
service,  just  call  1-800-541-6886 
to  talk  to  a  NEXIS  representative 
and  arrange  for  a  demonstration. 
So  that  next  time  you're  feeing  the 
tough  questions,  you'll  know  where 
to  go  for  the  easy  answers. 

NEXIS' 


©  1989  Mead  Data  Central,  Inc.  All  rights  reserved.  NEXIS  is  a  service  of  Mead  Data  Central,  Inc.  and  a  trademark  that  is  registered  with  the  U.S.  Patent  and  Ttedemark  Office. 


To  stay  independent  Rorer  Group  must 
grow,  but  what  do  you  do  if  you  re  small- 
ish and  already  heavily  in  debt? 

Please  pass 
the  Maalox 


By  Janet  Novack 


RORER  Group  Inc.  is  best 
known  as  the  producer  of  Maa- 
lox  and  of  takeover  rumors. 
However,  the  antacid  contributed 
only  21%  of  Rorer's  $1.04  billion  in 
1988  revenues,  and  the  takeover  ru- 
mors have  remained  rumors. 

At  various  times,  those  rumored  to 
covet  Rorer  have  included  Beecham 
Group,  Ciba-Geigy,  Dow  Chemical, 
Hoffmann-La  Roche,  icn,  Pfizer,  San- 
doz,  Unilever  and  Upjohn.  In  the  face 
of  this,  Rorer  has  armed  itself  with  a 
poison  pill  and  a  list  of  nondrug  com- 
panies eager  to  play  white  knight. 

But  mostly,  Rorer  Chairman  Robert 


Cawthom  has  played  offense  in  an 
effort  to  remain  independent. 
"There's  no  doubt  that  the  feeling 
that  there  are  people  looking  at  you 
[as  a  target]  stimulates  you  to  make 
something  happen,  because  the 
chances  are  if  you  don't,  something 
will  happen  to  you,"  he  says. 

Since  becoming  chief  executive  in 
1985,  Cawthom  has  made  things  hap- 
pen. He  has  jettisoned  Rorer's  surgical 
products  business  (nearly  40%  of 
1985  sales)  and  most  top  managers, 
tripled  drug  sales  (through  acquisi- 
tions and  new  products)  and  increased 
a  formerly  pathetic  R&.D  budget  sev- 
enfold. In  Cawthom-speak,  the  79- 
year-old  company  is  a  "new  Rorer" 


KuN^  hftmt-ih 


Playing  offense  to  remain  independent. 


and  a  "billion-dollar  startup." 

Unfortunately,  while  all  this  has 
been  going  on,  the  40-year-old  Maalox 
brand,  long  the  nation's  leading  over- 
the-counter  antacid,  has  slipped — 
from  a  17.4%  U.S.  market  share  in 
1982  to  14.7%  in  the  latest  12 
months.  Why?  The  company  was 
treating  the  brand  as  a  milk  cow.  "We 
thought  we  had  such  a  solid  franchise 
that  we  could  sustain  our  share  with  a 
lower  level  of  support,"  says  Ralph 
Thurman,  who  took  charge  of  Rorer's 
U.S.  operations  this  year.  Clearly  it 
couldn't. 

In  1988,  with  new  products  com- 
peting for  funds,  Rorer  cut  advertising 
spending  for  Maalox  to  $1 1.5  million. 
Salesmen  were  told  not  to  push  Maa- 
lox or  hand  out  samples  to  doctors 
and  druggists,  although  that's  how 
the  brand  was  built.  At  the  same  time, 
Procter  &  Gamble  spent  more  than 
$25  million  in  1988  to  flog  Pepto- 
Bismol,  whose  market  share  has 
grown  to  13.9%. 

Compounding  Rorer's  U.S.  prob- 
lems was  a  silly  line  extension.  Iii  late 
1987  Rorer  launched  Extra  Strength 
Maalox  Whip,  an  aerosol.  It  bombed. 
Heavy  Maalox  users  mostly  chugalug 
from  the  bottle.  Were  they  supposed 
to  foam  the  aerosol  into  their 
mouths? 

But  Rorer  is  finally  fighting  back 
with  a  six-month  $20  million  con- 
sumer campaign.  In  a  first  for  Rorer, 
the  campaign  adds  humor  to  the  basic 
"doctor  recommended"  pitch.  A  tv 
spot  features  a  middle-aged  man  suf- 
fering a  "Maalox  moment"  when  his 
daughter  brings  home  her  boyfriend, 
who  wears  a  ponytail  and  one  earring. 

The  man  presiding  over  all  this, 
Cawthom,  53,  is  a  smooth  but  intense 
Englishman  who  read  agriculture  at 
Cambridge  and  spent  18  years  with 
Pfizer  in  Canada,  Europe  and  Africa. 
He  joined  Rorer  in  1982  from  startup 
Biogen.  Cawthom  figures  Rorer  needs 
to  double  Its  size  to  compete  over  the 
long  haul  in  a  world  where  a  new 
heart  drug  can  cost  $100  million  to 
develop  and  governments  are  increas- 
ingly squeezing  drug  prices.  At  its 
present  size,  Rorer  competes  by  focus- 
ing on  niche  drugs  (such  as  those  for 
osteoporosis,  asthma  and  bed-wet- 
ting), doing  joint  deals  and  itself  look- 
ing for  acquisitions. 

In  late  1985  it  found  an  excellent 
acquisition.  Just  months  into  his  ten- 
ure as  chief  executive,  Cawthom  cut  a 
handshake  deal  with  Ronald  Perel- 
man,  then  in  the  midst  of  the  take- 
over brawl  for  Revlon  Inc.,  to  buy 
Revlon's  pharmaceutical  operations. 
Perelman  won  and  Rorer  paid  $690 
million,  doubling  its  drug  sales. 
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Today  former  Revlon  executives 
hold  8  of  the  top  20  jobs  at  Rorei;  only 
4  are  held  by  executives  of  the  "old" 
Rorer.  The  last  Rorer  family  members 
in  management  have  left.  "We  chop 
and  change.  It's  a  performance  com- 
pany," says  Richard  Storm,  head  of 
international  operations. 

But  the  performance  hasn't  carried 
through  to  reported  earnings.  Al- 
though Rorer 's  1988  reported  earnings 
|$62  million,  or  $1.96  a  share)  wrere  up 
17%  on  a  per-share  basis,  they're  still 
dragged  down  by  goodw^ill  writeoffs 
from  the  Revlon  deal.  And  even  before 
goodwill  writeoffs,  Rorer  has  not 
caught  up  with  its  peers.  Analyst 
Samuel  Isaly,  of  Mehta  &.  Isaly,  fig- 
ures Rorer's  1988  fully  diluted  cash 
flow  at  12.9%  of  sales,  compared  with 
a  17%  average  for  18  U.S.  drug  compa- 
nies. Isaly  considers  Rorer  underval- 
ued and  a  takeover  candidate  none- 
theless. With  its  stock  trading  recent- 
ly at  37y2,  Rorer  sells  for  12.25  times 
1988  fully  diluted  cash  flow,  com- 
pared with  14.5  for  the  group. 

In  attempting  to  grow  fast  by  acqui- 
sition, Rorer  is  under  something  of  a 
handicap.  It  is  already  heavily  lever- 
aged for  a  drug  company,  with  net 
debt  at  52%  of  capitalization,  and 
can't  win  bidding  contests.  In  1987 
Rorer  made  a  $2.6  billion  bid  for  bank- 
rupt A.H.  Robins,  financed  mostly 
from  Robins'  own  cash  and  projected 
income.  But  a  bidding  war  developed 
and  American  Home  Products  won 
Robins.  Still,  by  1991,  if  a  chunk  of 
debt,  as  expected,  converts  to  equity, 
Rorer  figures  it  could  borrow  $2  bil- 
lion. "It's  frighteningly  easy  to  bor- 
row the  money.  The  only  problem  is 
paying  it  back,"  says  Cawthom. 

Another  quick  way  Rorer  could 
double  its  size  is  with  a  blockbuster 
drug.  Rorer  has  one  very  long  shot:  a 
project  with  Dr.  Jonas  Salk,  of  polio 
vaccine  fame,  to  develop  an  aids  vac- 
cine. Salk's  approach  was  at  first  ridi- 
culed by  other  researchers.  But  he  has 
had  intriguing  preliminary  results. 

Rorer's  own  r&d  effort  is  also  bear- 
ing fruit.  From  1960  to  1984  Rorer 
filed  only  one  new  drug  application 
with  the  Food  &  Drug  Administra- 
tion; since  then  it  has  filed  eight. 
Rorer  will  spend  $125  million  on  r&X) 
in  1989,  up  from  $18  million  in  1985, 
and  is  building  a  $200  million  re- 
search facility. 

Cawthom  is  well  aware  that  if 
Rorer  flags,  the  vultures  will  circle, 
and  if  it  continues  to  do  well,  they 
will  circle  anyhow.  "That's  the  di- 
lemma," he  says.  "But  what's  the  al- 
ternative? At  least  it's  going  to  be  that 
much  more  valuable  [if  it  is  taken 
over).  So  we've  done  our  job."  ■ 
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Can  you  find  the  rich,  robust 
Colombian  export  in  this  picture? 


:.   -Si. 


If  vou  guessed  the  cup  of  Colombian 
coffee,  vou're  only  partly  right.  But 
you'd  also  be  right  if  you'guessed  V^ 
the  succulent  seafood,  the  exotic 
fruits,  the  beautiful  flowers,  the 
lovelv  fabric  of  the  tablecloth. 


even  the  fine  leather  wallet. 

All  of  them  are  Colombian 

I  exports,  and  all  of  them  are  part 

of  a  diverse  economy  that  is  one 

of  the  fastest-growing  in  Latin 

America.  y. 


SURPRISING  COLOMBIA 

Whafs  brewing  now  is  diversity. 
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It  surges  and  sputters,  surges  and  sputters. 
General  Instrument  has  technological  tal- 
ent but  managerial  deficiencies. 

The  company  that 

cant  keep  up 
the  pace 


By  James  Cook 


Tl  HERE  ARE  LONGWAVE  and  shoit- 
wave  growth  companies,  just  as 
there  are  longwave  and  short- 
wave business  cycles,  ibm  and  Hew- 
lett-Packard are  longwave  growth 
companies.  New  York-based  General 


Instrument  Corp.  is  your  prototypical 
shortwave  growth  company.  Three 
times  now  in  the  past  20  years  it  has 
latched  on  to  new  technologies,  only 
to  see  each  of  them  peter  out  in  fairly 
short  order. 

Its  first  wave  of  growth  carried  it  to 
a  record  $426  million  in  sales  in  fiscal 


IVrrv  Alan  ^cnurr 


General  histnvnent's  Frank  Hickey 
When  what  goea  up  comes  down. 


1974  (ended  Feb.  28)  but  its  melange 
of  radio  and  tv  components,  semicon- 
ductors and  cable  rv  equipment  sput- 
tered out,  and  by  fiscal  1976  General 
Instrument's  sales  were  off  12%,  its 
earnings  a  good  48% . 

Frank  G.  Hickey,  who  took  over  as 
chief  executive  in  November  of  1974, 
oriented  the  company's  semiconduc- 
tor operations  toward  the  hotshot  vid- 
eogame business.  At  the  same  time, 
General  Instnunent's  cable  television 
equipment  lines — including  set-top 
cable  television  converters,  cable  sys- 
tems and  the  like — cashed  in  on  tiie 
expanding  cable  television  boom.  Be- 
tween the  1979  and  1983  fiscal  years 
the  company's  earnings  shot  up 
200%,  to  $102  milhon,  on  a  77%  gain 
in  sales  (to  $974  million).  Its  once 
doggy  common  went  from  1378  in 
1978  to  a  66%  1983  high. 

But  the  boom  didn't  last,  and  Hick- 
ey rode  the  roller  coaster  back  down 
again.  Between  1983  and  1986  (again 
fiscal  years)  General  Instrument's 
sales  fell  18.5%,  to  $794  million,  and 
carried  the  company  $47  million  into 
the  red.  The  stock  plvmged  from  its 
high  of  6678  to  I2y4. 

The  videogame  business  went  as 
quickly  as  it  came,  while  the  cable 
television  business  stalled  as  the  ca 
ble  companies,  rather  than  expanding 
their  markets,  turned  to  restructuring 
into  cable  giants  like  Tele-Communi- 
cations, Inc.,  American  Television  &. 
Corrununications  and  Comcast.  Thus 
ended  the  second  growth  wave. 

Hickey  moved  quickly  to  rebuild 
the  company.  He  scrapped  a  hodge 
podge  of  uruelated  electronic  busi- 
nesses and  began  acquiring  others  for 
the  future.  Along  the  way  he  wasted 
some  $29  million  on  a  scheme  to  set 
up  a  satellite  pay  television  system 
that  never  found  its  market.  But  he 
hit  the  jackpot  with  the  1986  acquisi- 
tion of  M/A-Com's  coaxial  cable  and 
video  scrambling  and  decoding  equip 
ment  businesses. 

The  timing  was  perfect.  As  pay  tv 
broadcasters  began  scrambling  their 
signals  to  home  satellite  dishes,  de- 
coders were  suddenly  hot.  General  In- 
strument had  the  best  decoders  in  the 
business  and  a  near  monopoly,  to 
boot.  Better  still,  with  the  industryj 
shakeout  at  an  end,  the  cable  televi- 
sion companies  had  begun  expanding 
their  systems  again. 

Wave  three.  Earnings  were  up  266% 
in  fiscal  1988,  another  29%  in  fiscalji 
1989,  for  the  biggest  if  not  the  best 
year  in  the  company's  history.  Its 
stock  price  came  back,  too — from  a 
1985  low  of  12%  to  a  recent  high  ofj 
37'/4  on  a  spate  of  takeover  rumors. 

At  the  same  time,  however,  Gener 
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al  Instrument  was  demonstrating  the 
difficulty  of  regaining  momentum 
once  lost.  Hickey  tried  hard  to  recover 
General  Instrument's  atrophied  posi- 
tion in  the  booming  state  lottery  busi- 
ness (Forbes,  Mar.  6).  Building  on  the 
skills  it  had  developed  in  its  AmTote 
pari-mutuel  horse  betting  business, 
General  Instrument  had  pioneered 
computerized  lottery  systems  in  the 
late  Seventies,  and  then  in  the  mid- 
Eighties  lost  at  least  five  rebids  to 
competitors  like  Bally  and  Gtech 
(Forbes,  Jan.  23).  Hickey  decided  to 
try  to  buy  his  way  back  into  the  mar- 
ket, and,  primarily  through  bidding 
low,  won  contracts  in  Israel,  Quebec, 
Missouri  and  Connecticut. 

That  assured  General  Instrument 
fourth  place  in  the  business.  But  the 
price  was  high.  In  Missouri  it  underes- 
timated the  sales  Missouri's  restric- 
tive lottery  regulation  made  possible, 
and  lost  its  shirt.  In  Connecticut  a 
series  of  computer  glitches  shut  down 
part  of  the  system  for  a  considerable 
time  and  on  one  occasion  even  per- 
mitted winning  tickets  to  be  sold  aifter 
the  winning  numbers  had  already 
been  announced. 

Donaldson,  Lufkin  &.  Jenrette  ana- 
lyst Eric  Buck  calculates  that  General 
Instrument  lost  over  $31  million  in 
its  lottery  operations  in  fiscal  1988, 
another  $16  million  or  so  in  fiscal 
1989,  and  the  division  may  or  may  not 
make  it  back  into  the  black  this  year. 
But  General  Instrument's  credibility 
has  certainly  been  damaged,  and  Buck 
has  expected  Hickey  to  cut  his  losses 
and  cash  out,  something  Hickey  so  far 
has  not  managed  to  do. 

Meanwhile,  demand  for  General  In- 
strument's decoders — perhaps  15%  of 
operating  profits — seems  to  have 
peaked  out.  Scientific  Atlanta,  the  in- 
dustry's number  two  producer,  has 
been  cutting  into  its  cable  equipment 
business,  especially  in  the  higher 
margined  addressable  set-top  convert- 
ers that  Gi  had  monopolized  for  years. 

In  all,  analyst  Buck  has  scaled  back 
his  earnings  estimates  for  the  year — 
from  $3  to  $2.80. 

Not  surprisingly,  some  people  have 
come  to  the  conclusion  that  General 
Instrument  could  do  better  with  a 
change  in  management.  Here  is  a 
company  that  again  and  again  surges, 
only  to  sputter  out  a  few  years  later. 
As  if  to  forestall  a  takeover,  the  com- 
pany in  Jime  aimounced  a  Dutch  auc- 
tion to  buy  in  20%  of  its  outstanding 
shares.  The  move  may  reduce  the 
shares  that  are  available  to  a  takeover 
artist  but  it  won't  do  much  to  cure 
the  persistent  managerial  problems 
in  the  face  of  a  clear  technological 
proficiency.  ■ 
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Why  do  the  Japanese  have 
such  a  big  Yen  for  Colombia? 


These  days  you  hear  a  lot  about  for- 
eign debt  in  Latin  America.  But  how 
often  do  you  hear  about  foreign  [^ 


eign  det)t  in  Latin  America.  But  tie 
often  do  you  hear  about  foreign 
investment?  Colombia  is  attracting 
the  interest  (and  investment) 
of  corporations  and  countries 


worldwide.  Why?  The  answers  could 
f il  1  a  book,  and  we'd  like  to  send  you  a 
copy:  Just  write  us  at  Colombian 
Government  Trade  Bureau,  250 
Park  Avenue,  N.  Y.,  N.Y.,  10177. 
212972-7476 


SURPRISING  COLOMBIA 

It  pays  to  get  to  know  us  better. 


Arriving  Moguls 

Typically  Say, 
'Checkers  Hotel, 
downtown  la!' 


e 


CHECKERS 


HOTEL 


ACCOMMODA'I  IONS  FROM  $200. 


TELS 

"WOUJ  OWiOf 


.5.3.5  SOI  TH  GRAND  AVENLT,  LOS  ANGELES,  CALIFORNIA  90071 
(21.3)  624-0000  (800)  628-4000  K\\:  (213)  626-0006 
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Tyson  Foods  has  helped  make  chicken 
more  popular  in  the  U.S.  Now  it  wants  to 
do  the  same  thing  with  pork. 


Contented  pigs? 


By  Michael  Fritz 


IF  YOU  ARE  A  TYPICAL  American 
consumer,  pork — even  though  it 
is  relatively  cheap — is  among  the 
meats  you  eat  the  least.  Americans 
will  consume  63  pounds  of  pork  this 
year  per  capita,  compared  with  65 
pounds  of  chicken  and  about  70 
pounds  of  beef. 

If  Tyson  Foods,  Inc.  and  other  pro- 
cessors have  their  way,  you  may  be 
eating  a  lot  more  pork  in  the  future. 
Tyson  wants  to  take  some  of  the  fat 
out  of  pork.  If  it  succeeds,  it  will  be 
reversing  a  trend.  Today's  typical 
slaughter  hog  yields  less  meat  and 
more  fat  than  its  counterpart  of  a  de- 
cade ago.  And  that's  a  formidable  mar- 
keting obstacle  in  a  hypochondriacal 
society  that  is  constantly  being  urged 
to  consume  less  animal  fat. 

Next  spring  scientists  at  the  Uni- 
versity of  Illinois  plan  to  publish  the 
results  of  a  21 -year  study  on  Illinois 
farmers'  efforts  to  produce  leaner, 
meatier  hogs.  The  study  shows  that 
these  efforts  have  failed  miserably. 
Why?  The  chief  reason  is  that  hog 
farmers  have  no  direct  incentive  to 
raise  leaner  animals  because  nearly 
all  U.S.  packers  still  pay  for  weight, 
not  quality.  In  contrast,  European 
packers  have  been  paying  higher 
prices  for  leaner  animals  for  nearly  a 
decade,  prompting  farmers  to  market 
trimmer  hogs.  Partially  as  a  result, 
Europeans  eat  more  pork  than  Ameri- 
cans do — annual  per  capita  pork  con- 
sumption in  Europe  has  risen  some 
21%,  to  about  77  pounds,  in  the  past 
ten  years,  while  U.S.  consumption 
has  risen  only  about  11%. 

If  Americans  could  be  persuaded  to 
eat  as  much  pork  as  Europeans  do, 
retail  pork  sales  in  the  U.S.  would 
climb  by  more  than  $6  billion.  Tyson 


(1988  revenues,  $1.9  billion)  of 
Springdale,  Ark.  sees  this  as  a  market- 
ing opportunity.  Tyson  is  the  coun- 
try's largest  poultry  producer,  in  the 
news  recently  for  its  takeover  of  Holly 
Farms.  But  Tyson  sees  the  chicken 
market  as  becoming  saturated.  That's 
why  it's  so  interested  in  pork. 

The  company  sees  an  opportunity 
to  apply  the  same  technologies  to  the 


production  of  pork  as  it  and  others  did 
30  years  ago  to  the  production  of 
chicken.  Borrowing  genetic  selection 
and  statistical  analysis  techniques 
from  the  dairy  industry,  poultry  pro- 
cessors developed  their  own  propri- 
etary chicken  lines  that  grew  faster 
and  required  less  feed.  These  changes 
led  to  today's  highly  integrated  poul- 
try industry,  in  which  processors 
grow  their  ovm  chicks,  mill  their  own 
feed  and  use  contract  growers  to  fat- 
ten the  birds  for  slaughter. 

Remember  when  chicken  was  a 
Sunday  luxury?  Today,  adjusted  for 
inflation,  it  costs  only  about  40%  as 
much  in  the  supermarket  as  it  did 
three  decades  ago.  And  it  comes  in  far 
more  convenient  cuts  and  sizes. 

Meanwhile,  nothing  much  has  hap- 
pened to  pork.  Now  it  looks  to  be  the 
pork  industry's  turn.  Tyson  isn't  the 
only  company  that  has  targeted  pork 
as  a  prospective  growth  product,  but 
its  plans  are  the  most  ambitious.  Al- 
ready the  country's  largest  hog  pro- 
ducer, Tyson  is  now  planning  to  ex- 
pand into  slaughtering,  processing 
and  -marketing  branded  pork  under 
the  Tyson  label.  Other  companies  ex- 
panding in  pork  include  the  big  grain 
companies  Cargill,  Central  Soya  and 


Mark  K2lznian 


Tyson  I'oixis'  /ran.  fcis!  i>r(>iiini>  /m))^s 

Will  they  help  revolnitionire  the  pork  business? 
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Continental,  all  of  which  are  con- 
tracting with  farmers  to  produce  hogs 
for  them. 

Over  the  last  decade  Tyson  and  sev- 
eral big  agribusinesses  learned  that 
they  could  produce  high-quality  pork 
for  about  $13  per  head  less  than  can 
average  hog  farmers.  How?  By  invest- 
mg  in  superior  genetics  and  by  apply- 
ing knowledge  gained  in  the  poultry 
business  about  formulating  feed  and 
designing  confinement  buildings. 

"We  told  ourselves  that  the  most 
important  thing  about  a  hog  was  to 
make  it  more  feed-efficient  and  get  rid 
of  the  fat,"  recalls  Donald  Tyson,  59, 
the  company's  chairman.  The  work 
has  paid  off.  Tyson's  hogs  reach  mar- 
ket weight  faster  and  with  significant- 
ly less  feed  than  hogs  grown  by  aver- 
age farmers,  and  they  have  less  fat. 

Tyson  has  been  selling  its  hogs  to 
regional  packers  like  John  Morrell, 
Wilson  Foods  and  Smithfield  Foods  at 
a  $2.50-per-hundredweight  premium, 
because  of  the  5%  more  meat  its  hogs 
yield.  Tyson's  next  step  will  be  ex- 
panding into  processing.  "From  the 
start  our  goal  has  been  to  develop  an 
animal  that  we  would  be  pleased  to 
run  through  our  own  processing 
plant,"  says  William  Moeller,  head  of 
Tyson's  swine  division.  Within  the 
next  12  months  Tyson  says  it  will 
break  ground  on  the  first  phase  of  a 
$40  milhon,  20,000-head-per-week 
pork  processing  plant  beside  the  Ar- 
kansas River,  in  central  Arkansas. 

All  this  helps  explain  why  Tyson 
pressed  its  fight  for  Holly  Farms  with 
such  heat.  Holly  is  chiefly  a  chicken 
producer,  like  Tyson,  but  tucked 
within  Holly's  food  service  group  is 
Henry  House,  a  Holland,  Mich,  maker 
of  hams,  bacon,  hot  dogs  and  ethnic 
sausages.  "We  are  more  than  tangen- 
tially  interested  in  those  elements," 
says  James  Blair,  Tyson's  general 
counsel. 

Tyson  isn't  the  only  company  hot 
on  hogs.  Recently,  Central  Soya  an- 
nounced plans  to  get  deeper  into  pork. 
■The  company,  which  contracted 
400,000  hogs  last  year  through  farm- 
ers in  Iowa,  Kansas,  Pennsylvania  and 
South  Carolina,  wiU  soon  begin  build- 
ing a  $40  million  hog  slaughtering 
plant  in  central  Indiana. 

Pork  doesn't  yet  mean  much  to  Ty- 
son's income  statement — hogs  con- 
tributed just  $77  million  to  last  year's 
$1.9  billion  revenues — but  Don  Ty- 
son considers  pork  one  of  the  compa- 
ny's most  promising  growth  pros- 
pects. "At  some  point  we're  going  to 
get  a  limit  of  how  many  chickens  we 
can  sell,"  says  Tyson.  Pork,  he  ex- 
pects, will  generate  as  much  as  25% 
of  the  company's  sales  in  a  decade.  ■ 
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What  you  don't  know  about  our  economy 
could  fill  a  book. 


What's  one  of  the  only  economies  in 
Latin  America  to  snow  positive 
•growth  each  year  for  the  past 
Jecade?  The  only  country  in  the 
region  not  to  reschedule  its  for-  r^ 
eign  debt?  ' 

The  answer  is  surprising-the 
answer  is  Colombia.  It's  a  e row- 


grow- 


ing, diversifying  economy  that  pro- 
vides new  opportunities  every  day.  If 
you're  interested,  we'd  like  to  send 
you  a  free  copy  of  a  book  with  all  the 
— I   facts.  Just  write  us  at  Colombian 
Government  Trade  Bureau,  250 
Park  Avenue,  N.Y.,  N.Y.,  10177. 
212  972-7476. 


SURPRISING  COLOMBIA 

It  pays  to  get  to  know  us  better. 


FIDELITY  CAPITAL  APPRECIATION  FUND 


Compare 
Performance! 


Capital  Appreciation  Fund 

Cumulative  Return' 

nn  era,      Life  Of  FUPCl 

85%^    80.55%     to  6/30/89 


45%- 


Avg.  Annual  Returns* 
1  yr  23.04%  Lite  of  Fund  25;»% 


Fidelity  Capital  Appreciation  Fund  returned 
80.55%  since  it  began  on  11/26/86— over 
twice  the  S&P  500  for  the  same  period!  The 
fund  ^gressively  seeks  growth  by  investing 
primarily  in  common  stocks  in  many  indus- 
tries. Share  price  and  return  will  vary,  and  you 
may  have  a  gain  or  loss  when  shares  are  sold. 
But  compare  our  record  to  the  S&P  500.  And 
consider  Capital  Appreciation  Fund! 


Fidelity  Capital  Appreciation  Fund.  For  more  complete 

information  incluaing  management  fees  and  expenses,  please  call  or  write  for  a  free 
prospectus.  Read  it  carefully  before  vou  invest  or  send  mone\.  Fidelity  Distributors 
Corporation  (General  Distribution  Agent),  P.O.  Box  660603.  Dallas,  TX  75266-0603. 


Call  today: 

,1-800-544-6666 


Fidelity 
Investmenis  *- 

CODE:  FORB/CAF/080789 


*  Fund  total  returns  are  historical  and  include  change  in  share  price,  reinvestment  of  dividends  and  capital  gains,  and  the 
effect  of  its  2%  sales  charge  and  1  %  redemption  fee.  Figures  for  the  S&  P  500  (a  registered  trademark  of  Standard  & 
Poor's  Corporation)  an  unmanaged  index  of  common  stock  prices,  include  reinvestment  of  dividends. 
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Regions/Malibu 


Theantigrowth  crowdin  glamorous  Malibu 
is  in  a  quandary:  If  the  town  doesn  Y  incor- 
porate, development  will  endanger  their 
Eden,  just  as  it  will  if  it  does  incorporate. 


The  senvers 
of  Malibu 


By  Mare  Beaocluuiq) 


Here's  how  Arnold  York,  pub- 
lisher of  the  weekly  Malibu 
Times,  describes  life  in  beauti- 
ful, celebrity-filled  Malibu,  Calif.: 
"We're  just  a  normal  small  town  of 
20,000  people,  none  of  whom  talk  to 
each  other." 

Made  famous  in  the  late  1920s  by 
Hollywood  stars  like  Harold  Lloyd, 
Ronald  Colman  and  Clara  Bow,  Ma- 
libu is  a  27-mile-long  divot  of  Pacific 
coastline  and  rugged  chaparral-cov- 
ered mountains  that  stretches  from 
Pacific  Palisades  to  the  Ventura 
County  line.  It's  a  place  where  real 
estate  prices  and  movie  stars  compete 
to  reach  new  levels  of  zaniness.  Cur- 
rently, the  stars  are  winning.  Real  es- 
tate agent  Louis  Busch  reports  that 
homes  on  30-foot-wide  lots  in  the  ce- 
lebrity-packed Malibu  Colony  fetch 
$4.5  million,  estates  in  the  hills  range 
up  to  $19  million,  and  even  a  ratty 
"tear  down"  property  costs  at  least 
half  a  million.  On  the  other  hand, 
actor  Martin  Sheen,  Malibu's  recently 
appointed  Honorary  Mayor,  has  de- 
clared Malibu  to  be  a  "nuclear-free 
zone,  a  sanctuary  for  aliens  and  the 
homeless  and  a  protected  environ- 
ment for  all  life,  wild  and  tame." 

Why,  in  this  kooky  little  beachfront 
Eden,  is  there  so  much  acrimony?  The 
answer,  in  a  word,  is  development, 
symbolized  by  a  sewage  system. 

Malibu  IS  an  unincorporated  town. 
As  such,  it  IS  run  by  Los  Angeles 
County's  five-member  Board  of  Su- 
pervisors, which  controls  the  coun- 
ty's $9  billion  yearly  budget  and  ex- 


erts direct  control  over  the  county's 
2,663  square  miles  of  unincorporated 
area.  Malibu's  supervisor.  Republican 
Deane  Dana,  lives  in  Palos  Verdes  Es- 
tates, some  30  miles  to  the  south. 
Malibu's  19,000  residents  (Democrats 
slightly  outnumber  Republicans 
among  the  area's  8,000  registered  vot- 
ers) represent  only  about  1%  of  Da- 
na's 1.6  million  constituents. 

Malibu's  no-growth  contingent 
wants  the  town  to  incorporate.  That 
way  the  city  of  Malibu,  not  the  coun- 
ty of  Los  Angeles,  would  decide  land- 
use  and  other  development  issues. 
Without  self-rule,  the  no-growthers 
fear,  the  county  supervisors  will  un- 
leash a  major  force  of  development — a 
sewage  system — on  the  community. 

"The  county's  trying  to  ram  sewers 
down  our  throat  by  alleging  there's  a 
health  hazard,"  snarls  Walter  Keller,  a 
59-year-old  retired  Northrop  engineer 
and  leader  in  the  pro-incorporation 
forces.  "Big  sewer  systems  are  just 
infrastructure  for  big,  high-density  de- 
velopment." (If  you're  wondering 
where  the  waste  flows,  Malibu  is  cur- 
rently served  by  an  estimated  8,000 
septic  systems.)  Keller  worries  Ma- 
libu could  eventually  undergo  the 
kind  of  large-scale  development  that 
has  transformed — some  say  ruined — 
the  San  Fernando  Valley  and  the  New- 
port Beach/Irvine  area  in  Orange 
County.  Already,  chain  stores  like  the 
Wherehouse  are  moving  in,  and  res- 
taurateurs like  Wolfgang  Puck  are 
planning  Malibu  eateries. 

In  1987  the  county  proposed  an  $86 
million  sewer  system  for  Malibu. 
This  would   have  cost   the  average 


homeowner  $32,000  in  assessments. 
Even  Supervisor  Dana,  a  strong  sup- 
porter of  sewers  for  Malibu,  says  it 
was  far  too  much  of  a  system  for  the 
area.  But  it  did  give  the  antidevelop- 
ment  factions  a  perfect  rallying  flag. 
Within  a  month  of  the  plan's  unveil- 
ing, Keller  and  teacher  Carolyn  Van 
Horn  formed  the  Malibu  Committee 
for  Incorporation,  which  now  has 
nearly  900  members,  including  celeb- 
rities Burgess  Meredith,  Michael  Lan- 
don  and  Katharine  Ross. 

Can  Malibu  afford  home  rule?  It's 
hard  to  see  how.  Malibu's  only  real 
industry  is  real  estate;  over  200  agents 
work  the  area.  Pepperdine  University, 
with  2,700  students  and  over  400  fac- 
ulty and  staff,  is  the  area's  largest  em- 
ployer. But  it  asked  for  and  was  grant- 
ed exclusion  from  the  proposed  city. 
University  officials  worry  that  an  an- 
tigrowth  city  council  would  try  to 
interfere  with  Pepperdine's  long- 
range  plans  for  its  830  acres,  some  240 
of  which  are  now  developed. 

The  proposed  city's  draft  budget 
lists  revenue  of  $4.7  million.  Out  of 
that  the  city  will  have  to  provide  po- 
lice and  fire  services  that  the  county 
now  pays  for.  Worse,  a  major  and  ac-  I 
tive  earthquake  fault  runs  the  length  I 
of  Malibu.  A  1984  slide  in  Malibu's 
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Malibu,  Calif,  with  the  celebrity-packed  Malibn  colony  in  foreground 

"A  normal,  small  town  of  20,000  people,  none  of  whom  talk  to  each  other.' 


Cityhood  advocates  Walter  Keller  and  Carolyn  Van  Horn 
**The  county  is  trying  to  ram.  sewers  down  our  throat. 


Big  Rock  area  resulted  in  a  flurry  of 
lawsuits  against  the  county  for  sup- 
posedly shoddy  engineering  work; 
this  resulted  in  a  nearly  $100  million 
settlement  with  homeowners.  De- 
spite potential  future  liabilities  of  this 
size,  Malibu's  proposed  city  budget 
lists  only  $130,000  for  a  $10  miUion 
insurance  policy. 


What  about  the  area's  $2  billion  in 
assessed  property  valuation?  Much  of 
this  property  is  residential  and  so  is 
protected  from  high  taxation  by  Prop- 
osition 13.  Pacific  Coast  Highway, 
Malibu's  main  commercial  drag,  is 
lined  with  a  gaudy  welter  of  bikini 
shops,  sushi  restaurants,  real  estate 
offices  and  fast-food  joints. 


Savor  the  irony:  Only  by  developing 
the  property  base  could  town  reve- 
nues be  substantially  increased,  and 
the  one  thing  hardly  anyone  in  Ma- 
libu wants  is  big  development.  Devel- 
oper Roy  Crummer  III,  who  expended 
$13  million  and  a  great  deal  of  angst 
to  build  the  100,000-square-foot  Med- 
iterranean-style Malibu  Colony  Plaza 
shopping  center  (sold  three  months 
ago  to  a  group  that  includes  Jerry  Per- 
enchio,  Norman  Lear's  ex-partner), 
jokes  that  if  he  had  only  three  months 
left  to  live,  he'd  spend  it  building  a 
shopping  center  in  Malibu.  "The 
three  months,"  he  explains,  "would 
seem  like  a  lifetime." 

Malibu  is  likely  to  vote  on  cityhood 
sometime  next  spring.  Supervisor 
Dana  and  other  Los  Angeles  County 
officials  want  the  sewer  issue  settled 
before  any  cityhood  vote;  they  argue  a 
sewer  is  necessary  to  prevent  further 
pollution  of  Santa  Monica  Bay  and  to 
lessen  the  risk  of  landslides  caused  by 
septic  systems.  If  the  acrimonious 
people  of  Malibu  do  vote  for  home 
rule,  predicts  Tom  Bates,  head  of  the 
Malibu  Republican  Club  and  a  local 
real  estate  agent,  "The  five  people 
elected  [to  the  city  council]  will  need 
flak  vests  and  a  four-year  supply  of 
Excedrin."  ■ 
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Science  &  Technology 


Edited  by  Gary  Slutsker 

In  1986  Du  Pont  took  the  lead  in  stain- 
resistant  carpet  with  a  coated  nylon  fiber. 
Now  it  has  a  serioiAS  challenger. 

Polypropylene 
strikes  back 


By  Mm  Harris 


IN  THE  WORLD  of  plastics,  polypro- 
pylene— the  stuff  used  to  make 
such  items  as  auto  battery  covers, 
combs  and  rope — gets  httle  respect. 
And  in  the  world  of  carpeting,  poly- 
propylene fiber  is  especially  low- 
class.  In  places  where  it  is  used,  usual- 
ly for  commercial  and  indoor-outdoor 
carpets,  it  looks  cheap,  mats  easily 
and  comes  mostly  in  garish  colors. 

So  why  is  Du  Pont,  which  holds  an 
estimated  35%  share  of  the  $4.5  bil- 
lion carpet  fiber  business  with,  among 
others,  its  Stainmaster  nylon  prod- 
ucts, buying  the  carpet  fiber  business 
from  the  country's  second-largest 
polypropylene  producer,  Hercules 
Inc.?  It's  partly  a  defensive  move, 
since  polypropylene,  cheaper  and  also 
more  stain  resistant  than  Stainmas- 
ter, is  playing  an  ever  larger  role  in  the 
commercial  carpet  market. 

Now  comes  word  that  Amoco  Fab- 
rics &.  Fibers  Co.,  a  subsidiary  of  oil 
company  Amoco,  has  launched  a  seri- 
ous counterattack  to  nylon's  strangle- 
hold on  the  residential  market. 
Amoco  has  found  a  way  to  make  not- 
so-cheap-looking,  virtually  stainproof 
carpet  from  polypropylene.  No  one 
has  found  anything  that  will  perma- 
nently stain  It.  By  contrast,  Du  Font's 
Stainmaster,  released  in  1986,  and  its 
competitors  from  Monsanto,  Allied- 
Signal  and  BASF  have  a  problem:  The 
fluorochemical  coating  that  makes 
their  nylon  fibers  stain-resistant 
doesn't  stand  up  to  contaminants 
such  as  red  wine,  acne  medicine  and 
bleach. 

"People  think  there's  nothing  out 
there  that  will  stain  a  nylon  stain- 
resistant  carpet,  but  that's  not  true," 


Rob  Nelson.  Piaure  Group 


Testing  Amoco  caipet  Jtiyers 
Mustard-  and  ahoe-polish-proof. 

says  Paul  Teta,  Amoco's  product 
manager  for  residential  yam. 

Most  stain-resistant  carpets  are 
made  of  coated  nylon.  Uncoated  ny- 
lon, a  relatively  complex  polymer 
that  produces  soft,  durable  fibers,  is 
somewhat  porous.  It  absorbs  about 
4%  of  Its  weight  in  water,  and  that's 
why  it  stains.  The  stain-resistant 
coatings  work  by  filling  up  the  fiber's 
pores,  sealing  them.  The  coating,  in 
most  cases,  is  applied  after  the  carpet 
IS  already  made  at  the  carpet  mill.  But 
the  stain-blocking  chemicals  are  not 
perfect,  and  harsh  chemicals  and  hot 
fluids — coffee,  for  instance — can  pen- 
etrate them. 

What  sets  Amoco's  Genesis  carpet 
fibers  apart?  First  of  all,  unlike  nylon, 
polypropylene  won't  absorb  dye — or 
stains.  (Colored  polypropylene  fibers 


get  their  dye  while  the  polymer  is  still 
liquid.)  Just  to  be  sure,  Amoco's  lab 
technicians  plastered  polypropylene 
carpets  with,  among  other  things,  mo- 
tor oil,  mustard,  shoe  polish  and  fer- 
tilizer. Eventually,  with  a  little  elbow 
grease — and  cleaning  fluids — Genesis 
scrubs  clean. 

But  Amoco's  engineers  had  to  make 
polypropylene  soft  to  the  touch.  They 
did  it  during  the  extrusion  process, 
when  the  molten  stuff  is  pushed 
through  tiny  holes  in  a  "shower  head" 
to  produce  individual  fibers.  Amoco's 
fiber  is  not  much  more  than  half  as 
thick  as  the  average  nylon  fiber.  The 
finer  the  fiber,  the  softer  the  carpet. 
To  an  inexpert  consumer,  Amoco's 
Genesis  feels  as  soft  as  nylon  carpets. 

Next,  Amoco  had  to  overcome  the 
fiber  weakness  that  makes  polypro- 
pylene rugs  mat,  or  crush,  easily.  To 
combat  that  failing,  Amoco  winds 
pairs  of  fiber  strands  together  and  uses 
heat  to  set  them  as  a  way  to  improve, 
resilience.  In  addition,  Amoco  de- 
mands that  the  carpet  mills  buying  its 
Genesis  fiber  meet  certain  weight  and 
density  requirements  in  their  carpets. 
A  densely  packed  carpet  is  less  prone 
to  matting  and  crushing. 

Finally,  Amoco  broadened  its  color 
line  to  about  100  choices.  It  has  to 
stock  colors:  The  fact  that  polypropyl- 
ene must  be  dyed  when  the  polymer  is 
still  in  Its  liquid  form  eliminates  the 
mills'  ability  to  make  custom  colors. 
Nylon  yam,  on  the  other  hand,  is  dyed 
at  the  mill. 

In  less  than  a  year  on  the  market, 
Genesis  has  captured  about  1%,  or 
roughly  S30  million  worth,  of  the  resi- 
dential carpet  fiber  market.  The  fiber 
itself  is  cheap  to  produce,  as  little  as 
SI  a  pound  to  the  carpet  mill,  but 
industry  sources  say  Amoco  is  getting 
a  high  premium  for  its  product.  In 
addition,  because  of  polypropylene's 
cheap  reputation,  Amoco  doesn't 
want  its  product  relegated  to  the  low 
end  of  the  business;  thus  the  steep 
$18-and-up  retail  price  of  a  yard  of 
Genesis  carpet. 

The  big  question:  Will  Du  Pont 
jump  into  the  residential  market  with 
polypropylene?  Not  yet.  Along  with 
other  coated-nylon  makers,  Du  Pont 
is  skeptical  about  Amoco's  claim  that 
polypropylene  will  hold  up  to  residen- 
tial scuffing. 

For  now,  Amoco  hopes  the  stain- 
resistant  qualities  in  Genesis  will 
send  consumers  scurrying  to  their  lo- 
cal carpet  store.  But  until  Amoco  rolls 
out  a  cheaper  line — enabling  it  to  go 
head-to-head  with  all  the  nylon  car- 
pets— polypropylene  will  be  only  a 
pretender  to  the  nylon  throne. 
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Performance 
Beyond  Your 
Expectations... 
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Pinpointing  fire  and  smoke  danger 
to  hdp  you  save  lives. 


Integrafing  security  features  into 
the  total  facilities  management 
system  saves  enough  on  labor  to 
pay  for  the  entire  system  in  two 
years  at  Hamilton  County  Justice 
Center  in  Cincinnati 


If  you  know  the  exact 
location  of  dangei;  rather 
than  the  general  area,  you 
can  save  precious  minutes 
of  response  time  Johnson 
Controls  offers  a  firesafety 
system  with  "smart  heads" 
that  pinpoints  danger  on 
your  monitor  as  it  sounds  an 
alarm  in  your  building  and 
alerts  your  fire  department. 
A  single  pair  of  wires  can 
accommodate  up  to  200 
sensors  or  other  firesafety 
devices,  so  the  system  is 
more  economical  to  install 
dian  a  hard-wired  system. 
Easy  on-line  programmabil- 
ity  gives  you  the  ability  to 
adjust  to  changing  occupancy 
and  use  of  your  building. 


Our  ability  to  integrate 
firesafety  with  your  other 
systems  can  provide  addi- 
tional safety  measures.  For 
example,  you  can  automati- 
cally remm  elevators  to 
ground  floors,  close  fire 
doors,  activate  sprinkler 
heads,  even  cycle  fans  and 
dampers  to  purge  smoke 
from  an  endangered  area. 

Johnson  Controls  can 
also  help  you  make  your 
building  secure  with  card 
access  technologies  to  re- 
strict entry  to  critical  areas 
and  with  detectors  to  main- 
tain the  integrity  of  doors 
and  windows. 


For  the  safety  and  security 
of  your  building,  whatever 
its  size  or  ftinction,  call 
Johnson  Controls  today  at 
1-800-972-8040.  In  Wis- 
consin, call  1-800-472-6533. 
Or  write,  Johnson  Controls, 
Systems  and  Services  Divi- 
sion, C19,  Milwaukee,  WI 
53201-0423. 


©  1989  Johnson  Controls.  Inc 
JC8934  , 
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In  the  battle  for  the  home  entertainment 
and  information  market,  technology  sud- 
denly gives  the  phone  companies  a  promis- 
ing edge  over  their  cable  competition. 


End  run 


By  Gary  Shitsker 


HAVE  YOU  BEEN  ANNOYED  re- 
cently by  increases  in  your 
monthly  bill  for  home  cable 
TV?  Do  you  think  the  cable  companies 
have  been  given  an  unfair  monopoly? 
If  you  feel  that  way,  help  is  on  the 
way.  Technology  has  given  the  na- 
tion's telephone  companies — hitherto 
banished  from  the  video  business 
through  the  cable  operators'  political 
clout — the  wherewithal  to  compete. 

The  technology  consists  of  truly  ex- 
traordinary cost  reductions  in  fiber 
hookups.  Thanks  to  some  optoelec- 
tronic innovations  by  at&t,  by  a  sub- 
sidiary of  Raychem  and  by  other 
firms,  it  is  now  possible  to  deliver 
high-capacity  optical  fibers  into 
homes  for  little  more  than  the  cost  of 
low-capacity  copper  wiring. 

What  does  cheap  fiber-optic  cabling 
mean,  besides  potential  savings  for 
consumers?  It  means  that  phone  com- 
panies now  have  a  pretext  to  end-run 
regulatory  obstacles  to  their  expand- 
ing beyond  conventional  telephone 


service.  They  can  install  fiber  lines 
and  say  that  all  they  are  trying  to  do  is 
give  the  customer  the  cheapest  possi- 
ble telephone  service.  Then,  once  the 
network  is  in  place,  they  can  get  into 
the  business  of  sending  tv  program- 
ming down  those  fiber  lines. 

BellSouth  Corp.,  by  far  the  most 
aggressive  Bell  utility  in  pushing  fiber 
into  the  home,  is  pretty  frank  about 
Its  intentions.  It  says  it  could  have  an 
all-fiber  network  in  place  as  soon  as 
2010.  At  present,  fiber-optic  cabling, 
while  ubiquitous  in  long-distance 
trunks,  rarely  reaches  into  the  home. 

How  does  BellSouth  justify  this  ex- 
pansion to  utility  regulators?  It  says 
that  it  has  seen  a  rapid  increase  in 
residential  second  lines — for  comput- 
ers, faxes  and  teenagers — and  wants 
to  save  the  customers  money  by  in- 
stalling fiber  lines  in  new  residential 
construction.  With  a  copper  network, 
adding  a  second  phone  line  usually 
means  sending  out  a  lineman  with  a 
pair  of  pliers.  If  homes  had  fiber,  how- 
ever, they  would  all  have  enormous 
excess  capacity,  and  BellSouth  could 


use  software  commands  at  the  central 
office  to  automatically  cormect  or  dis- 
connect service.  "You  can't  have  that 
in  a  copper  environment,"  says  Rich- 
ard Snelling,  vice  president,  network 
for  Southern  Bell. 

The  pace  of  technology  is  playing 
into  the  hands  of  the  regional  Bell 
utilities  and  is  threatening  the  artifi- 
cial cable  company  monopolies.  The 
goal  is  to  get  the  cost  of  residential 
fiber  down  to  where  it  matches  that  of 
copper  wire.  Right  now  it  costs  $1,500 
per  house  to  wire  a  new  subdivision 
with  copper — roughly  $700  for  hard- 
ware and  the  rest  for  labor  and  over- 
head. In  some  places,  fiber  could 
match  that  price  as  soon  as  next  year, 
thanks  to  a  combination  of  fancy  ac- 
counting gimmicks  and  new  products 
from  enterprising  companies  like 
Raychem  and  at&t. 

The  Bell  attack  on  the  cable  busi 
ness  is  proceeding  on  another  front. 
Experimental  home  fiber-optic  sys- 
tems have  been  installed  in  a  handful 
of  communities  around  the  country, 
with  roughly  20  trials  slated  to  begin 
within  the  next  year.  Many  trials  in- 
volve the  simultaneous  transmission 
of  video  programming  and  telephone 
service  over  a  fiber-optic  line.  Most  of 
these  projects  sailed  past  the  regula- 
tors when  the  phone  companies  said 
they  wanted  to  familiarize  them- 
selves with  emerging  optoelectronic 
technologies;  besides,  no  law  prevents 
phone  companies  from  transporting 
TV  signals  created  by  others. 

In  fact,  the  trials  are  poorly  veiled 
skirmishes  against  the  cable  monopo- 
ly— a  monopoly  that  exists  only  be- 
cause Congress  protects  the  interests 
of  the  cable  operators,  who  are  so  gen- 
erous with  political  funds.  Recogniz- 
ing this,  the  National  Cable  Televi- 


Central  office 
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sion  Association  unsuccessfully  tried 
to  get  the  FCC  to  block  gte's  fiber  trial 
in  Cerritos,  Calif.  In  that  experiment, 
equipment  designed  at  gte  Labs  will 
switch  cable  tv  programming  from 
Apollo  Cablevision  of  Los  Angeles,  as 
well  as  provide  gte's  "experimental" 
video-on-demand  services  that  largely 
involve  loading  banks  of  videocas- 
sette  recorders  with  movie  requests. 

The  cable  operators  are  quite  right 
to  be  worried — especially  since  the 
public  would  probably  be  well  served 
if  there  were  competition  in  the  busi- 
ness. For  one  thing,  the  phone  compa- 
nies have  learned  how  to  enlist  allies 
in  their  struggle  for  the  right  to  com- 
pete. Take  the  situation  in  a  BellSouth 
trial  at  Heathrow,  Fla.,  a  high-priced 
condo  development  near  Orlando 
where  a  few  residents  will  be  getting 
centrally  switched  cable  rv  service  by 
September  over  the  same  fiber  that 
carries  their  phone  conversations. 
Heathrow  Telecommunications,  the 
cable  operator,  is  owned  by  the  com- 
munity's developer,  Chinese-food  ty- 
coon Jeno  Paulucci.  The  whole  cable- 
over-fiber  service  is  choreographed  by 
BellSouth,  with  an  engineering  assist 
from  Northern  Telecom. 

More  is  at  stake  here  than  merely 
the  question  of  access  to  the  home 
entertairmient  and  information  mar- 
ket. There  is  a  huge  potential  market 
for  companies  that  supply  the  opto- 
electronic devices  that  convert  the 
light  carried  on  fiber  into  the  electric- 
ity that  runs  telephones,  faxes,  com- 
puters and  televisions.  These  manu- 
facturers are  spending  hundreds  of 
millions  in  research  money  in  order  to 
participate  in  a  market  that  could  eas- 
ily surpass  $250  billion  over  the  next 
30  years.  It  may  not  make  economic 
sense  for  decades  to  tear  up  working 
copper  lines  to  replace  them  with  fi- 
ber. But  there's  a  lot  of  potential  busi- 
ness in  rehabilitation  and  in  new  con- 


Central  office 
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Ray  net  Marketing  Maruiger  George  Ballog  with  optical  fiber  and  coupler 
Looking  for  a  piece  of  the  $250  hiUion. 


struction  like  Jeno  Paulucci's  Heath- 
row development — a  total  of  roughly 
5  million  lines  a  year. 

Two  very  visible  rivals  in  the  opto- 
electronics business  are  at&t  and 
Raynet,  a  unit  of  Raychem  Corp.  of 
Menlo  Park,  Calif.  The  two  are  tight 
competitors  in  a  fast  race. 

at&.t's  "star"  system  resembles,  in 
layout,  a  branching  network  like  that 
of  nerve  cells.  It  relies  heavily  on  elec- 
tronic boxes  that  take  in  one  fiber 
trunk  and  carve  it  up  into  about  600 
distribution  lines  (see  diagram). 

Raychem's  Raynet  uses  a  bold  de- 
sign that  takes  advantage  of  the  fact 
that  the  light  in  an  optical  fiber  can  be 
tapped  where  the  fiber  makes  a  bend. 
The  Raynet  layout  resembles  that  of  a 
city's  water  mains.  It  greatly  reduces 
the  use  of  expensive  branching  boxes 
and  of  in-the-field  splicing. 

By  emphasizing  the  use  of  shared 
electronics  among  several  homes,  the 
Raynet  scheme  was  instrumental  in 
lowering  the  cost  of  fiber-to-the- 
home.  In  a  concession  to  the  idea, 
atSit  revised  its  original  plan  to  use 


one  set  of  optoelectronics  per  home  to 
share  a  box  among  up  to  eight  homes 
instead.  Raynet  may  still  be  the  low- 
cost  spread  for  phone  service,  but 
AT&T  contends  its  system  will  be 
cheaper  in  the  long  run,  when  the 
costs  of  upgrading  to  accommodate 
video  services  are  added  in. 

Other  players  from  Northern  Tele- 
com to  Alcatel,  the  French  telecom- 
munications giant,  will  certainly  get  a 
piece  of  the  action.  Siecor,  the  joint 
venture  between  Siemens  and  Cor- 
ning, canceled  a  fiber-to-the-home 
project  but  sold  the  technology  to 
some  former  employees,  who  formed 
BroadBand  Technologies. 

The  faster  that  fiber  gets  cheap,  the 
sooner  that  telephone  companies  will 
complete  their  end  run  around  the 
cable  companies.  "Nobody  ever 
dreamed  you'd  be  putting  in  fiber  for 
plain  old  telephone  service,"  says 
Paul  Shumate,  manager  of  optical  net- 
works at  Bellcore,  the  r&d  lab  jointly 
owned  by  the  regional  Bells.  Least  of 
all  the  cable  operators,  smug  and  hap- 
py in  their  apparent  monopolies. 


Bus 


Party  line 


'iber  can  displace  copper  in  phone  lines  when 
t  is  as  cheap  to  install.  To  get  costs  down, 
uppliers  have  several  homes  sharing  one 
unction  box.  Raynet  lays  out  junctions  in  rows 
right),  using  a  "bus"  architecture.  AT&T's 
cheme  uses  a  "star"  branching  system  (left). 
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PC  networking  pioneer  3Com  Corp.  let 
rival  Novell  get  a  big  jump  ahead  in  soft- 
ware. Now  ifs  running  hard  to  catch  up. 

How  to  lose 


Comp/Comm 


a  lead 


By  Julie  Pitta 


AT  THE  TIME,  it  Seemed  to  make 
perfect  sense.  Now,  with  hind- 
\  sight,  Robert  Metcalfe  realizes 
that  building  his  personal  computer 
networking  company,  3Com  Corp., 
around  a  sole  hardware  standard  was  a 
big  mistake. 

Metcalfe,  now  43,  founded  Santa 
Clara,  Calif.-based  3Com  in  1979  as  a 
producer  of  both  the  hard- 
ware and  the  software  need- 
ed to  tie  personal  computers 
into  work  groups.  The  hard- 
ware in  question  is  an  add-on 
circuit  board  inserted  in  each 
PC  (at  a  cost  of  $600  or  so  per 
pc).  The  software,  which  in- 
terprets computer  com- 
mands within  the  network, 
is  equally  critical.  Software 
for  a  large  pc  network  might 
run  as  much  as  $3,500. 

A  Harvard  Ph.D.  in  com- 
puter science,  Metcalfe  had 
already  made  a  name  for 
himself  as  the  creator  of  Xe- 
rox' Ethernet  system  of  Imk- 
ing  computers.  So  it  seemed 
only  natural  to  build  3Com 
around  the  Ethernet  stan- 
dard. In  retrospect,  the  deci- 
sion was  a  mistake.  After  all,  one  rea- 
son the  networking  business  is  boom- 
ing is  the  very  fact  that  users  want 
many  different  brands  of  hardware  to 
be  able  to  talk  to  one  another.  Met- 
calfe explains:  "We  felt  we  didn't  have 
the  resources  to  support  a  bunch  of 
different  adapters.  It's  a  decision 
we've  regretted  many  times  since." 

Here  are  the  results  of  that  decision. 
3Com  profits  were  up  52%,  to  $34 
million,  or  $1.16  a  share,  on  revenues 
of  $385  million  in  the  May  1989  fiscal 
year.  Yet  even  with  the  30%  growth 
rate' analysts  expect  for  fiscal  1990, 
3Com  may  lose  ground  to  archrival 
Novell   in  Provo,   Utah,   which   has 


earned  $37  million  on  $326  million  of 
sales  in  the  12  months  through  April. 
Novell  was  in  financial  trouble 
only  six  years  ago,  when  its  current 
chief  executive,  Ray  Noorda,  took 
over.  It  is  doing  well  now  because  its 
software  is  more  popular  than 
3Com's.  Indeed,  Novell  no  longer 
even  manufactures  the  circuit  boards 
it  sells  as  part  of  its  system.  It  subcon- 
tracts the  board  work,  then  adds  its 
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He  wanted  a  one-stop  networking  shop. 


own  very  popular  networking  soft- 
ware, called  Netware,  and  collects  a 
fee  for  the  whole  package.  Novell  also 
gets  software  revenue  from  customers 
buying  3Com  boards.  Says  Lee  Doyle 
of  market  analysts  International  Data 
Corp.,  "Netware  is  just  a  technically 
superior  product."  Even  Metcalfe 
says,  in  a  startling  burst  of  candor, 
"They're  almost  the  name  brand  for 
[network]  software." 

The  market  they're  fighting  over — 
local  area  networks,  or  lans,  in  the 
engineering  jargon — is  booming.  Da- 
taquest,  the  market  research  firm,  es- 
timates that  6  million  personal  com- 
puters   were    connected    into    work 


groups  by  1988,  and  the  total  will 
reach  55  million  by  1993.  That  trans- 
lates into  a  combined  $3.8  billion 
hard-  and  software  business  this  year. 
On  introducing  Netware,  Novell 
touted  it  as  the  software  "for  all 
LANkind."  And  not  only  was  it  versa- 
tile enough  to  run  on  any  kind  of 
hardware,  it  was  significantly  faster 
than  3Com's  Etherseries  in  transfer- 
ring data  from  central  storage  to  indi- 
vidual workstations.  3Com's  re- 
sponse, a  program  called  3  -I- ,  arrived 
too  late.  "With  3  -I-  we  achieved  parity 
with  Novell,  but  by  that  time  they 
were  entrenched,"  Metcalfe  says. 

Novell  is  not  likely  to  go  away, 
either.  "Products  like  ours  and  No- 
vell's have  great  switch  costs,"  Met- 
calfe says.  Users  deserting  Netware 
for  3  -I-  in  some  cases  would  have  to 
replace  costly  applications  software. 

Some  of  3Com's  problem  can  be 
traced  to  a  1987  merger  with  Bridge 
Communications,  a  supplier  of  prod- 
"''">' """"  ucts  that  link  pc  work  groups 
to  minicomputers  and  main- 
frames. L.  William  Krause, 
hired  as  3Com's  chief  execu- 
tive officer  in  1 98 1  (Metcalfe 
has  reverted  to  an  engineer- 
ing role  as  division  manager), 
envisioned  the  company  as  a 
one-stop  networking  shop  for 
large  corporations.  Bridge  of- 
fered a  direct  sales  force,  a 
key  ingredient  in  attracting 
corporate  customers.  (Before 
the  merger,  3Com  sold  its 
products  through  resellers.) 
But  a  year  after  the  merger. 
Bridge  cofounders  William 
Carnco  and  his  wife,  Judy  Es- 
trin,  left  to  join  others  in  a 
new  venture.  3Com  has  been 
slow  to  update  the  Bridge 
product  line,  and  sales  have 
dropped  off. 

Now,  an  alliance  with  Microsoft 
Corp.  offers  3Com  a  good  chance  at 
recapturing  software  business  from 
Novell.  With  Microsoft,  3Com  has 
developed,  and  ibm  has  endorsed, 
networking  software  specifically  de- 
signed to  work  with  Microsoft's  new 
os/2  operating  system. 

"It's  really  a  battle  between  the  in- 
ertia of  Novell's  large,  installed  base 
and  the  clout  of  Microsoft  and  ibm," 
says  Marshall  Mosely,  an  industry  an- 
alyst at  Dataquest.  But  3Com  could 
have  won  the  battle  a  long  time  ago  if 
its  software  were  more  portable. 


126 


FORBES,  AUGUST  7,  1989 


Here's  a  sure-fire 


\ 
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The  building  could  be  replaced. 
3ut  what  about  your  company's  files? 
Df  suppose  you're  audited  by  a  major 
:iient.  Would  your  Accounts  Receiv- 
ible  department  have  immediate 
iccess  to  all  the  necessary  files,  or 
ivould  it  take  days  of  sifting  through 
Did  files  and  storage  rooms? 

The  problem  is,  and  always  has 
Deen,  paper.  Paper  that  when  misfiled 
Df  misplaced  could  spell  disaster.  Paper 
;hat  when  destroyed,  could  possibly 
destroy  your  business. 

the  solution  is  a  computerized 
iling  system  from  3M  Information 


Systems  Group. 

3M  provides  systems  that  use 
computer  technology— very  likely 
the  computers  you  already  have  in 
place— to  speed  and  secure  the  stor- 
age and  retrieval  of  documents  with 
evidentiary  value.  Documents  that 
can  be  combined  with  the  data  files 
you  already  generate  on  computer. 

For  many  businesses,  the  storage 
media  may  be  microfilm  or  micro- 
fiche. With  certain  applications,  a 
digital  document  management  sys- 
tem integrated  with  a  mainframe 
database  may  be  most  appropriate. 


Either  way,  the  system  you 
choose  will  work  with  the  technology 
3M  is  developing  for  the  future.  We've 
already  assembled  packages  to  help 
those  in  the  areas  or  Accounts  Payable, 
Engineering,  Manufacturing,  Financial 
Records,  Hospital  Records  and  more. 

For  more  information  on  how 
to  protect  your  company  against  both 
natural  and  unnatural  disasters,  call 
3M  Information  Systems  at 
1-800-328-1684. 

But  call  soon.  Because  like  your 
records,  even  the  best  of  intentions 
can  go  up  in  smoke. 
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Random  Access 


Commentary  by  Esther  Dyson 


COMPUTERS,  CUSTOMERS  AND  HAND  HOLDING 


Lots  of  people  today  can  put  chips 
and  wires  into  a  box  and  call  it  a  pC; 
but  it  takes  a  lot  more  than  that  to 
make  the  product  easy  to  use,  reli- 
able and  available  when  and  where 
the  customer  is  ready  to  buy. 

What  is  true  of  computers  is  true 
as  well — to  a  lesser  but  growing  ex- 
tent— of  many  other  manufactured 
goods:  automobiles,  dishwashers  or 
vcRS,  for  example.  And,  for  the 
growing  fraction  of  the  economy  in 
such  sectors  as  insurance,  travel  or 
securities,  service  is  the  name  of 
the  game. 

Service  and  support,  then,  is  the 
next  frontier  of  competition,  says 
William  Davidow,  a  noted  venture 
capitalist,  and  author,  with  Bro  Ut- 
tal,  of  Total  Customer  SetTice  llw  Ulti- 
mate Weapon  The  message  in  this 
book,  due  from  Harper  &.  Row  in 
September,  is  worth  every  business 
person's  attention. 

The  problem,  of  course,  is  that 
people  who  provide  service  and  sup- 
port are  hard  to  get,  hard  to  tram 
and  hard  to  keep.  Yet  there  are  ways 
to  automate  support,  at  least  par- 
tially, and  the  vendors  who  do  so 
will  have  a  competitive  advantage. 

Two  companies  providing  soft- 
ware to  help  them  automate  this 
function  are  Lysis  Corp.  of  Atlanta, 
with  Support  Information  System, 
and  Answer  Corp.  of  San  Jose, 
Calif.,  with  A  prion.  Both  compa- 
nies sell  software  packages  for  cus- 
tomer support  organizations,  start- 
ing at  about  S5,000  per  seat  (plus 
hardware).  These  packages  manage 
databases  of  typical  customer  ques- 
tions and  appropriate  answers  for 
retrieval  by  people  manning  cus- 
tomer help  lines. 

This  software  matches  the  custo- 
mer's question  to  questions  already 
in  the  database,  using  key  words, 
indexes  and  other  techniques  to 
narrow  the  search,  and  then  dis- 
plays the  correct  answer. 

This  kind  of  software  is  the  latest 
stage  in  the  evolution  of  customer 
support  systems.  An  earlier  stage 
consisted  of  a  stack  of  manuals  or 
loosclcaf    binders    with    loose    or 
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missing  leaves.  The  next  stage  of 
evolution  was  an  electronic  version 
of  a  manual,  accessible  through 
keyword  retrieval,  indexes,  tables  of 
contents  and  electronic  cross-refer- 
ences, or  hypertext.  The  latest  sys- 
tem, the  sort  that  Lysis  and  Answer 
Corp.  sell,  is  almost  human:  It 
seems  to  leam  from  experience.  The 
information  in  the  answers  initially 
may  come  directly  from  the  ven- 
dor's manuals,  but  the  databases 
grow  as  they  are  used. 

If  a  customer  question  is  new  (or 
so  worded  that  it's  not  recognizable) 
the  question  is  kicked  upstairs  by 
electronic  mail  to  a  product  special- 
ist who  either  answers  it  or  matches 
it  to  an  existing  question.  As  Debo- 
rah Fain,  Lysis  founder  and  presi- 
dent, notes,  "There  may  be  50  ways 
to  ask  a  question  that  all  need  the 
same  answer."  As  support  person- 
nel encounter  and  research  answers 
for  new  questions,  the  answers  are 
captured,  classified  and  stored  in 
the  database,  accessible  to  other 
support  reps  the  next  time  a  similar 
question  comes  up. 

Lysis  says  it  has  six  customers, 
including  Manpower  Corp.,  which 
IS  using  Support  Information  Sys- 
tem to  help  Its  own  clerical  person- 
nel out  in  the  field  and  graduates  of 
its  training  courses  as  they  use  a 
variety  of  vendors'  software.  The 
program  runs  on  Digital  Equipment 
minicomputers  and  standard  per- 
sonal computers. 

Answer  Corp.  is  a  startup  funded 
by  Alpha  Partners  and  cofounded  by 
former  electronics  engineers  Thom- 
as Evans,  Louise  Kirkbnde  and  Rick 
Gifford.  It  IS  putting  the  finishing 
touches  on  its  A  priori  system, 
which  runs  on  Sun  Microsystems 
workstations.  A  priori  is  aimed  at 
vendors  who  sell  and  support  expen- 
sive, complex  products  that  come  in 
many  versions  and  configurations 


(and  who  use  Sun  workstations). 

Answer's  first  customer  is  Inter- 
leaf, currently  using  a  test  version 
to  support  users  of  Interleaf  docu- 
ment creation  and  layout  software. 
"The  only  question  was  who  would 
get  it  first — us  or  our  competitors," 
says  William  Grossman,  vice  presi- 
dent of  operations  at  Interleaf. 

A  priori  monitors  usage  patterns 
and  offers  answers  to  the  most  fre- 
quent questions  first — just  as  you 
might  keep  a  crib  sheet  on  your 
desk,  a  manual  on  the  shelf  and  a 
full-blown  reference  work  in  the  de- 
partment library.  The  difference  is 
that  A  priori  automatically  sorts 
out  what  should  go  where,  and  gets 
updated  automatically.  When  the 
vendor  ships  out  a  new  model,  new 
questions  proliferate — and  so  do  the 
answers  to  them. 

The  implications  for  the  product 
vendor  go  beyond  customer  satis- 
faction. For  companies  making 
knowledge-intensive  products — 
computers,  scientific  instruments 
or  specialty  chemicals — mainte- 
nance contracts  and  customer  hand- 
holding  can  bring  in  a  third  or  more 
of  revenues  at  low  marginal  cost. 
And  perhaps  the  customer  assis- 
tance job  will  be  more  pleasant, 
which  means  less  turnover  and  less 
training  cost.  Training  should  be 
easier,  anyway,  when  the  informa- 
tion is  easier  to  find. 

Of  course  no  system  is  foolproof. 
Sometimes  a  customer  may  ask  a 
question  in  such  a  way  that  it's  hard 
for  the  support  person  to  find  the 
right  match — or  it  might  be  such  a 
tough  question  that  it  stumps  even 
the  specialist.  Moreover,  if  product 
is  truly  terrible,  good  support  can't 
make  up  for  it.  Finally,  like  most 
automated  systems,  A  priori  and  sis 
help  systems  automate  only  the  rel- 
atively easy,  routine  tasks  such  as 
locating  and  sharing  answers  and 
logging  calls. 

Yet  by  getting  the  routine  stuff 
out  of  the  way,  these  systems  let 
people  concentrate  on  the  really 
hard  stuff — figuring  out  answers  to 
new  questions  and  being  nice  to  ob- 
noxious customers  with  old  ques- 
tions who  don't  bother  to  read  the 
manual.  ■ 
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WORLDWIDE  WARKET  EXPENDITURES 
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In  business  success  doesn't  only  depend  on  what  you  say  But  often,  on 
V  you  say  it.  Minolta's  EP  4230  multicolor  copier  makes  whatever  you 
't  to  say  more  impactful. 

_  Thanks  to  our  exclusive  Simul-Color  111™ 

process,  you  can  generate  eyecatchmg,  three- 
color  copies  in  one  pass.  Three  times  as 
fast  as  other  machines,  which  need  a 
separate  pass  for  each  color 

Now  you  can  combine  black  and 
your  choice  of  two  other  colors  (red, 
blue,  sepia  or  green)  in  three  different 
sections  of  the  original.  And  watch  your 
charts,  graphs,  even  interoffice  correspondence  come  to  life 

lul-Color  is  o  trademoA  of  Minolta  Corporation.  ©1989  Minolta  Corporotion 


HEAVY  EQUIPMENT  DIVISION 


REVENUES  BY  DEPARTMENT 


But  the  EP  4230  has  more  features  than  meet  the  eye.  Like  quick  erase, 
which  lets  you  delete  image  from  parts  of  the  copy  Or  job  programming 
that  allows  you  to  set  up  three  different  operational  sequences  in  advance. 
Or  the  Minolta  Intelligent  Commander.  An  option  that  gives  you  even  greater 
programmability 

Plus  the  innovations  you've  come  to  expect  from  Minolta.  Like  auto 
paper  selection/auto  magnification.  Duplexing.  And  a  50%- 200%  zoom. 

With  this  kind  of  capability  the  EP  4230  won't  just  improve  your 
productivity  It'll  improve  your  image.  So  call  1-800-USA-DlAL, 
Ext.  777  for  the  Minolta  dealer  nearest  you.  ^^^ 
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Marketing 


Edited  by  Joshua  Levine 


Can  advertising  and  promotion  work  too 
well?  Yes,  as  the  folks  who  make  Klondike 
ice  cream  bars  can  attest. 


Meltdown 


By  Kerry  Hannon 


KLONDIKE  CHOCOLATE-COVERED, 
vanilla  ice  cream  bars  had  been 
steady  sellers  in  the  Pittsburgh,  Pa. 
area  for  nearly  60  years.  Klondike  held 
its  ovs^n   against   national   bars   like 


Good  Humor  and  Haagen-Dazs  main- 
ly because  Klondike  bars  were  a  bit 
bigger  and  cheaper  than  the  competi- 
tion's bars. 

Henry  Clarke  Jr.,  56,  who  grew  up 
in  Pittsburgh  eating  Klondikes,  fig- 
ured this  was  a  winning  national  for- 


mula. So  in  1977  his  Clabir  Corp 
then  primarily  a  defense  contractoi 
bought  Klondike  for  $7.3  millio: 
from  its  founder-owners,  the  Isal 
family.  Clabir  began  expanding  Klon 
dike  into  supermarket  chains  acros 
the  country. 

Clarke  geared  up  an  expensive  sum 
mer  advertising  campaign  on  nationa 
TV  and  a  major  market  distributioi 
network,  catapulting  Klondike  fron 
Pittsburgh  cult  confection  to  nationa 
phenomenon. 

But,  sorry,  this  is  not  a  success  sto 
ry.  Clarke's  national  ambition  for  hi 
pet  product  blinded  him  to  basic  busi 
ness  facts.  He  spent  too  much  mone^ 
on  marketing — some  $70  millioi 
since  1985.  But  revenues  never  rost 
high  enough  to  carry  all  this  promo 
tion.  One  reason  was  that  Clark 
somehow  forgot  the  manufacturing  t( 
back  it  all  up.  So  now,  every  summer 
though  its  three  plants  are  chuminj 
out  some  56,000  bars  an  hour,  2 
hours  a  day,  seven  days  a  week,  tb 
company  runs  out  of  product  even  a; 
its  advertising  and  the  weather  art 
revving  up  demand. 

Clarke,  curiously,  decided  the  an 
swer  was  a  series  of  line  extensions  tc 
capitalize  on  the  advertising — ic( 
cream  sandwiches,  nuggets,  mini 
nuggets,  a  low-calorie  bar  made  witt 
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Nutrasweet  and  a  superpremium  bar. 

This  year,  in  May,  Klondike 
switched  to  a  new  slogan,  "No  one 
puts  chocolate  and  ice  cream  together 
like  Klondike,"  and  began  running  30- 
second  commercials  featuring  celebri- 
ties Vanna  White,  Gene  Shalit,  Steve 
Allen  and  Robin  Leach.  In  the  first 
two  months  of  the  campaign  (supplies 
don't  usually  run  out  until'  late  Au- 
gust), Klondike  sales  were  up  36%,  to 
$14  million,  over  the  same  period  a 
year  ago. 

But  the  bottom  line  remains  dis- 


mal. The  original  Klondike  bar  holds  a 
2.4%  dollar  share  of  the  very  frag- 
mented ice  cream  bar  market  catego- 
ry, ahead  of  number  two  Nestle 
Crunch  ice  cream  bar,  with  2.1%,  but 
not  market  share  enough  to  justify  the 
ad  spending. 

So,  while  Klondike's  revenues 
jumped  from  $8.6  million  in  1981  to 
$59  million  last  year,  over  the  last 
two  years  the  company  had  an  operat- 
ing loss  of  $545,000  on  cumulative 
sales  of  $118  million.  To  make  mat- 
ters worse,  parent  Clabir,  for  reasons 


unrelated  to  the  ice  cream  business, 
sank  into  bankruptcy  in  December. 

For  his  part,  Clarke  resigned  after 
losing  control  of  Clabir  to  investor 
Maurice  Halperin  in  mid-July.  Hal- 
perin  has  spent  the  last  six  years  milk- 
ing the  cash  flow  from  toymaker  Em- 
pire of  Carolina  (Forbes,  Apr.  3)  and 
using  the  cash  thus  extracted  to  play 
the  stock  market.  The  implications  of 
his  takeover  are  fairly  clear.  Maurice 
Halperin  does  not  know  much  about 
ice  cream,  but  he  has  considerable 
experience  with  milking. 


Can  you  take  an  American  product  and 
dress  it  up  as  an  import?  With  its  new  Icy 
vodka,  Brown-Forman  intends  to  try. 

Kansas  hooch 

in  Scandinavian 

bottles 


'im- 


CAN  A  BOURBON  DYNASTY  from 
the  South  sell  an  Icelandic 
vodka  whose  grain  alcohol 
comes  from  the  cornfields  of  Kansas? 
That's  what  William  Street,  president 
of  Louisville's  $1  billion  (12-month 
sales  to  Apr.  30)  Brown-Forman  Bev- 
erage Co.,  is  trying  to  do.  If  he  suc- 
ceeds, it  will  be  the  marketing  upset 
of  the  decade. 

Brown-Forman  calls  its  new 
ported"  vodka  Icy,  after 
Iceland.  Actually,  ley's 
origin  is  the  Midwest, 
where  Brown-Forman 
btiys  much  of  ley's  grain 
neutral  spirit.  It  then 
ships  the  192-proof  spir- 
its in  tankers  to  Iceland. 
There  a  company  called 
Sproti  Ltd.  dilutes  the  al- 
cohol with  "glacial"  Ice- 
landic water  and  filters 
the  resulting  80-proof 
vodka  to  make  it 
smoother  tasting.  Sproti 
pours  the  product  into 
squat,  clear  bottles — 
replicas  of  a  medieval 
Icelandic  flagon — and 
ships  it  back  to  the  U.S. 
Retail  price:  up  to  $13.50 


for  a  fifth,  versus  about  $6  for  ordinary 
domestic  vodka.  Icy  hit  Washington, 
D.C.  and  Louisville  in  March,  moved 
into  California  in  June  and  is  due  to 
come  out  in  seven  more  markets  in 
September. 

Will  American  consumers  of  im- 
ported vodka  pay  $13  for  the  Kansas 
stuff?  Won't  they  stick  with  what's 
already  imported  from  Finland  and 
Sweden  and  the  Soviet  Union?  Argues 


Brotin-Fonnan  ads  for  Icy 

Alcoholfrom  Kanstis.  waterfront  Iceland. 


Monty  Kieman,  who  heads  the  Icy 
account  at  ad  agency  Ally  &.  Gargano: 
"People  will  tell  you  they  can  taste 
the  difference,  but  in  reality,  the  kind 
of  vodka  you  drink  is  just  a  badge  you 
wear  in  your  lapel." 

Which  may  spell  trouble  for  Brown- 
Forman.  After  all,  an  Icelandic  lapel 
badge  loses  much  of  its  cachet  if  it's 
stamped  "Made  in  Kansas"  on  the 
back.  "I  would  go  nuts  if  Brown-For- 
man gave  me  that  product  to  posi- 
tion," says  a  former  Brown-Forman 
marketing  executive.  Adds  beverage 
industry  consultant  Tom  Pirko,  "It's 
going  to  blow  up  in  their  faces." 

Brown-Forman's  marketing  strate- 
gy IS  twofold:  Play  up  the  product's 
Icelandic-ness  while  ignoring  ley's 
Great  Plains  roots,  and  differentiate 
Icy  from  the  highly  competitive  pack 
of  imported  vodkas.  Sweden's  Abso- 
lut and  the  Soviet  Union's  Stolich- 
naya  lead  the  pack. 

Essentially,  Brown-Forman's  mar- 
keting strategy  parrots  that  of  en- 
trenched competitors.  (Icy  went  so  far 
as  to  copy  Absolut's  advertising  style 
in  a  trade  ad  that  read,  "Absolute  Im- 
provement." Absolut  sued,  and 
Brown-Forman  withdrew  the  Icy  ad.) 
The  print  campaign,  too,  seems  de- 
rivative. A  man's  hand 
pours  colorless  liquid 
from  a  clear  bottle  into  a 
glass  tumbler  held  by  a 
woman's  hand.  The  un- 
seen cosmopolites  ex- 
change typical  advertis- 
ing banter: 

"I  see  your  glass  of 
vodka  is  half  empty,  Na- 
tasha," says  he. 

"I  see  it  as  half  full, 
Vladimir,"  she  counters 
archly. 

"I  see  this  is  going  to 
be  an  interesting 
evening.  ..." 

And  an  interesting 
marketing  contest.  Im- 
ported vodka  versus 
semi-imported. — J.L. 
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Personal  Affairs 


Edited  by  William  G.  Flanagan 


In  extolling  Italy,  the  travel  luriters  celebrate  the  pasta,  the  art,  the 
wine,  thepalazzi  and  the  sleek  women.  Here  is  a  side  of  the  place 
that  the  writers  rarely  mention. 

Roman  holiday? 


By  Riehard  Phalon 


nc  Trail  oaist  inecca 

But  don't  talce  your  ttyea  cffyour  bag. 


IT  IS  ABOUT  1:30  on  this  Saturday 
afternoon;  warm  sun  and  a  flaw- 
less Roman  sky.  I  am  eating  a 
mozzarella  and  spinach  sandwich  and 
people-watching  from  the  steps  of  the 
Church  of  Saints  Vincenzo  and  Anas- 
tasio,  an  easy  chip  shot  from  the  leg- 
endary Trevi  Fountain.  I  am  suspend- 
ed totally  in  the  moment,  all  warning 
systems  down.  Suddenly,  a  flash  of 
reality.  Goddamsonuvabitch! 

The  Lands'  End  carry-all  I  had  put 
within  careful  arm's  reach  alongside 
of  me  five  minutes  before  is  gone — 
whisked  into  thin  air.  And  with  it  is 
everythmg  I  need  to  catch  my  flight 
back  to  New  York  Monday  noon — 
passport,  plane  tickets,  wallet  with 
credit  cards  and  one  last  lonely  $100 
American  Express  traveler's  check. 
Welcome  to  Rome,  baby. 

My  first  phone  call  is  to  the  Ameri- 
can embassy,  where  I  talk  to  weekend 
duty  officer  Paul  Schlamm.  Feeling 
like  a  total  idiot,  I  figure  he  has  heard 
this  tale  a  thousand  times  before.  Evi- 
dently not.  Schlamm  starchily  tells 
me  he  is  "not  a  consular  officer,"  and 
to  hang  on  while  he  checks  his  in- 
structions. The  banana  republic  quali- 
ty of  Rome's  state-owned  telephone 
system  does  not  help.  Schlamm  and  I 
shout  some  at  each  other  through  fade 
and  static  as  he  outlines  what  I  need 
to  do  to  replace  my  passport:  a  report 
on  the  theft  from  the  foreigners'  sec- 
tion of  the  Rome  police,  and  two  pass- 
port photos.  Pnnts  from  a  coin-oper- 
ated booth  won't  do,  he  admonishes, 
and  gives  me  the  address  of  two  studio 
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photographers.  They  might  close  ear- 
ly on  Saturday,  he  warns. 

Great.  It  is  already  crowding  2:30. 1 
still  have  to  call  American  Express 
and  KLM  about  my  credit  card  and 
plane  tickets.  I've  still  got  to  get  to  the 
police,  and  I  am  fretting  over  what  I 
see  as  an  infinity  of  loose  ends  at  the 
consulate.  Schlamm  tells  me  the  of- 
fice opens  at  8:30  a.m.  Monday.  I  re- 
mind him  I'm  trying  to  catch  a  plane 
at  noon  the  same  day.  "I'm  told  they 
work  quickly,"  says  Schlamm.  Left 
hanging  on  that  indefinite  diplomatic 
note,  I  call  American  Express. 

My  case  officer  there  introduces 
himself  as  Giorgio  Corsi.  He  does  not 
fumble  for  instructions.  In  fact,  he 
sounds  like  an  American  Express 
commercial.  He  expresses  sympathy, 
punches  up  my  account  on  his  termi- 
nal, checks  out  my  identity  with  a 
query  on  my  mother's  maiden  name, 
issues  me  a  new  credit  card  number, 
asks  me  if  I  need  money,  and  gives  me 
directions  to  the  police  department. 
Quick  work,  but  not  so  quick  as  the 
thief.  By  the  time  I  reached  Corsi, 
some  $1,300  worth  of  merchandise 
had  already  been  forged  on  my  Ameri- 
can Express  card. 

The  Questura  is  a  forbidding  pile  of 
granite  in  the  central  part  of  the  city, 
where  a  cop  cradling  a  submachine 
gun  nods  me  into  the  Ufficio  Stranieri. 
This  is  furnished  in  police  station 
functional — a  long  wooden  table,  gun- 
metal  gray  folding  chairs  and  gray 
peeling  paint. 

"Parla  ingleseP"  I  ask.  "Sure,"  comes 
the  breezy  answer  from  a  striking 
young  woman  seated  behind  a  bat- 
tered desk.  "We  speak  all  kinds  of 
languages  here — Russian,  Chinese, 
anything  you  like.  I  will  interview 
you  and  be  your  interpreter." 

It  is  clear  that  Rome's  omnivorous 
pickpockets  do  not  discriminate.  As  I 
fill  out  the  detail  sheet,  I  hear  an  el- 
derly woman  telling  her  story  to  an- 
other interpreter  in  what  I  take  to  be 
Dutch  or  Swedish. 

My  interpreter,  who  appears  to  be 
in  her  early  30s,  reads  through  my 
forms,  gestures  at  the  ancient  Olivetti 
on  her  desk  and  apologizes.  "It  will 
take  only  a  few  minutes.  We  are  old- 
fashioned.  We  don't  have  any  com- 
puters yet." 

I  tell  her,  quite  truthfully,  that  I 
prefer  typewriters  myself.  Besides,  I 
add,  taking  in  once  again  the  stylish 
match  of  the  gold-and-green  dress 
with  her  hair  and  eyes,  "they  hire 
good  people  to  compensate  for  the  age 
of  the  equipment." 

"You  are  taking  this  awfully  well," 
she  smiles,  and  quickly  sends  me  on 
to  an  examining  officer.  He  reads,  ini- 


Crime  tmlletin 


In  Questura 


Unit^l2 


Agenle  Si  accomodi!  Dica  pure' 

Sig.ra  Thompsiw  H«  pcrso  il  porlafoglio. 

Agenic  C'crano  mollj  soldi? 

Sig.ra  Thompson  Circa  cinquanlamila  lire  (50  000)- 

Agtnrc  C'erano  anche  dei  documenii? 

Sig.ra  Thompson  Si.  puriroppo  anche  il  passaporto. 

Agente  Allora  dcve  fare  subito  la  denuncia- 

Sig.ra  Thompson  Che  cosa  occorre  per  farta? 

Agcnle  C\  vuole  un  foglio  di  carta  hollala  da 
ducmila  (2  000)  lire 

Sig.ra  Thompson  E  dnpo? 

Agente  Dop<)  dovr^  fare  una  richiesla  di  duplicate 
all'Amhasciata  del  Suo  Paese. 

Sig.ra  Thompson  E  per  il  porlafoglio  cosa  devo  fare? 

Agente  Si  rivolga  ai  Vigili  Urbani. 

Sig.ra  Thompson  Grazie,  molto  gentile.  ArrivederLa!    • 


Street  crime  is  so  rife  in  Italy 
that  one  widely  used  Italian- 
language  text.  Si.  Parlo  Italiano! 
(Edizioni  Scolastiche  Bruno  Mon- 
dadori,  Milan),  thoughtfully  in- 
cludes a  sample  dialog  on  how  to 
report  a  lost  passport  to  the  police. 
Rome's  petty  thieves,  many  of 
whom  are  drawn  to  Italy  from 
places  like  North  Africa  and  Yugo- 
slavia, don't  limit  themselves  to 
tourists.  The  forced-entry  telltale 
of  punched-in  car  windows  seems 
almost  as  common  in  Rome  as  in 
New  York.  "You  have  to  be  very 
careful  not  to  dress  up,  or  show 
that  you  have  anything,"  says  one 


former  New  Yorker  who  has  lived 
in  Italy  for  almost  30  years. 

Comparable  reported  crime 
numbers  for  big  European  cities  are 
hard  to  come  by — or  out-of-date — 
but  there  seems  to  be  little  ques-, 
tion  that  the  prudent  American 
will  clutch  his  reticule  more  tight- 
ly in  Rome  and  Naples  these  days. 

Crime  in  Spain,  too,  is  definitely 
not  on  the  wane,  says  a  spokesman 
for  the  U.S.  embassy  in  Madrid. 
Much  street  crime  gets  blamed  on 
light-fingered  "gypsies."  But — as 
in  the  U.S. — the  scourge  of  drug 
addiction  apparently  leaves  its 
thumbprint  everywhere. — R.P. 


tials  and  stamps  the  report  in  no  time 
flat.  My  hope  is  that  the  consulate  and 
KLM  will  act  with  the  same  dispatch, 
but  for  now,  on  to  the  photographers. 

It  is  4:30  p.m. — three  hours  and  an 
eternity  of  detail  since  I  have  been 
rendered  both  stateless  and  nearly 
penniless.  Paul  Schlamm's  warning 
that  the  photographers  might  close 
early  weighs  heavily  on  the  clock.  A 
quick  ride  up  the  Via  Veneto  estab- 
lishes they  are  indeed  closed.  In  fact, 
as  the  window  signs  state,  they  don't 
open  at  all  on  Saturday,  or  Sunday 
either,  for  that  matter. 

"Nobody  likes  to  do  anything  on 
Sunday,"  Schlamm  says,  when  I  call 
him  seeking  other  photographers.  He 
seems  better  informed  about  the  pa- 
perwork at  the  consulate,  though.  "It 
should  take  no  more  than  a  half  hour 
to  an  hour,  assuming  everything  goes 


right."  I  thank  him,  and  he  rings  off 
with  a  promise  to  tell  the  consular 
people  about  the  squeeze  I  am  in. 

Monday  morning,  I  arrive  at  the 
consulate  gate  a  little  after  8  a.m., 
passport  prints  in  hand,  thanks  to  a 
providential  early  opening  of  one  of 
the  photographers  I'd  visited  Satur- 
day. It  is  raining,  and  a  crush  of  maybe 
50  people  who  had  been  waiting  out 
on  the  sidewalk  pushes  into  the  shel- 
ter of  the  stone  entry  when  the  gate 
swings  open  at  8:15 — ripped-off  U.S. 
travelers  to  the  left,  Italians  with  im- 
migration business  to  the  right. 

I  hear  other  tales  of  woe — a  young 
woman  whose  hotel  room  was  bur- 
glarized; an  older  couple  picked  clean 
on  the  always  jammed  number  64  bus 
that  runs  to  the  Vatican;  a  pair  of 
newly  graduated  Yale  women  who  te- 
naciously hung  on  to  one  of  several 
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thieves  who  skinned  them  on  yet  an- 
other bus  line.  "The  Roman  cops  were 
great,"  says  one  of  the  Yalies  with  a 
v/an  grin.  "They  told  us  the  guy  has  a 
record  and  that  he'll  get  six  months." 
But  he  still  managed  to  dispose  of 
what  he'd  stolen  from  them  to  one  of 
his  confederates. 


"A  busy  weekend,"  says  Consul 
Brian  Oberle.  I  look  at  the  as-yet-un- 
stamped passport  on  his  desk.  The 
paperwork  has  gone  quickly,  and  Paul 
Schlamm,  true  to  his  word,  has  called 
ahead.  Oberle  asks  me  what  I  do  for  a 
living.  I  tell  him.  He  asks  for  identifi- 
cation. I  remind  him  I  don't  have  any; 


it  was  stolen.  I  do  have  a  friend, 
though,  who  vouches  for  me.  Oberle 
stamps  my  passport.  Total  elapsed 
time  at  the  consulate:  45  minutes. 
Redeemed  from  statelessness,  I  head 
for  the  next  encounter  at  klm,  with 
maybe  just  enough  time  to  get  out  to 
the  airport.  Arrivederci,  Roma! 


Just  when  you  thought  it  was  safe  to  go 
back  in  the  sun,  doctors  have  another  ul- 
traviolet ray  for  you  to  worry  about. 


New  under  the  sun 


By  Dero  A.  Saanders 


Tl  here's  yet  more  bad  news 
about  the  harmful  effects  of  ul- 
traviolet rays  from  the  sun. 
Some  dermatologists  now  insist  that 
even  lotions  with  spf  (sun  protection 
factor)  ratings  of  15  and  above  do  not 
give  significant  protection  from  cer- 
tain kinds  of  ultraviolet  rays.  For  that 
you  may  need  another  sun  lotion. 
It  is  the  ultraviolet  band  of  sun- 


shine that  causes  skin  damage — from 
sunburn  to  cancer.  The  uv  band,  with 
wavelengths  of  250nm  to  400nm 
(nanometers,  or  billionths  of  a  meter) 
is  divided  into  three  parts:  uva,  uvb 
and  uvc.  Forget  uvc;  it's  largely  ab- 
sorbed by  the  ozone  layer.  Until  now, 
UVB  has  been  seen  as  the  bad  actor, 
causing  sunbuhi  and  cancerous  and 
noncancerous  skin  ills  that  kill  5,000 
to  6,000  Americans  yearly.  Existing 
sunscreens  are  effective  against  uvb. 
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assuming  an  spf  of  15  or  more. 

The  new  worry  is  uva,  against 
which  most  sunscreens  are  of  limited 
use,  says  Nicholas  J.  Lowe,  M.D.,  di- 
rector of  the  Skin  Research  Founda- 
tion of  California  and  clinical  profes- 
sor of  dermatology,  ucla  School  of 
Medicine,  uva  is  much  less  directly 
damaging  than  uvb,  but  there  is  ten 
times  as  much  of  it  in  sunshine.  And 
there  is  clinical  evidence  that  it  ac- 
centuates many  uvb -caused  condi- 
tions. UVA  also  penetrates  deeper  into 
the  skin  than  uvb  and  may  cause 
unique  photoaging  damage. 

Clearly  there  is  commercial  oppor- 
tunity here;  the  U.S.  sunscreen  mar- 
ket is  estimated  at  over  $100  million 
(at  retail)  and  growing.  In  1982  Hoff- 
marm-La  Roche's  Givaudan  Corp.  be- 
gan marketing  a  compound  that  goes 
by  the  ten-syllable  chemical  name  of 
butyl  methoxydibenzoylmethane. 
Researchers  believe  it  is  a  more  effec- 
tive screen  against  uva  than  the  wide- 
ly used  uva  absorber  oxybenzone. 
Sunscreens  containing  butyl 

methoxydibenzoylmethane,  such  as 
Eversun  Cream  and  Pizbuin  Glacier 
15,  have  been  available  for  several 
years  in  Europe  and  elsewhere. 

The  Food  &  Drug  Administration 
recently  approved  a  sunscreen  con- 
taining Hoffmann-La  Roche's  uva- 
blocking  compound.  Made  by  Aller- 
gan  Inc.'s  Herbert  Laboratories,  the 
sunscreen,  called  Photoplex,  has  been 
on  the  market  since  early  this  year.  It 
is  the  only  product  approved  by  the 
FDA  to  incorporate  the  ten-syllable 
chemical.  Herbert  Labs  enhanced  its 
market  advantage  by  adding  to  Photo- 
plex a  standard  uvb  screen. 

Some  dermatologists  advise  their- 
fair-skinned  patients  to  combine  Pho- 
toplex with  other  sunscreens.  Promi- 
nent New  York  dermatologist  Dr. 
Charles  P.  DeFeo,  for  example,  some- 
times advises  that  Photoplex  be  com- 
bined with  a  standard  anti-uvB,  so  as 
to  better  protect  the  skin  against  uvb. 

Photoplex  is  sold  over-the-counter 
at  many  retail  drugstores  for  about  $9 
to  $12  per  bottle.  But  its  edge  may  be 
temporary.  Several  other  U.S.  sun- 
screen makers  are  pursuing  fda  ap- 
proval for  their  butyl  methoxy- 
dibenzoylmethane formulas  in  hopes 
of  bringing  out  competing  lotions. 
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Collectors 


Travel  on  business  much?  Try  collecting  to 
fill  those  empty  hours  between  flights.  Dr. 
Tandy  roots  around  in  bookstores,  picking 
up  old  medical  texts. 

Can  onions 
prevent  baldness? 


By  Christie  Brown 


JUST   BEFORE   God   yanked  out 
Adam's  rib  in  order  to  create 
Eve,  he  "caused  a  deepe  sleepe 
to  fall  upon  Adam."  (Genesis  2:21.) 

"It's  proof  that  God  was  the  first 
anesthesiologist,"  quips  Dr.  Charles 
C.  Tandy,  himself  an  anesthesiologist 
at  Dallas'  Methodist  Medical 
Center.  He  collects  old  medical 
books  and  early  English  Bibles 
searching  for  gems  like  that. 

Tandy's  particular  form  of 
coUectomania  serves  to  relieve 
some  of  the  boredom  involved 
in  business  travel.  Like  so  many 
professionals,  Tandy,  who  is 
also  a  city  councilman  in  Dal- 
las, travels  several  days  a  month 
on  business.  He  escapes  bore- 
dom during  the  idle  hours  that 
fall  in  the  middle  of  a  trip  by 
haunting  bookstores  in  search 
of  obscure  medical  literature. 
Over  the  past  25  years  Tandy 
has  bought  at  least  300  old  med- 
ical books  and  100  early  Bibles. 
•  Collecting  medical  books  is  a 
major  delight  t;o  Tandy,  and  un- 
likely to  break  him  financially. 
The  undisputed  pride  of  his  col- 
lection is  a  beautifully  bound 
first  edition  of  Nuremberg  Chronicle. 
Published  in  1493  and  written  in  Lat- 
in by  a  German  physician.  Dr.  Hart- 
man  Schedel,  it  was  a  popular  ency- 
clopedia of  sorts  in  its  day.  It  em- 
braces history,  politics,  art,  religion 
and,  most  interesting  to  Tandy,  infor- 
mation and  theory  about  diseases. 
The  text  is  illustrated  with  over  1,800 
intricate  woodblock  prints.  A  fasci- 
nating tome.  Yet,  since  many  were 
printed,  they  are  not  that  rare  even 


today  and  come  up  regularly  at  auc- 
tion. Many  copies  sell  for  under 
$10,000.  The  top  price  paid  for  one  at 
Chnstie's  was  $28,000,  m  1981. 

The  value  of  old  books  is  largely 
determined  by  their  condition,  of 
course.  The  vast  majority  of  even  the 
oldest  books  rarely  fetch  more  than 
$3,000.  Old  medical  books,  since  in- 
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Charles  C.  Tandy  in  his  Dallas  home 
more  idle  hours  on  business  trips. 


terest  in  them  is  more  limited,  often 
sell  for  even  less  ($300  to  $600). 
Tandy  has  paid  as  little  as  $3  for  what 
he  considers  important  books. 

He  pores  over  his  collection,  which 
he  keeps  in  his  Dallas  home,  every 
chance  he  gets,  searching  for  unusual 
medical  practices  and  descriptions. 
His  high  school  Latin  comes  in  handy. 
He  then  writes  about  his  finds  to  a 
network  of  other  collectors,  libraries 
and  museums  around  the  world,  espe- 


cially the  Wood  Library-Museum  of 
Anesthesiology  outside  Chicago, 
which  specializes  in  medical  books. 

Now  60,  Tandy  finds  book  collect- 
ing to  be  a  pleasant  diversion  that 
doesn't  carry  him  far  from  his  main 
field  of  professional  interest.  His  in- 
terest in  books  on  his  specialty  began 
in  the  early  1960s,  and  he  still  uses 
the  same  means  to  locate  bookstores 
and  dealers  when  he  is  out  of  town — 
the  telephone  directory.  He  calls  to 
find  out  if  they  carry  any  old  medical 
books,  and  he  is  off. 

Another  source  is  newsletters  put 
out  by  museums  and  dealers;  the  An- 
tiquarian Booksellers  Association  in 
New  York  provides  a  directory  of  spe- 
cialty bookshops  around  the  country. 
Tandy's  collection  includes  not 
only  medical  texts  but  popular  books 
and  reference  works  relating  to  anes- 
thetics as  well.  Take  his  books  relat- 
ing to  the  "ether  controversy,"  for 
example.  In  1846  the  use  of  ether  was 
first  reported  in  the  U.S. — and  trig- 
gered a  new  era  in  medicine.  Congress 
was  so  moved  it  offered  $100,000 — a 
huge  prize  for  the  time — to  the  pio- 
neer. But  at  least  two  doctors, 
one  in  Boston  and  the  other  in 
Athens,  Ga.,  claimed  the  honor 
for  themselves.  The  ensuing 
brouhaha  over  choosing  the 
winner  lasted  30  years.  Oliver 
Wendell  Holmes  suggested 
erecting  a  monument  "To 
E(i)ther."  Congress  gave  the 
cash  to  ne(i)ther. 

Tandy  also  owns  a  copy  of 
Ether  and  Me,  written  by  humor- 
ist Will  Rogers  to  pay  for  his 
$500  gallbladder  operation. 

There  is  room  in  Tandy's  li- 
brary for  books  relating  to 
quackery  and  other  bizarre  med- 
ical practices.  He  prizes  a  1795 
pamphlet  giving  instructions  on 
how  to  build  a  bedroom  so  that 
cows  can  easily  breathe  into  it. 
Why  cows?  The  theory  was  that 
since  milkmaids  had  proved 
less  prone  to  tuberculosis  than 
other  folks,  cows  must  have  been 
somehow  responsible. 

Then  there  is  Tandy's  copy  of  Primi- 
tiie  Pljysic,  by  John  Wesley,  founder  of 
the  Methodist  Church,  who  also  dab- 
bled in  medicine.  Among  his  nos- 
trums: To  prevent  plague,  eat  mari- 
golds; to  prevent  baldness,  rub  an  on- 
ion on  your  head. 

What's  your  line?  It  might  be  fun 
collecting  books  on  it. 
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Careers 


Taking  a  job  in  an  ailing  company  can  be 
a  big  risk,  but  the  payc^f  can  be  big,  too: 
rapid  career  advancement,  lucrative  stock 
options,  daily  challenge. 


To  jump  or 
not  to  jump 


By  Dyan  Machan 


It's  a  tough  decision.  The  phone 
caller  offers  a  big  job  at  a  company 
teetering  on  the  brink  of  bank- 
ruptcy. Turning  the  company  around 
could  make  you  a  hero,  not  to  men- 
tion increase  your  salary  by  threefold 
and  perhaps  fatten  your  portfolio  with 
stock  options.  Should  you  go  for  it? 

Bruce  McKinnon,  33-year-old  gen- 
eral manager  of  Microband  Wireless 
Cable  of  New  York,  has  jumped  to 


several  troubled  cable  systems  al- 
ready, each  time  increasing  his  salary 
by  25%  to  50%.  His  skill  is  righting 
ailing  cable  television  operations.  In 
1983,  at  Continental  Cablevision,  he 
decertified  a  local  Teamsters  union. 
Three  years  later  he  moved  on  to  yet 
another  problem-ridden  cable  system 
that  required  a  complete  overhaul. 
McKinnon  says  such  firefighting 
agrees  with  him.  When  a  company  is 
running  smoothly  he  feels  "antsy  and 
frustrated  " 
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Right  now  McKinnon  is  taking  an- 
other risk  with  Wireless,  a  startup 
that  transmits  cable  programming  to 
viewers'  homes  via  microwave  anten- 
nas. Though  the  company's  future  is 
uncertain,  McKinnon  likes  to  look  on 
the  bright  side:  If  Wireless  succeeds, 
his  small  holding  could  possibly 
make  him  a  millionaire.  Says  he,  "It's 
something  I  push  for  every  day." 

What  if  a  turnaround  fails?  Will  it 
scorch  your  resume  forever?  Not  nec- 
essarily. Unless  you're  the  chief  exec- 
utive officer,  few  employers  would 
consider  it  such  a  black  mark  against 
you,  says  Harry  Levinson  of  the  Le- 
vinson  Institute,  the  Belmont,  Mass. 
management  consulting  house.  Youn- 
ger people  are  willing  to  take  the 
chance,  not  only  for  higher  pay  and 
excitement  but  for  career  advance- 
ment. Helping  with  a  turnaround  can 
move  someone's  career  ahead  faster 
than  waiting  for  turtle-paced  advance- 
ments offered  at  steady  companies. 

Be  forewarned,  saving  a  sinking 
ship  often  means  plugging  the  holes 
yourself.  Just  ask  John  Elwood,  34, 
director  of  reorganization  at  Alleghe- 
ny International,  the  Pittsburgh  con- 
sumer products  maker  in  Chapter  11. 
Elwood  left  the  relative  safety  of  Mel- 
lon Bank,  where  he  was  a  vice  presi- 
dent working  out  problem  loans,-  now 
he's  on  the  other  side  of  the  table. 

"This  job  definitely  requires  more 
skills,"  Elwood  says.  "Where  there 
were  once  scores  of  people  to  do  work, 
there  are  now  few.  Even  outside  pro- 
fessional firms  are  often  unwilling  to 
be  hired:  You  have  to  depend  on  your 
homegrown  tax  and  accounting  spe- 
cialists— your  own  ragtag  band." 

Yet  Elwood  isn't  complaining.  The 
job  jump  helped  him  double  his  sala- 
ry. What's  more,  taking  the  Allegheny 
post  gave  him  responsibilities  he 
could  not  have  dreamed  about  at  Mel- 
lon: He  is  now  responsible  for  work- 
ing out  ways  to  repay  Allegheny's 
S900  million  in  debts.  "With  head- 
quarters staff  here  at  Allegheny  down 
from  550  to  80,  there  isn't  a  huge 
decision  making  structure,"  Elwood 
says.  "I  don't  need  approval  for  most 
decisions." 

Is  Elwood  worried  about  his  future? 
No  way.  Says  he,  "There  will  always 
be  a  place  for  people  to  come  in  and 
tactically  assist  a  debtor." 


Meetings  count 

'cetings  can  make  or  break  an 
(executive's  career.  That  is  the 
conclusion  of  a  survey  completed  by 
Hofstra  University  and  Harrison 
Conference  Services.  The  survey  of 
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2,000  business  leaders  claims  that 
managers  who  shine  at  the  head  of  a 
table  are  perceived  as  better  manag- 
ers by  superiors  and  peers  alike.  Con- 
versely, the  brilliant  strategist  who 
performs  poorly  at  meetings  may  be 
shooting  himself  in  the  foot. 

Meetings  should  always  have  an 
agenda,  but  many  meetings  fail  for 
lack  of  one,  the  report  says.  Financial 
executives  are  the  biggest  bunglers: 
They  are  the  least  likely  to  prepare  a 
written  agenda  and  therefore  the  least 
likely  to  stay  on  track. 

One  key  preparation,  says  Walter 
Green,  chairman  and  chief  executive 
officer  of  Harrison  Conference  Ser- 
vices, based  in  Glen  Cove,  N.Y.,  is 
that  managers  distribute  materials  in 
advance  that  clearly  state  what  sub- 
jects a  meeting  will  cover,  who  will 
attend,  how  long  it  will  last,  and  what 
it  expects  to  accomplish.  For  those 
who  still  don't  get  the  point.  Green 
says,  povmd  it  home  again,  stating  the 
expected  results  at  the  start  of  the 
meeting. 

Like  a  well-staged  social  event,  a 
meeting  is  only  as  lively  as  its  attend- 
ees. Invite  the  right  people,  those  who 
can  actively  contribute  something. 
Then  make  sure,  as  an  active  modera- 
tor, that  they  do. 

Says  John  Cleese,  the  British  come- 
dian who  produces  a  variety  of  corpo- 
rate training  films  through  his  Lon- 
don company.  Video  Arts,  "The  role 
of  the  moderator  is  to  control  the 
strong  and  protect  the  weak." 


Where  did  the  snake  go? 

Most  companies  discourage  office 
high  jinks,   but  Ivanhoe 
Communications  is  different. 
Every  few  weeks  the  small 
Orlando,  Fla.  tv  produc 
tion    company    asks 
two  employees  to 
stage    a    surprise. 


About  two  years  ago,  these  "Ambas- 
sadors of  Enthusiasm"  had  the  Cen- 
tral Florida  Zoo  come  in  with  animals 
and  let  a  big  snake  loose  in  the  office. 

Besides  the  great  snake  caper,  Ivan- 
hoe's  ambassadors  have  staged  a  rau- 
cous water-gun  fight,  an  egg-balanc- 
ing contest,  a  finger-painting  session 
and  an  English  tea  and  poetry  hour. 

Ivanhoe's  co-owner  and  chief  exec- 
utive Marjorie  Thomas  defends  the 
frivolity.  The  company's  work — pro- 
ducing health-related  programs  for  tv 
stations — requires  meeting  deadlines 
and  doing  spurts  of  extremely  intense 
work.  Thomas  claims  she  gets  more 
out  of  her  staff  if  she  allows  them  to 
blow  off  steam  occasionally. 

Not  so  fast,  says  a  skeptical  Harry 
Levinson,  of  the  Levinson  Institute. 
Says  he,  "Fun  is  wonderful,  but  if  your 
company  needs  a  laugh  committee, 
look  for  vmderlying  management 
problems,"  including  employee  frus- 
tration from  excessive  stress  or  dead- 
end jobs.  Management  should  try  to 
resolve  these  issues,  not  divert  atten- 
tion from  them. 

Ivanhoe's  antics  recall  the  late 
1960s  when  exercises  designed  to  im- 
prove morale  and  communication 
were  a  fad.  "Back  then  we  learned  that 
when  people  of  different  rank  mix  in 
larger,  more  structured  companies,  it 

erodes    a    manager's    supervisory 

strength,"  says  Levinson.  "That's 

not  important  until  you  have 

/^>  to  get  a  product  out,  and  you 
need  discipline." 
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Faces 

Behind  the  Figures 


Edited  by  Jason  Zweig 


Pop  goes  the  wallet 

[ultibillionaire  John  Kluge  won  a 
court  ruling  in  late  June  that 
made  him  a  few  billion  richer.  The 
decision  gave  him  clear  ownership 
stakes  in  independent  cellular  fran- 
chises in  New  York  and  Philadelphia. 
The  court  ruling  bailed  Kluge  out  of 
a  bad  deal.  In  1986  Kluge's  Metrome- 
dia Inc.  agreed  to  give  lin  Broadcast- 
ing Corp.  the  right  of  first  refusal  on 
its  New  York  and  Philadelphia  cellu- 
lar telephone  interests.  Metromedia 
agreed  to  sell  the  franchises  at  $40  per 
potential  subscriber  (or  "pop"),  for  a 
total  of  some  $365  million,  lin  at- 
tempted to  exercise  its  right  of  first 
refusal,  but  Kluge  took  the  properties 
off  the  market,  lin  claimed  it  had  a 
right  to  the  licenses  at  the  1986  price, 
but  the  New  York  Appeals  Court  de- 
cided, once  and  for  all,  that  Kluge  had 
never  formally  agreed  to  sell. 


Since  the  properties  are  now  worth 
some  $2.7  billion,  Kluge  is  way  ahead. 
Forbes  estimates  his  total  wealth  at 
about  $5  billion,  pushing  him  past 
Warren  Buffett  to  become  the  coun- 
try's second-richest  man,  just  behind 
Sam  Walton.  The  remaining  2.6%  of 
Metromedia  is  owned  by  Kluge's  part- 
ner, Stuart  Subotnick,  whose  net 
worth  jumps  past  $100  million.— J.Z. 


The  big  ate 

Suddenly  the  Big  Eight  of  the  ac- 
counting business  is  turning  into 
the  Giant  Five  or  Six.  Peat  Marwick 
leaped  to  the  top  of  the  heap  two  years 
ago  by  combining  with  Amsterdam- 
based  KMG.  But  despite  revenues  of 
$3.9  billion.  Peat  will  rank  only  num- 
ber three  if  six  of  the  other  Big  Eight 


V)ih  Ffrrtx-r^  Oiiflinc 


Billiofuiirc  /( >/ii  i  Kluge 
Beyond  Bt^ett. 


KPMG  Peat  Marunck's  Larry  Homer 
Mulling  things  over. 


Gcoffrcv-  Biddle 
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go  through  with  their  plans  to  merge. 
(Combined,  Arthur  Andersen  and 
Price  Waterhouse  will  be  number  one, 
and  Ernst  &.  Young  number  two.) 

Does  it  sting  to  be  number  one  no 
longer?  "We  all  like  to  be  number  one. 
It  is  something  in  which  people  take 
pride,"  says  Larry  Homer,  55,  a  one- 
time end  on  the  University  of  Kansas 
football  team  and  now  chairman  of 
KPMG  Peat  Marwick.  So  don't  be  sur- 
prised if  Homer  strikes  back  with  an- 
other merger,  putting  his  firm  back  on 
top.  He  says  he  is  analyzing  various 
possibilities,  including  merging  with 
Coopers  &  Lybrand.  Homer  takes 
pains  to  stress  that  the  two  firms  are 
not  engaged  in  talks,  but  adds,  "We 
would  be  foolish  not  to  consider 
it." — Dana  Wechsler 


Trees  sees  the  forest 

Plenty  of  executives  talk  the  fanta- 
sy; Jim  Trees  lives  it.  He  made  his 
pile  in  fixed  income  portfolio  manage- 
ment (Fischer,  Francis,  Trees  &. 
Watts),  and  eight  years  ago,  at  age  41, 
quit  The  Street  for  something  more 
real  than  stocks  and  bonds.  He  left 
Manhattan  and  devoted  himself  to 
turning  2,000  acres  of  rugged  Utah 
canyon  into  a  ranch  and  commercial 
fruit  orchard. 

There  was  brush  to  be  cleared,  roads 
to  be  bulldozed,  irrigation  pipes  and 
electricity  cables  to  be  laid.  Lean,  his 
face  furrowed,  his  neck  browned  by 
the  sun.  Trees  is  not  kidding  when  he 
refers  to  "sweat  equity." 

Looking  back.  Trees  says  the  big- 
gest hurdle  to  turning  over  a  new  leaf 
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Ex-money  manager  Jim  Trees 
Apples  are  more  real  than  bonds. 


was  psychological:  "We  all  make  the 
mistake  of  tying  our  identity  to  our 
jobs,"  says  Trees.  "It  was  scary.  My 
God,  I  thought,  Paul  Volcker  will  nev- 
er answer  my  phone  calls  again.  David 
Rockefeller  won't  answer  my  calls." 
Trees  adds  with  a  grin:  "1  was  right. 
They  don't." 

But  other  folks  do.  The  Springdale 
ranch  has  so  far  consumed  about  $4 
million,  and  won't  be  self-sustaining 
for  three  more  years.  To  ease  the  cash 
drain.  Trees  every  now  and  then  slips 
out  of  his  boots  and  Levis  into  a  busi- 
ness suit  to  visit  the  world  he  left 
behind.  He  raised  some  money  re- 
cently by  selling  a  property  he  owned 
on  New  York's  Long  Island,  and  re- 
cently bought  a  ski  resort  hotel  in 
Bryan  Head,  Utah  that  was  in  bank- 
ruptcy proceedings. 

But  Trees  has  no  regrets.  None.  "I 
lust  planted  3,000  apple  trees,  and  it 
was  one  of  the  happiest  weeks  of  my 
life,"  he  says.— Richard  Phalon 


Postal  Frank 

Can  anyone  straighten  out  the  U.S. 
postal  system?   Anthony  Frank, 
58,  who  became  Postmaster  General  a 
year  and  a  half  ago,  has  some  ideas 
that  just  might  work. 
Frank  sees  post  offices  in  poor  ur- 


Jim  Richardson/Vt'estlight 

ban  areas  and  in  small  rural  commu- 
nities as  assets,  not  liabilities.  "As  we 
move  toward  the  end  of  the  century," 
he  says,  "it's  going  to  be  increasingly 
difficult  for  people  in  the  irmer  cities 
and  in  remote  communities  to  get 
service  on  anything."  In  Frank's  post 
office  of  the  future,  such  customers 
will  do  business  electronically  with 


financial  institutions  and  perhaps 
even  get  cash  from  their  bank  ac- 
counts. They  might  also  order  books 
published  by  the  federal  government. 
For  such  services,  the  post  office 
would  collect  fees  to  defray  its  costs. 

Perhaps  most  controversial,  Frank 
wants  the  Postal  Service  to  issue  its 
own  bonds,  selling  them  to  customers 
at  post  office  windows,  just  like  U.S. 
Savings  Bonds.  Congressional  approv- 
al seems  a  long  shot,  but  there  is  no 
question  Frank  could  use  the  funds. 
The  Postal  Service  last  year  ran  a  defi- 
cit of  $597  million. 

Frank  may  sound  a  dreamer,  but  the 
fact  is  that  he  has  already  made  some 
impressive  innovations.  With  large 
mailers,  he  worked  out  new  presort- 
ing methods  that  should  reduce  postal 
costs  by  $800  million  a  year.  And  now 
he  is  opening  post  offices  in  retail 
stores.  Since  October,  1 1  "mini"  post 
offices  have  opened  in  Sears  stores  in 
the  Chicago  area,  and  Frank  plans  to 
open  more  in  major  shopping  malls 
nationwide. 

Bom  in  Germany,  Frank  from  1971 
to  1988  ran  First  Nationwide  Finan- 
cial, a  big  savings  and  loan  institution 
that  is  now  part  of  Ford  Motor  Co. 
Under  Frank,  First  Nationwide  be- 
came the  first  thrift  to  convert  from  a 
mutual  savings  bank  to  stock  owner- 
ship, the  first  to  serve  both  coasts  and 
among  the  first  to  open  branches  in 
retail  stores.  When  Frank  took  charge 
of  First  Nationwide,  the  thrift  had 
assets  of  $422  million;  when  he  left  in 
1988,  they  had  grown  to  $17  billion. 

Maybe  there  is  hope  for  the  old 
P.O.— Eric  Hardy 


Postmaster  General  Anthony  Frank 
Sears  today,  profits  tomorrow? 
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Four  hundred  ninety- 
ueven  years  later, 
the  SofUa  Maria  over 
SeviUe,  where  ColumbMiS 
pUtnneditaU. 

Fhaio  by  Anianio  Suarez/Panorama 
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Christopher  Columbus  discovered 
America  nearly  500  years  ago.  Now 

the  New  World,  in  the  form  of 

Malcolm  Forbes  and  the  Capitalist 

Tools,  is  rediscovering  Spain. 

Tapas,  bulls 
and  kings 

By  Ridiard  C.  Monds 

THE  Harley-Davidson  is  missing  a  license  plate.  "I 
don't  think  I'll  have  a  problem,"  smiles  Juan  Carlos, 
the  king  of  Spain. 
The  low-slung  chrome  frame  and  leather  saddle- 
bags dazzle  in  Spain's  evening  sun.  "The  gift  is  too 
much,"  says  Juan  Carlos  shyly,  but  he  is  visibly  pleased. 

The  machine  wins.  Unable  to  contain  himself  any  longer,  he 
climbs  on  the  hog.  A  light  touch  of  the  starter  and  the  engine 
barks  to  life.  "Is  it  heavy?" 

"Not  at  all.  It's  beautifully  balanced,"  reassures  Malcolm 
Forbes. 

The  king  seems  itching  to  roar  through  the  wild,  deer-choked 
shrubbery  of  the  palace  grounds.  Sadly,  duty  tugs. 

"I  have  a  meeting  with  the  prime  minister,"  he  says  apologeti- 
cally. The  Forbeses  and  His  Majesty  part.  But  not  for  long.  In  a 
few  hours  it's  a  private  dinner  with  the  king's  family  at  the 
Palacio  de  Feman  Nunez.  This  is  paparazzi  heaven. 

It's  also  bang  in  the  middle  of  Malcolm  Forbes'  Friendship 
Tour  of  Spain  in  May  that  started  five  days  and  550  miles  earlier 
in  the  Moorish  city  of  Seville.  The  Capitalist  Tool's  727  touches 
dowrn  on  the  dry,  dusty  Seville  tarmac  with  nine  Harley-David- 
sons,  a  5,380-cubic-meter  balloon  in  the  shape  of  Christopher 
Columbus'  ship  the.  Santa  Maria,  and  an  army  of  balloon  and  bike 
specialists. 

That's  not  all.  Malcolm  and  sons  Robert  and  Christopher  also 
have  a  gaggle  of  guests  in  tow:  New  York  magazine's  saucy  food 
critic  Gael  Greene  and  her  friend  the  photographer  Steven  Rich- 
ter;  Selwa  (Lucky)  Roosevelt  and  Mr.  and  Mrs.  Charles  Wick, 
formerly  of  the  Reagan  Administration;  the  award- winning  writ- 
er Chip  Brown,  there  for  Conde  Nast's  Traveler;  and  steady  Art 
Friedman,  editor  of  Motorcyclist  magazine.  Rounding  out  this 
eclectic  crew  is  Alexander  Plutarch  Papamarkou,  the  Greek- 
bom  investment  banker  who  hosts  his  many  Spanish  royal 
friends. 

Why  Spain?  "The  obvious  reason  is  the  commemoration  of 


Roben  Forbes 
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"Out  of  there.  Bob,  while 
you're  atiil  able  to."  (See  p.  21.) 

Christopher  Columbus'  sail,  where 
Spanish  craft  and  backing  launched 
America,"  explains  Forbes.  "But  there 
are  other  reasons.  Spain  has  the  most 
vibrant  economy  in  the  Common 
Market."  With  Spain's  gross  domestic 
product  rising  at  an  average  annual 
rate  of  4.6%  since  1986,  and  expected 
to  continue  in  excess  of  3%  until 
1992,  Spain  is  fast  becoming  an  eco- 
nomic force  in  Europe's  community. 
In  the  last  th-ac  years  $22.3  billion  of 
total  net  private  foreign  investment 
was  pumped  into  Spain.  Good  time, 
then,  to  run  up  the  Forbes  flag  in 
Iberia. 

The  first  attempt  to  float  the  bal- 
loon is  that  evening  on  the  grounds 
earmarked  for  the  1^92  Seville 
World's  Fair.  Spanish  journalists  and 
ABC  cameramen  dash  after  the  bikes 
as  the  nine  Harlcy-Davidsons  snake 
their  way  through  Seville's  rush  hour. 
The  Forbes'  balloon  mui;eum  bus 
from  the  Chateau  de  Ballcroy  rings 
out  Spanish  airs  over  loudspeakers; 


Getting  ready  for  theflrat  launch. 


Spaniards  on  Vespas  wiggle  to  the  mu- 
sic. Clasping  on  the  back  of  one 
Forbes  Harley  is  the  Countess  Aline 
de  Romanones  in  a  red  leather  mini- 
skirt and  New  Wave  shades.  Her  coif 
is  perfectly  in  place  when  she  dis- 
mounts. 

But  the  flags  snap  in  the  wind.  Too 
dangerous  to  lift  the  balloon.  It's  back 
to  change  at  the  Alfonso  xiii  hotel,  the 
cool  mosaic  and  tile  palace  that  is 
Forbes'  Seville  headquarters.  By  ten 
we  are  wandenng  through  the  narrow 
back  streets  of  Seville.  Wisteria  hangs 
over  garden  walls  and  leaves  a  haunt- 
ing trail.  Unexpectedly,  out  of  the  nar- 
row streets  of  the  Juderia,  like  a  clear- 
ing in  a  forest,  rises  Seville's  Gothic 
cathedral,  home  to  Christopher  Co- 
lumbus' sepulcher.  In  a  small  alley  we 
spot  a  tiny  door  spilling  orange  light 
into  the  evening.  We  are  told  that  is 
where  we  are  going.  It  looks  like  a 
hole,  a  cheap  bodega  that  sells  wine 
and  cured  ham. 

It  isn't.  It  IS  the  glorious  home  of 


the  Duke  of  Segorbe,  heir  to  the  Bra- 
zilian throne  and  son  of  the  Duke  and 
Duchess  of  Medinaceli.  Behind  the 
unassuming  Moorish  doorway  is  a 
cool  courtyard,  complete  with  gur- 
gling fountain  and  open  starlit  night 
above.  We  climb  the  steps  and  Se- 
ville's elegant  society  is  chatting  as 
white-gloved  servants  pass  tapas,  the 
Spanish  snacks  of  omelets,  ham  and 
squid  that  introduce  every  meal.  The 
flowers  so  white  and  dainty  are  offset 
by  the  severe  mahogany  linen  chests 
that  command  the  walls. 

The  day  is  not  over  yet.  We're  off  to 
El  Meson,  a  flamenco  restaurant.  We 
eat  the  local  soup,  picadillo,  a  salty 
broth  of  rice  and  lardon.  The  dancers 
clap  and  tap  and  wail.  We've  seen 
better  flamenco  and  crawl  back  to  the 
hotel  by  1  a.m. 

We're  up  shortly  after  5  a.m.  to 
launch  the  Santa  Maria.  Accompany- 
ing us  in  his  Mercedes  jeep  is  Spain's 
leading  balloonist  and  adventurer,  Je- 
siis  Gonzalez  Green.  He  takes  us  to 
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A  bull's-eye  landing  in  Spain's  most  historic  btiUring. 


the  piers  on  Seville's  river,  Guadal- 
quivir. Too  difficult  a  lift.  Our  choice 
now  is  Plaza  de  Espaiia  in  the  comer 
of  Seville's  park.  It's  a  stately  old 
stone  structure  with  a  large  flagstone 
court  made  for  spreading  out  the  San- 
ta Maria.  The  town's  horses  have  left 
manure  for  us  to  kick  out  of  the  way. 
But  the  day  is  quite  advanced  now, 
the  hot  wind  has  picked  up,  and  a  free 
flight  is  out  of  the  question. 

At  seven  that  night  the  wind  is 
tired,  just  a  warm  gentle  breeze.  Ideal. 
The  plaza  is  cordoned  off.  Large  fans 
start  inflating  the  balloon  now  lying 
belly  down  in  the  dust.  Children  mob 
the  crew  handing  out  Santa  Maria 
stickers.  Malcolm  Forbes  is  in  the  bas- 
ket firing  up  the  propane  tanks.  Parts 
of  the  Santa  Maria  pick  themselves  off 
the  ground  and  wobble  in  the  air.  "I 
want  ten,"  says  a  little  boy  with  dark 
liquid  eyes  holding  out  both  hands  for 
Forbes  Santa  Maria  stickers. 

And  now  the  balloon  is  in  full  sail. 
Twice  the  size  of  the  real  Santa  Maria, 


its  bow  dips  and  rises  in  the  air  as  if 
fighting  Atlantic  Ocean  squalls.  The 
balloon  lifts  into  the  powder-blue  sky 
of  Seville. 

The  race.  The  bikes  are  kicked  to 
life;  cameramen  from  Spanish  televi- 
sion are  leaning  out  of  a  car.  But  the 
evening  is  so  still  the  balloon  just  sits. 
It  hovers  over  downtown  Seville  for  a 
while  and  then,  as  half  the  propane 
tank  empties,  Malcolm  Forbes  and  Je- 
sus Gonzalez  Green  look  for  a  spot  to 
land.  La  Maestranza  looms,  Seville's 
famous  bullring,  with  balconies 
ringed  by  potted  flowers.  The  huge 
ship  circles  like  a  matador,  then  lands 
dead  in  the  center  of  the  ocher  sand 
that  has  for  centuries  been  soaked 
with  bull  blood. 

High  drama.  The  bullring  caretak- 
ers are  not  amused.  The  Forbes  crews 
race  around  the  bullring  but  are  not 
allowed  in.  The  conversations  be- 
tween our  Spanish  organizer,  Agencia 
A,  and  the  caretakers  take  a  delight- 
fully Spanish  twist.  "They  could  be 


killed  if  we  don't  help."  A  good  time 
after  he  has  landed,  Malcolm  Forbes  is 
given  landing  permission.  Some  crew 
is  finally  let  in.  The  ever  resourceful 
Gael  Greene  reveals  her  mettle.  "But  I 
am  Mrs.  Forbes,"  she  says  frostily. 
"You  must  let  me  in."  They  let  her  in. 

That  night  it's  dinner  at  the  Medin- 
aceli  Palace.  The  walls  are  lined  with 
dukes  and  counts  in  tailored  suits; 
duchesses  and  countesses  cool  in 
pearl  chokers.  But  the  conversation  is 
warm  and  easy.  "Most  people  who  are 
formal  don't  know  how  to  have  fim," 
observes  the  writer  Chip  Brown.  "The 
Spanish  do." 

In  the  open  courtyard  a  man  is  bran- 
dishing a  3-foot  silver  rod  with  a  tum- 
bler attached  to  the  end.  He  dips  the 
tumbler  into  a  keg  of  white  Tio  Pepe 
sherry  and  then  flourishes  it  high  into 
the  night  until  the  sherry  miraculous- 
ly pours  through  the  air  into  three 
outstretched  crystal  glasses.  Not  a 
drop  is  splashed. 

The  palace  was  built  in  1475.  The 
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main  staircase  is  cool  aquamarine 
tiles,  and  high  above  the  ceiling  is 
intricately  carved  stone  that  looks 
like  the  crust  of  civilization.  We  look 
down  at  a  second  interior  court,  full  of 
hundred-year-old  flov^^ering  trees, 
from  a  terrace  where  scenes  of  Law- 
rence of  Arabia  were  filmed.  It's  time 
for  dinner,  however,  and  soon  the  1 50 
guests  are  ushered  into  a  huge  room 
off  the  first  main  courtyard.  Round 
tables  with  candelabras  are  laid  with 
game  and  light  strawberry  pastries. 
Host  Papamarkou  rises  to  make  a 
toast.  As  he  talks,  a  small  silver  bat 
enters  the  hall  from  the  open  court- 
yard. High  above  it  flits  across  the 
ceiling  snatching  insects. 

The  next  day  we're  up  at  six  to  drive 
to  Cordoba.  The  cast  of  45  comman- 
deer the  Forbes  flotilla  of  bikes,  buses 
and  jeeps.  Christopher  Forbes  disap- 
pears into  the  double-decker  bus  with 
pounds  of  paperwork  he  totes 
in  shopping  bags.  We've 
gained  another  passenger.  Al- 
mudena  de  la  Maza,  daughter 
of  the  Count  de  la  Maza,  has 
joined  the  caravan. 

We  stop  at  Cordoba,  con- 
quered by  Rome  in  206  B.C. 
and  home  of  the  philosopher 
Seneca.  But  it  is  the  mark  of 
Islam  we  mostly  see.  The 
Muslim  conquest  of  Spain  in 
711  is  the  cultural  backbone 
of  Iberia.  The  walk  to  the 
1,200-year-old  Aljama 

mosque  of  Cordoba  becomes 
a  trail  of  children  asking 
Malcolm  Forbes  for  his  auto- 
graph. 

The  courtyard.  White 
doves  flutter  and  tomato-like 
berries  sun  themselves  on 
the  tiled  roof.  Through  the 
Door  of  Forgiveness,  and  it's 
cool  and  dark.  An  endless 
stretch  of  a  thousand  interior 
arches.  "The  crisscrossing 
arches  suggest  the  space  of 
the  inner  soul.  A  sphere," 
says  our  guide.  "It's  like  a 
woods,  it  creates  an  inner 
space."  The  mihrab,  where  a 
priest's  or  a  mullah's  whisper 
can  be  heard  anywhere  in  the 
mosque,  is  rimmed  with  an 
arch  of  special  minerals  that 
glimmer  like  the  belly  of  a 
sea  fish. 

But  this  is  Spain.  A  Chris- 
tian altar  now  commands  the 
mosque — the  result  of  the  re- 
conquest  that  chased  the  last 
Muslims  from  Spain  by  1492 
That  same  year,  of  course, 
Columbus  first  set  sail  to 
America.  Next  door  to  the 


Cordoba  mosque  is  the  El  Alcazar  de 
los  Reyes  Cristianos  (the  Palace  of  the 
Christian  Kings),  where  mythological 
mosaics  decorate  the  rooms  in  which 
Queen  Isabella  first  interviewed 
Christopher  Columbus  between  1480 
and  I486. 

But  now  a  corpulent  policeman  is 
barking  at  us  to  shape  up  for  our  meet- 
ing with  the  mayor  of  Cordoba.  The 
sun  is  blistering.  A  nerve-wracking 
motorcade  to  the  city  hall.  We  wearily 
mount  the  stairs.  We're  dirty,  fam- 
ished and  thirsty.  All  45  of  us  pack 
into  the  mayor's  slim  office.  An  assis- 
tant says  we're  early.  Forbes  smiles 
and  charmingly  says:  "We'd  rather  be 
early  than  keep  the  mayor  waiting." 
In  two  minutes  Bob  Forbes  has  his 
head  back  and  eyes  closed.  Others  fol- 
low. Heads  are  rolling  side  to  side, 
mouths  slightly  open. 

Finally  the  mayor  enters.  He's  a 


Hot  baked  hills  on  the  way  to  Granada. 


Kip's  prayer  went  un- 
heeded; Pop  spilled  his 
Barley  while  cornering 
at  the  hotel. 


The  red  mayor 
of  Cordoba 
expected  them. 


Which  way 
Zaragoza? 


Columbus  took  longer 
from  Seville  to  Cordoba 


slight  man  with  a  moustache.  Forbes 
pins  the  "royal  order"  of  Santa  Maria 
on  his  modish  suit.  "We  have  some 
light  refreshments  for  you."  The  crew 
snaps  awake  at  that.  They  elbow  their 
way  into  the  next  room. 

Manners  are  impacted  by  hunger. 
Dainty  snacks  disappear  down  gul- 
lets. The  mayor,  poker-faced,  gra- 
ciously smiles  at  leather  bikers  gulp- 
ing down  the  tapas  of  omelets,  tuna 
pies  and  ham.  It  is  explained  to  Forbes 
the  mayor  was  delayed  because  of 
trouble  in  the  council.  Forbes  mag- 
nanimously offers  the  aid  of  the  Capi- 
talist Tools.  "If  you  need  reinforce- 
ment in  the  council,  we're  here  to 
help  you.  We're  on  your  side." 

The  mayor's  moustache  quivers 
slightly.  No  one  has  told  Malcolm 
Forbes  the  mayor  is  a  communist. 

"We're  on  your  side,"  continues 
Forbes  on  a  roll.  "We'll  be  happy  to 
reinforce  you  in  the  coun- 
cil." Forbes  beams  with  gen; 
uine  good  nature. 

Gael  Greene,  one  of  Amer- 
ica's top  food  critics,  is  re- 
duced to  sandwiching  cheese 
between  two  potato  chips.  In 
about  four  minutes  the  buf- 
fet has  been  devoured.  Mal- 
colm Forbes  regretfully  in- 
forms the  mayor  we  must 
push  on  to  Granada.  He 
looks  relieved.  Even  so,  quite 
a  gentleman,  that  commu- 
nist mayor. 

The  plump  policeman 
with  the  bullhorn  voice  is 
back  on  his  bike  barking  or- 
ders. Out  of  Cordoba,  howev- 
er, a  glorious  drive  awaits  us. 
But  for  the  solitary  farmer 
tilling  his  land  with  a  donkey 
and  plow,  the  interior  of 
Spain  is  deserted.  Mostly  it's 
hot  baked  hills,  lined  with 
row  upon  row  of  neat  olive 
orchards.  A  bend  in  the 
climbing  road  and  we  are  in 
the  town  of  Baena.  A  dog 
scratches  in  front  of  a  beaded 
doorway.  The  sparkling 
white  factory  of  olive  oil 
presses  commands  the  center 
of  the  town,  while  imperi- 
ously staring  down  at  it  from 
the  hill  is  an  old  church.  The 
church's  black  gash  of  a  door 
is  swallowing  people.  It's 
hot,  the  ground  is  baked.  But 
soon  we're  circling  down  to- 
ward Granada.  In  Granada 
we  roar  past  the  stately 
Moorish  palaces  of  the  lower 
plazas,  up  the  hill  to  the  Al- 
hambra.  There  we  think  of  a 
float  but  the  wind  is  hot  and 
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;trong.  Forbes  and  Jesus  Gon- 
:alez  Green  roar  around  the 
)ines  and  olive  trees  scout- 
ng  for  a  launch  spot.  Over 
he  hill  are  more  mountains 
md  forests,  the  local  police 
idvise  us.  Too  dangerous, 
^orbes  kicks  the  dust  a  few 
imes. 

"No  point." 

Hit  the  road  for  La  Bobadi- 
la,  40  miles  away.  Smells  of 
osemary  and  sage  give  way 
:o  a  sudden  cool  air  as  we 
lescend  the  hot  hills  into  the 
/alleys.  And  now  it's  green. 
rhe  olive  groves  give  way  to 
iilky-silver  wheat  fields  that 
;himmer  over  lolling  hills. 
rhe  cool  air  is  wafting  down 
Tom  the  snow-capped  Sierra 
Mevada  mountains. 

The  stm,  so  hot  and  fierce  a 
:ew  hours  ago,  is  now  red  and 
ioft  on  the  horizon.  Down 
he  winding  road  that  leads 
:o  the  hotel,  a  white  horse 
md  rider  bound  down  to 
neet  us.  He  wears  the  gray 
lat  hat,  sombrero  cordobes, 
ind  the  traditional  short 
acket,  traje  corto.  The  horse 
rums  and  gallops  alongside 
the  motorbikes.  And  then, 
Dver  the  hill,  a  white  mirage 
appears.  A  church  and  Moor- 
ish buildings,-  tiled  fountains 
gurgling  in  the  midst  of  wild 
shrubbery.  La  Bobadilla  is 
aot  just  any  hotel.  It's  a  five- 
star  fantasy  complete  with     

:our  Turkish  and  Finnish  saunas,  in- 
door and  outdoor  pools,  two  restau- 
rants and  whirlpool  baths. 

Duiner  in  a  converted  bam.  A  dry 
red  Rioja,  a  Spanish  salad  and  roast 
Deef  with  a  prune  garnish.  Ripe  moun- 
:ain  cheese,  pungent  and  salty,  is 
served  with  cool  grapes.  A  young  An- 
ialusian  woman  brings  out  a  7-inch 
;igar  and  starts  the  elaborate  old- 
world  ritual  of  heating  and  waving  the 
3igar  to  life.  "I  haven't  seen  that  in 
years,"  Forbes  says,  his  eyes  drooping 
with  contentment. 

That  night  till  1  a.m.  it  is  flamenco. 
Two  guitars,  deep  claps  and  the  eerie 
wails  of  gypsy  music.  Six  girls,  from 
14  to  18,  slowly  tap  their  way  onto  the 
floor.  Their  nubile  bodies  are  in  the 
bright-colored  dresses  of  Andalusia, 
but  their  arched  backs,  the  way  they 
turn  their  hands,  recall  centuries  of 
betrayal  and  death  and  passion.  The 
black  olive  eyes  and  bearing  of  a  15- 
year-old  girl  resonate  with  the  eter- 
nal, collective  dignity  of  mankind. 

Sleep  is  delicious  but  brief.  At  6:30 
in  the  cool  pre-sun  air  the  group  shuf- 


The  king  happily  tooh  to  the  road  on  his  new  Barley. 

Sanchez  Espe|o 


Between  Bulgaria's  Queen  Margarita  and  Spain's 
Qtieen  Sofia,  enthusiasm  for  motorcycles. 


fles  through  its  various  chores.  At  7 
a.m.  we're  winding  down  roads  that 
curve  through  mountains  cut  by  trout 
brooks  and  leafy  oak.  The  rasping 
bark  of  the  Harley-Davidsons  echoes 
back  from  pine-lined  gorges,  and 
sometimes  on  a  mountain  ridge  above 
us  an  ancient,  single-spired  peasant 
church  commands  the  terrain.  The 
woodcock  calls  from  the  thicket.  This 
is  wild  boar  country. 

But  today  we  have  to  cover  300 
miles  for  our  meeting  with  the  king  in 
Madrid.  The  bikes  are  pushed  to  85 
miles  an  hour.  On  Madrid's  outskirts 
bike  cops  escort  us  to  the  Hotel  Ritz. 
A  frantic  change  and  it's  a  roar  over  to 
the  mayor  through  Madrid's  rush 
hour.  As  we  pull  into  the  town  hall 
courtyard,  our  lead  cop  takes  a  spill. 
Pandemonium.  Spanish  television 
and  journalists  swarm  over  Malcolm 
Forbes.  The  mayor,  in  a  beautiful  blue 
silk  suit,  greets  Forbes  in  the  Salon  de 
Tapices. 

Surrounded  by  brown  tapestries  of 
courtly  medieval  love  and  war,  Forbes 
pins  the  mayor  with  a  Santa  Maria. 


"Columbus  told  me  over  the 
sky  of  Seville,  'Make  sure 
you  make  the  mayor  of  Ma- 
drid a  member  of  the  Santa 
Maria.'  "  The  mayor  grins, 
with  that  good-natured  Span- 
ish love  of  fun. 

And  then  Malcolm  Forbes 
and  his  sons  Robert  and 
Christopher  rush  in  motor- 
cade to  El  Palacio  de  la  Zar- 
zuela,  the  King's  official  resi- 
dence. At  the  gate  German 
shepherds  sniff  the  king's 
Harley  for  explosives.  And 
then  a  fast  cruise  through 
breathtaking  wild  Spanish 
groves  choking  with  differ- 
ent species  of  deer.  At  the 
palace  the  bike  is  left  in  the 
drive  and  the  Forbes  family 
mounts  the  steps  into  the 
rather  modest  modem  home 
that  could  be  a  Connecticut 
house.  Several  antechambers 
later  a  smartly  beribboned  of- 
ficer opens  the  door  and  an- 
nounces, "El  Rey." 

Tall  and  tan.  King  Juan 
Carlos  enters  the  room.  Mal- 
colm Forbes  and  the  king 
banter  lightly  with  each  oth- 
er. "It  is  very  kind  of  you  to 
make  this  gesture  of  friend- 
ship," the  king  says  softly. 
Forbes  brings  up  the  subject 
of  private  investment  in 
Spain  and  how  welcome 
Spain  has  made  outsiders 
feel.  "We  still  have  to  make 

them  more  comfortable, "  the 

king  says.  "Joining  the  Common  Mar- 
ket has  been  hard.  Slowly,  slowly  it's 
going.  We're  managing  to  move 
ahead." 

The  king,  however,  is  very  careful 
not  to  make  any  real  political  com- 
ments. "I  have  to  keep  out,"  says  the 
king.  He  explains  that  as  the  guaran- 
tor of  Spain's  democracy,  and  com- 
mander of  the  armed  forces,  he  must 
be  involved  but  nonpartisan.  It  is  a 
difficult  tightrope  to  walk. 

Spain's  economic  boom  is  threat- 
ened by  the  unions.  The  tough,  pro- 
business  socialist  prime  minister,  Fe- 
lipe Gonzalez,  is  in  mortal  combat 
with  his  constituency.  On  the  13th  of 
last  December,  the  day  before  social- 
ist and  communist  vmions  crippled 
the  nation  with  a  strike  by  8  million 
workers,  the  king  received  the 
unions.  "Many  people  thought  I 
shouldn't,  but  I  thou^t  I  should  stay 
above  it,"  he  says.  "It  is  difficult  to 
show  one  is  near,  but  at  the  same  time 
above.  Privately  I  try  to  show  we  are  a 
normal  family." 
The  days  of  Generalissimo  Francis- 
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CO  Franco  are  truly  over. 

But  then  the  two  men  are 
on  to  their  favorite  subject — 
motorbikes.  The  king  al- 
ready owns  a  Harley-David- 
son.  General  Franco's  mobile 
guard  all  drove  Harleys  in  the 
1950s.  When  they  updated 
the  fleet  with  bmws,  the  Har- 
leys were  sold  off  but  for  the 
one  Juan  Carlos  rescued.  He 
still  has  it. 

And  then  Malcolm,  Chris- 
topher and  Robert  Forbes  are 
back  in  the  olive  Mercedes 
with  the  sun  shades  pulled 
down.  The  two  bike  cops 
roar  the  cars  back  to  the  Ritz 
Hotel,  pushing  Madrid's 
gnarling  traffic  to  the  sides. 
They  are  superb  drivers,  and 
Forbes  can't  resist  knighting 
them  with  the  Santa  Maria 
pins  back  at  the  hotel. 

But  the  day  is  not  over.  We 
have  some  30  minutes  to 
change  into  black  tie  for  a 
private  dirmer  with  the  king 
and  his  family  at  the  Palacio 
de  Feman  Nunez.  Hors 
d'oeuvres  of  fried  asparagus 

and  tiny  cod  cakes  are  passed     

as  Spain's  aristocracy  and  business 
shakers  await  the  royal  family.  Papa- 
razzi are  snapping  away  at  the  guests: 
Baron  Thyssen-Bomemisza,  Marisa 
de  Borbon,  King  Simeon  of  Bulgaria, 
Princess  Irene  of  Greece.  Then  Spain's 
royal  family  enters.  Queen  Sofia  is  in 
a  shimmering  red  sequined  dress.  The 
very  tall  crown  prince,  Felipe,  Prince 
of  Asturias,  and  his  aunt,  Doha  Pilar 
de  Borbon,  graciously  make  their 
rounds  with  the  king.  We  can  finally 
settle. 

We  dine  on  salmon  in  a  tangy  toma- 
to bed,  almost  too  tired  to  taste  the 
food.  Peter  and  Abigail  Schoff  of 
Forbes'  advertising  office  are  holding 
up  a  wall.  Even  Christopher  Forbes, 
effortlessly  witty  and  charming  for 
hours  on  end,  appears  to  be  slipping 
into  exhaustion-induced  convulsions. 
But  no  one  can  leave  till  the  king  has 
retired.  That  turns  out  to  be  in  the 
wee  hours  of  the  morning. 

At  7:00  the  next  morning  the  Santa 
Maria  is  laid  out  in  front  of  the  Royal 
Palace.  It  is  cool;  the  sky,  powder 
blue.  Locals  say  this  is  where  King 
Alfonso  XIII,  the  current  king's  grand- 
father, used  to  ride  his  horse  up  the 
palace  steps.  The  Santa  Maria  rises, 
scraping  the  tops  of  the  tum-of-the- 
century  street  lamps.  And,  like  some 
giant  Baron  Malcolm  Munchausen, 
Forbes  is  off  into  the  sky  over  Madrid. 

Back  at  the  Ritz,  it's  meet  the  press. 
Forbes  is  relaxed  and  expansive  with 
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The  AUiambra: 

Granada's  stately  Moorish  palace. 


A  Capitalist 
Tool  pins  a 
socialist  mayor. 


Before  an  ennobled 
dinner,  spectacular 
pouring  of  the  famed 
Spanish  sherry. 


Not  all  the  flamenco 
was  as  flaming. 


the  flight  over  Madrid  successfully 
completed.  "Exciting  to  see  firsthand 
the  dynamic  development  of  Spanish 
economy,"  says  Forbes  to  the  hall 
packed  with  Spanish  journalists. 
"We've  had  differences  over  nato. 
But  our  relationship  is  very  simpati- 
co.  Between  the  balloon  and  bikes 
we've  had  the  opportunity  to  express 
our  friendship  and  receive  it  back." 

That  night  we're  free.  Some  dash  off 
to  El  Prado,  one  of  the  great  museums 
of  the  Western  World.  Others  have 


boiled  octopus  with  beer  at 
Plaza  Mayor,  the  seat  of  the 
Inquisition.  But  Forbes 
words  reverberate.  Spain's 
development  is  exciting  to 
watch.  A  bustling  McDon 
aid's  stands  alongside  shops 
smelling  of  ancient  card 
board  boxes  stuffed  with  nee- 
dles and  buttons.  Cranes  fill 
the  skyline;  new  cars  knot  in 
the  road.  Spain's  painful  po 
litical  past  is  relegated  to  cu 
rios.  A  philatelic  store  off  the 
Calle  de  Arenal  sells  a  letter 
addressed  to  the  chemical  gi- 
ant ici  of  England.  The  enve- 
lope is  dated  May  27,  1938, 
and  heavily  stamped:  CEN- 
SORED. Relics  of  past  scars- 
Of  a  million  dead. 

The  next  day  Barbara  Go- 
mez-Acebo,  a  lovely  27-year- 
old  member  of  one  of  Spain's 
dynastic  banking  families, 
takes  a  couple  of  us  to  Tole- 
do. The  great  medieval  capi 
tal  of  Spain — a  twisty  hill  of 
cathedral  and  hunkering 
slate  roofs — is  not  immime 
to  Spain's  explosive  econom 

ic  growth.  Gone  are  the  pa- 

pelerias,  the  old  paper  stores,  where  a 
black-frocked  widow  farmed  herself 
and  counted  out  pesetas.  Today  the 
donkey-cart-narrow  cobblestone 

lanes  are  chockablock  with  sparkling 
pine-lined  stores  selling  Boss  suits 
and  Lacoste  sportswear.  As  tourists, 
of  course,  we  are  disappointed.  No 
matter.  We  limch  at  the  home  of  Go- 
mez-Acebo's  relative.  "Galiana"  is 
built  from  the  ruins  of  an  I  Ith-centu- 
ry  castle.  Here  it  is  back  to  old-world 
privilege.  Gomez-Acebo's  relative  is 
not  there  but  has  graciously  left  a 
message  with  the  staff.  We  sip  chilled 
gazpacho  while  little  lizards  sun 
themselves  on  the  wall. 

In  Madrid  we  inflate  the  Santa  Ma- 
ria at  the  Plaza  Colon,  Columbus 
Square.  The  square  is  rimmed  with  an 
ugly,  modem  monument  that  tells 
the  story  of  Columbus'  trials  and 
tribulations.  Third  World  Europeans? 
Not  here,  where  teenagers  in  fluores- 
cent T  shirts  bang  around  on  skate-  >: 
boards;  where  middle-class  Madri 
leiios  make  sophisticated  media  com-  > 
ments  about  Malcolm  Forbes'  trip. 

That  night  food  critic  Gael  Greene 
takes  a  group  of  us  out  to  El  Zalacain, 
Madrid's  hottest  restaurarit.  It's  an 
orgy.  Or  at  least  one-fifth  of  an  orgy. 
Each  of  us  is  entitled  to  eat  only  20% 
of  the  dish  before  passing  it  on  to  our 
neighbor.  This  way  we  all  taste  the 
asparagus  lasagna;  the  pigs  feet 
stuffed  with  lamb;  the  braised  pigeon. 
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AUTOMATIC  DOCUMENT  FEEDINC 


AUTOMATIC  DUPLEXING 


AUTOMATIC  SORTING  OPTIONS 


Frantically  looking  for  a 
lependable  25-cpm  copier?  Relax. 

Canon's  new  Anxiety  Reduction 
Jeries  takes  the  worry  out  of  copying. 

Innovations  like  a  long-life  copying 
irum,  sophisticated  fine-grain  toner 
md  self-diagnosing  control  panel 
vere  specifically  designed  to  give  you 
nore  copies  and  fewer  headaches. 


AUTOMATIC  REPRODUCTION  RATIO 


AUTOMATIC  EXPOSURE 


AUTOMATIC  PAPER  SELECTION 


And  whether  you  choose  the 
NP3825  with  its  duplexing,  editing 
and  color  capabilities  or  the  more 
basic  productivity  of  the  NP3325,  you 
can  count  on  the  Anxiety  Reduction 
Series  to  deliver  what  you  need  most 
from  your  office  copier  Increased 
reliability  without  increasing  your 
blood  pressure. 


Canon  NP  3825/3325 

SXwciety  deduction  Series 


Enjoy  easy  extended  paymenis 
wiffitheCanorCreoiCara  Ask  ror  detaits 
at  Daricpatng  Canon  dealers  arxJ  reiaier& 
AvaitaWeon*ynUS 


For  more  information,  call  toll  free1-800-OK  CANON.  Or  write  Canon  US.A.,  Inc.,  PO.  Box  3900.  Peoria.  IL  61614    ©  1989  Canon  U.S.A.  Inc. 


Roben  Forbes 


At  Zaragoza,  traditionai  dancing 
by  traditional  beattty. 


In  Madrid,  the  skaters  petformed 
better  than  thejlagship. 

Glen  Davis 


Santa  Maria  souvenirs  for  the  kids. 


Greene  hides  a  tiny  note  pad  under  a 
serviette  where  she  furiously  scrib- 
bles her  notes.  The  passion  fruit  sher- 
bet, and  wildwood  strawberries  and 
mango  dipped  in  caramel  custard  are 
unanimously  approved.  But  then  it's 
time  to  work  off  our  poundage.  On  to 
El  Porton,  the  do-it-yourself  flamenco 
joint  that  is  the  rage  of  Madrid.  Here 
the  city's  middle-management  bank- 
ers dance  the  seiillatias  or  flamenco.  In 
most  European  countries  the  awk- 
ward, untrained  stumbling  would  be 
red-faced.  But  Spaniards  simply  laugh 
unself  *.  onsciously 

^Vc  cr^wl  home  at  4:15.  Our  wake- 
up  call,  6  15.  Remorse  looms  in  the 
shape  o^  Ms'rolm  Forbes,  vigorous 
with  eneii  '.  i-  s  off  to  Ei  E.scorial,  the 
16th-century  uionastery-palace  built 
by  Philip  n.  The  g.  ^  'onress  of 

15  cloisters,   88   i.  s   .md  300 

rooms  was  the  fiuai  resuog  place  for 
Philip's  religious  maiua.  Th.i  is  the 
shadow  side  of  funlov-jig  Sp.Aui.  The 
cold  gray  stone  is  severe,  cruel.  The 


Valley  of  the  Fallen,  Spain's  civil  war 
memorial  and  General  Franco's  burial 
site,  stares  down  at  us. 

Today,  however,  nothing  more  sin- 
ister than  some  wild-eyed  balloonists. 
Again  the  day  is  glorious.  A  brown- 
cassocked  monk  clutching  a  Filofax 
stomps  meditatively  around  the  flag- 
stone courtyard.  In  an  emerald  field 
below  El  Escorial,  nine  balloons, 
mostly  from  a  town  300  miles  away 
called  Gijon,  are  preparing  for  a  hare- 
and-hound.  Malcolm  Forbes  is  sent 
off  in  the  Santa  Maria,  while  everyone 
else  chases  him.  Whoever  lands  clos- 
est to  the  Santa  Maria  wins.  But  the 
day  is  windless.  The  Santa  Maria 
drifts  gently  into  the  mountainside 
and  comes  down  in  a  forest.  From  the 
distance  it  looks  like  a  ship  sinking  in 
a  green  sea.  Like  lemmings  the  other 
balloonists  follow.  Malcolm  Forbes  is 
rescued.  He  rolls  his  eyes.  "Tremen- 
dous navigating." 

And  then  it's  back  to  Madrid 
through  the  pleaching,  the  interlacing 


arbor  of  trees  shading  the  road.  Most 
of  us  crawl  to  bed,  because  it's  up 
early  for  Zaragoza.  We've  lost  Almu- 
dena  de  la  Maza  in  Madrid,  but  gained 
the  doe-eyed  Kalina  Saxe-Coburg, 
daughter  of  King  Simeon  of  Bulgaria. 
Expecting  heavy  industry  and  high- 
way we  are  surprised  to  see  two-lane 
roads  and  sleepy  towns.  Compared 
with  the  luscious  South,  the  land 
looks  parched.  This  is  spaghetti  West- 
em  country.  In  the  red  clay  cliffs  an- 
cient homes  have  been  hollowed  out 
of  the  rock  face  much  like  Indian  vil- 
lages in  Arizona.  But  it  remains  a 
shock  to  think  this  is  the  main  road 
that  connects  Barcelona  and  Madrid. 
Charming  if  you're  on  a  motorbike; 
tedious  if  you  are  a  lorry  driver  deliv- 
ering fruit.  Spain  urgently  needs  to 
continue  its  $23  billion  push  to  im- 
prove infrastructure. 

Zaragoza,  too,  is  imexpected.  It's 
graceful.  The  basilica  of  El  Pilar  on 
the  Rio  Ebro  emerges  like  a  religious 
Westminster.  It  is  one  of  the  most 
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\t  El  Escorial,  down  in  a  sea  of  green. 


:elebrated  Catholic  sanctuaries  in 
Christendom.  In  the  hushed  interior 
Dilgrims  kneel  to  kiss  the  Virgin 
Vlary.  hi  most  cathedrals  today  tour- 
sts  overwhelm  the  religious.  Not 
lere.  The  air  is  so  thick  with  sacred- 
less  you  could  cut  it  with  a  dagger. 
\nd  the  basilica's  influence  in  Zara- 
;oza  reaches  far  beyond  its  doors,  hi 
:he  window  of  the  downtown  El  Corte 
ngles,  Spain's  department  store 
;hain,  mannequins  model  white  lace 
:ommunion  gowns. 

It's  off  to  the  soccer  stadium.  Mal- 
;olm  Forbes'  easygoing  disposition 
A^ears  thin  only  when  inertia  grinds  to 
I  halt  the  trip's  perpetual  motion. 
Traffic  and  people  have  blocked  the 
entrance  to  the  soccer  stadium. 

"Let's  do  something,"  Forbes  says. 

"We're  taking  care  of  it,"  says  Jorge 
-laile,  the  efficient  vice  president  of 
\gencia  A,  the  trip's  Spanish  organizer. 

"Let's  move  those  trucks." 

"The  people  are  waiting  to  see  you 
n  the  stadium,  Mr.  Forbes." 


"They  want  to  see  the  balloon.  Not 
me.  Let's  move  those  trucks." 

The  bottleneck  is  cleared.  We 
emerge  from  the  dark  stadium  timnel 
on  to  the  pitch.  Children  are  screaming 
in  anticipation.  The  Santa  Maria  stick- 
ers create  a  crush  at  the  fences.  Zarago- 
za  is  the  capital  of  Aragon,  and  a  dance 
troupe  awaits  us.  The  men  in  black 
velvet  pants,  white  pom-pom  stock- 
ings and  bandannas  are  handsome  in 
the  traditional  laborer's  costume  of  1 50 
years  ago.  The  women  clacking  their 
castanets  like  pelicans  are  scrubbed 
and  luscious.  The  theme  of  the  trouba- 
dours? Marital  peccadillos. 

That  night  we  meet  the  mayor  of 
Zaragoza  in  the  Aljaferia,  the  town's 
Moorish  castle.  After  Columbus'  first 
successful  sail  to  America,  claimed 
our  local  guide,  he  was  received  at 
Aljaferia  by  Ferdinand  and  Isabella. 
From  the  ceiling  hang  wooden  carved 
pine  cones.  Almost  a  foot  long,  they 
are  wrapped  in  gold  leaf — the  first 
gold  received  from  the  New  World. 


Barcelona,  Catalonia.  The  900-mile 
trip  is  winding  down.  Most  of  us 
sneak  off  for  a  stroll  down  the  p.am- 
blas,  Barcelona's  main  strut.  In  the 
mercado,  octopus,  plums  and  saffron 
are  hawked.  At  the  port  a  replica  of 
the  Santa  Maria  bobs  in  the  chop. 
Meanwhile,  the  poor  peddle  packets 
of  tissues  to  cars  stopped  at  red  lights. 

Spain's  unemployment  rate  is 
18.3% .  Compared  with  other  Western 
countries  there  is  little  social  net.  Yet 
inexplicably  the  poor  here  appear  rela- 
tively clean  and  well  fed  next  to  the 
suffering  in  Paris  or  New  York. 
Crime,  too,  is  far,  far  less.  But  like  the 
poor  everywhere,  they  dream.  The 
cries  of  lottery  salesmen  ring  out  in 
the  port  ghetto  where  a  poor  Pablo 
Picasso  once  drank  vino  tinto. 

That  night  at  the  Palacio  Real  de 
Pedrables  we  meet  Barcelona's  power- 
ful. It  is  the  restored  home  of  King 
Alfonso  Xin.  Giant  chandeliers  of  col- 
ored Venetian  glass  twinkle  near  a 
throne  of  scarlet  velvet.  Knife-slashes 
through  portraits  of  corseted  ladies 
have  been  repaired.  Ballooning  in  Bar- 
celona, however,  is  not  in  the  cards. 
Mediterranean  winds  threaten  to 
dump  the  Santa  Maria  in  the  sea  or 
mountains. 

Our  last  meeting  is  with  the  gover- 
nor of  Catalonia,  Jordi  Pujol.  "We  are 
a  very  little  country  and  are  fiercely 
attached  to  our  [Catalonian]  lan- 
guage," says  Governor  Pujol,  com- 
pletely ignoring  the  rest  of  Spain.  But 
that  is  Spain.  Reacting  to  the  Caudil- 
lo's  powerful  central  government, 
democratic  Spain  has  transferred  a 
great  deal  of  power  back  to  the  re- 
gions. It  works.  Spain,  historically,  is 
a  nation  of  kingdoms. 

"It's  been  a  good  trip,"  says  Forbes, 
rolling  a  Havana  around  his  mouth.  It 
has  been.  Malcolm  Forbes  dropped 
$500,000  on  the  900-mile  trip.  No 
direct  financial  gain.  But  indirectly 
the  gains  are  enormous.  "We're  better 
known  now  in  Spain  than  we  were  a 
week  ago,"  he  told  Madrid  journalists 
in  a  classic  understatement.  In  the 
magazine  Hola,  Forbes  and  the  Santa 
Maria  were  splashed  across  13  edito- 
rial pages.  At  around  $10,000  a  page, 
that  one  issue  recouped  almost  a 
third  of  the  trip's  cost.  But  that's  a 
crude  measurement  of  the  trip's  fall- 
out: booming 
Spain  is  now 
aware  of  Forbes 
magazine. 

It  reinforces  the 
message  Forbes 
has  been  giving  for 
decades:  Good 

business     can     be 
great  fun.  ■ 
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Machining 
tiie  Mactiines 


4 


Building  a  machine  as  sophisticated  as  a  Pratt  &  Whitney  jet  aircraft 
engine  requires  equally  sophisticated  machining. 

Pratt  &  Whitney  relies  on  Fansteel-VR/Wesson-Plantsville  to  supply 

the  close  tolerance  cutting  edge  for  many  of  its  most  sophisticated, 

proprietary  machine  tools.  That's  because  Fansteel-VR/Wesson- 

Plantsville  has  earned  the  reputation  for  being  the  "versatile" 

supplier  of  both  standard  and  special  tooling  packages. 

VR/Wesson  toolholders,  milling  cutters,  rotary  tooling,  special  form 
carbide  inserts  and  special  form  grinding  tools,  supported  by  a  state- 
of-the-art  machine  shop,  are  all  designed  to  meet  the  most 
demanding  tooling  needs  of  virtually  any  customer. 

i         -^^         Machining  the  machines  . . . 


just  one  more  reason  It  will  pay  you  to  know  more  about  us. 


I^ansted 


Ah^egrated  producer  of  refractory  metals  and  fabricated  products  for  the  electronics, 
electrical,  aircraft/aerospace,  metalworking,  energy  and  chemical  industries. 


■fANSTEEL  INC.  Number  One  Tantalum  Place  •  North  Chicago,  IL  60064  •  (312)  689-4900 
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Market  value  of  Wilshire  SOOO 
$3,032.2  billion  as  of  7/14/89 


.Wilshire  5000  equity  index 

The  total  price  of  all  stocks  for 
.which  daily  quotations  are 
available,  weighted  by  market 


Dow  Jones 
industrial  average 

The  total  price  of  30 
blue-chip  industrial  stocks, 
adjusted  to  reflect  splits. 
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Up  from  the  deep.  The  Dovf  industrials  began  the  third 
quarter  with  eight  consecutive  winning  sessions.  Al- 
though trading  volume  was  relatively  light,  the  indus- 
trials picked  up  1 02  points,  or  4% ,  in  the  two  weeks  ended 
[uly  14.  The  July  4  holiday  and  a  lack  of  new  takeover 
stories  (except  for  Sir  James  Goldsmith's  $21  billion  offer 
for  B.A.T  Industries)  contributed  to  the  lackluster  volume 
figures,  but  the  Dow  and  other  major  indexes,  such  as  the 
NYSE  composite,  hit  postcrash  highs.  The  Amex  compos- 


ite, a  total  return  index  that  includes  reinvested  divi- 
dends, reached  an  alltime  peak.  The  Wilshire  market 
value  index  of  6,000  stocks  rose  almost  4%,  to  3259, 
within  40  points  of  its  record  peak.  Stocks  in  the  index 
have  a  combined  market  value  of  $3  trillion. 

Richard  L.  Evans,  research  director  of  the  Dow  Theory 
Forecasts,  thinks  the  market  has  been  helped  by  strength 
in  the  Dow  transportation  stocks,  which  have  jumped 
27%  since  the  start  of  1989. 


Closeup  On  the  Equity  Markets 


Perfomuuiee  of  six  leading  indeias 

Percent  change 

Wilshire 
5000 

Forbes 
500^ 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

2.7 

3.2 

2.8 

3.0 

1.7 

0.4 

in  last  52  weeks  - 

20.0 

20.3 

20.0 

20.4 

19.0 

13.8 

Stodc  perlioniiaiiee  based  on  six  key  InvMtor  yardsticks* 

Percent  change 

Company  size 

Volatility* 

P/E  multiple 

Dividend  yield 

Growth  proKle' 

Share  price 

large 

small 

high 

low 

over  21 

imderS 

over  4.5% 

none 

high 

low 

over  $34 

under  $5 

in  last  4  weeks 

3.0 

1.9 

0.1 

2.7 

1.2 

0.5 

1.3 

0.1 

0.4 

2.0 

2.5 

0.2 

in  last  52  weeks 

22.6 

22.8 

10.4 

13.5 

25.7 

12.1 

6.4 

19.4 

14.9 

16.1 

24.3 

4.9 

Wilshire  index  reflects  price  performance.  It  differs  slightly  from  market  value  of  outstanding  stocks  because  of  retirements  of  equity  since  index  was  created.  ^Based  on  sales, 
^ual  weighted  indices  conuining  all  shares  with  market  capiulizations  over  $10  million.^A  stock's  seiuitivity  to  overall  market  movement  High-volatility  issues  have  wide 
price  fluctuations,  low-volatility  issues  are  more  stable.  ^A  quantiutive  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 

Note:  All  data  for  periods  ending  7/14/89.  Prepared  by  Wilshire  Associates,  Sanu  Monica,  Calif. 
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Where  the  Action  Is 


Flying  away.  In  the  last  two  weeks  the  transportation 
stocks  were  not  the  best-performing  group,  but  they  may 
have  generated  the  most  excitement,  nwa,  the  parent 
company  of  Northwest  AirUnes,  agreed  to  a  takeover  by 
investor  Alfred  Checchi  on  June  19.  And  ual,  holding 
company  for  United  Airlines,  jumped  20%  to  166%  in 
anticipation  that  it  may  also  be  an  acquisition  target,  ual 


has  a  book  value  of  only  $57  a  share,  but  its  fleet  and  its 
landing  spots  give  it  a  breakup  value  that  some  analysts 
put  at  $200. 

Consumer  nondurables  posted  a  4%  two-week  gain. 
Time  Inc.  lost  over  6%  of  its  market  value  as  the  company 
won  a  legal  victory  allowing  it  to  proceed  with  its  acquisi- 
tion of  Warner  Communications. 


Percent  change  in  last  52  weeks   "0<2>   Percent  change  in  last  2  weeks 
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Consumer  nondurables  and  services 
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What  the  Analysts  Think 


High(er)  energy.  While  analysts  were  cuttmg  a  large  num-  earnings  forecast.  Holly  Corp.,  a  Dallas-based  refining  and 
ber  of  estimates  in  the  last  two  weeks,  the  energy  group  marketing  company,  showed  the  largest  1989  estimate 
managed  to  >;how  a  0  .^%  mcrcase  in  its  composite  1989      increase,  a  jump  from  $3.81  to  $4.19  per  share. 


rn 


IVirtM»stuig  Uw  Forbes  Sales  600 


Performance 
period 


Average 

o;«mings  per 

share 


P/E 


la»es    12  inodths 
19S!>  L  •iniatfi 
1990  t  s  :  nates 


S3.31 

3.75 
4.08 


13.3 
11.7 
10.8 


R4iik  hised  on 
change  in  estimut 


Sector 


Encrisy 


Consumer  nondurables 


Utilities 


Transportation 


Capital  goods 


Finance 


Consumer  durables 


Raw  materials 


Technology 


Estimated  1989 
EPS  P/E 


$3.33 


2.60 


2.97 


2.73 


2.96 


3.45 


3.46 


3.36 


3.06 


12.1 


15.7 


12.1 


11.7 


13.6 


10.0 


11.4 


12.1 


%  change  in  1989  estimate 
in  2  weeks       in  4  weeks 


0.32% 


-0.01 


-0.04 


-0.05 


-0.33 


-0.36 


-0.42 


-0.44 


-0.69 


0.91% 


-0.35 


-0.13 


-0.55 


-0.43 


-0.90 


-0.80 


-0.79 


-1.67 


EamiiiK-,  pmicctiui.-.    ic  tapii.lujiioi.  wtmhicJ  cunscnsus  estimates  from  over  3,000  security  analysts.  Data  arc  compiled  and  updated  continually  by  the  Institutional  Brokers 
Estimate  Svsiem  |IBtS    a  service  iit  Lynch,  lones  &  Ryan,  a  New  York  based  brokerage  firm 
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White  Paper 
to  Management 


Issue  Date:  November  27, 198! 
Closing  Date:  October  2, 1989 


Personal  Computing: 
Networidng  The  Office 


In  business,  the  personal  computer  is  a 
competitive  necessity.  The  technology  emerged  on  to 
the  business  scene  so  fast  that  its  implementation 
and  management  kinks  have  yet  to  be  worked  out. 
In  order  to  better  understand  the  personal 
computer's  role  in  business  and  to  celebrate  the 
35th  anniversary  of  the  first  commercial  comput- 
er, Forbes  and  CIO  Magazine  are  again  teaming  up 
to  prepare  a  white  paper  for  management  entitled 
"Personal  Computing:  Networking  The  Office."  This 
special  advertising  section  will  describe  products 
and  services  that  bring  productivity  increases  to  the 
office  and  also  arm  management  against  making 
costiy  mistakes. 

Both  large  and  small  companies  vdthin  the 


personal  computing  industry  will  want  to  be 
represented  in  this  expertly  researched  and 
written  project  for  die  major  management  commu- 
nity. It  is  certain  to  become  a  reliable  guide  and 
reference  document  for  those  companies  that 
represent  the  industry's  prime  sales  potential. 

Take  advantage  of  this  opportunity  for  advertis- 
ers in  the  computer  industry  to  gain  the  attention  of 
important  business  decision-makers.  Put  your 
message  in  this  white  paper  to  management  where 
it  will  be  surrounded  by  compatible  text. 
And  participate  in  die  reader  service  card.  At 
regular  rates.  For  further  information  call  your 
local  Forbes  representative  or  Arnold  J.  Prives 
(212)  620-2224. 


Forbes 

Capitalist%ol' 


tatistical  Spotlight 


■MU 


If  a  turnaround  candidate  isnt  too  far 
gone,  its  tax-loss  carryforward  is  like  mon- 
ey in  the  bank.  Here  are  some  stocks  with 
useful  loss  carryforwards. 

Where  losses 
are  assets 


have  value  to  companies  that  are  not 
changing  hands.  Such  corporations 
are  shehered  from  federal  income  tax 
until  the  loss  carryforward  is  fully 
absorbed.  Every  dollar  of  past  losses 
thus  saves  34  cents  in  future  taxes. 

Chrysler  and  mci  Communications 
used  carryforwards  to  get  back  on 
their  feet.  So  have  plenty  of  smaller 
companies.  Fedders  Corp.,  the  air  con- 


By  Christopher  Palmeri 

GONE  ARE  THE  DAYS  whcn  raidcrs 
captured  companies  for  their 
tax-loss  carryforwards.  The 
1986  tax  act  changed  that  by  substan- 
tially limiting  the  use  of  the  shelters 
when  50%  or  more  of  a  company's 
stock  changes  hands.  But  carryfor- 
wards, a.k.a.  net  operating  losses,  still 


ditioner  manufacturer,  ran  into  trou- 
ble, and  by  1985  the  company  had 
stockpiled  $139  million  in  carryfor- 
wards and  the  stock  languished  at 
around  4.  But,  a  few  years  before,  the 
company  had  begun  a  restructuring 
that  included  the  elimination  of  the 
central  air-conditioning  line  and  the 
aggressive  marketing  of  its  room  aii 
conditioners.  Today  Fedders'  taxi 
losses  are  used  up,  but  the  stock  has 
nearly  quadrupled  since  1985. 

Chicago  Pacific  emerged  from 
bankruptcy  in  1984  after  disposing  of 
all  its  railroad  assets.  The  company] 
had  $135  million  in  loss  carryfor 
wards  but  no  operating  businesses.  A 
string  of  acquisitions,  including  the 
Hoover  vacuum  cleaner  line  in  1985, 
turned  the  company  into  a  consumer 
products  manufacturer.  Chicago  Paci- 
fic's shares  climbed  seventeenfold  be- 
tween 1984  and  1988,  when  Maytag 
bought  the  company. 

To  track  down  companies  with  tax- 
loss  carryforwards,  we  screened  Me- 
dia General's  6,000-company  data 
base  on  the  Lotus  cd  Investment  sys 
tern  for  companies  with  a  history  of 
losses.  We  discarded  from  this  list 
bankrupts,  such  as  ltv  and  Public  Ser- 
vice of  New  Hampshire,  since  they 
may  never  become  profitable  enough 


- 

Ir- 


Loss  leaders 


A  tax  loss  is  an  asset — to  a  company  that  can  earn  The  ones  with  business  lines  that  have  turned  the 
enough  profit  to  use  it.  These  firms  have  tax-loss  carry-  comer,  or  with  enough  balance  sheet  strength  to  buy 
forwards  equal  to  a  sizable  fraction  of  their  stock  price,    new  businesses,  will  be  able  to  use  the  losses. 


Company /business 


Price •       Working 

52-week           capital* 
high     low        : 


Long-term  Loss 
debt          carryforward 
per  share— 


Earnings 

1988  1989E 


Loss  as  % 
of  price 


MLX/refngcration,  fnction  equip 


2'.': 


3 'A       IV4 


$2.66 


$8.81 


$16.76 


$0.07 


NA 


670% 


BEI  Holdings/real  estate,  bank  consulting     4 


7%       3% 


NA 


0.64 


9.69 


0.22 


$0.35 


242 


ALC  Communications/telephone  service      4% 


5'/4 


V/i 


-2.61 


5.84 


10.06 


-2.64 


0.05 


230 


Storage  Technology/computer  equip 


13V, 


17H     13H 


9.88 


13.63 


24.54 


0.19 


NA 


178 


Oak  Inds/clectronic  components 


IV. 


098 


0.43 


2.12 


0.17 


NA 


141 


Geo  Intl/graphics,  oil  services 


TtVi  i% 


2.41 


2.07 


5.36 


0.45 


0.28 


126 


Marcade  Group/apparel 


r/8 


2V4     m 


3. 54 


3.09 


2.27 


0.12 


NA 


120 


PHLcorp/green  stamps,  insurance 


15'/i 


17'A       8W 


NA 


0.00 


16.28 


1.98 


NA 


105 


Eagle-Pichet/machme,  auto  prixlucts 


14 


31^     12H 


0.55 


8.83 


13.77 


^W.54 


4.51 


98 


Allen  Group/autn  products 


12V4 


16%     10% 


8.91 


4.85 


11.71 


0.20 


0.89 


92 


Bethlehem  Steel/stccI 


20' 


28'/i     19'/4 


12.18 


7.12 


17.43 


5.32 


5.58 


86 


Ekco/housc  wares 


3%       1% 


-3.15 


4.63 


2.13 


0.17 


NA 


71 


Academy  Insurance/insurance 


\Vi 


Vh       \V, 


NA 


3.87 


1.00 


0.12 


0.13 


67 


Smith  Intl/oilfield  equip 


13H 


\3Vi       7V* 


4.51 


4.88 


7.39 


-0.86 


0.25 


55 


W.iinoco/oil 


7!^ 


8 


5% 


-0.04 


2.01 


3.32 


0.18 


0.27 


44 


ADi^C  Labs/diagnostic  soltwarc 


4y4 


5V»       2% 


042 


0.01 


1.88 


0.27 


0.40 


40 


Inspiration  Resources/metals,  chemicals       6V4 


9V,       SVi 


2.75 


2.31 


2.52 


0.63 


1.20 


37 


Valero  l.nergy/oil 


16"^ 


19^4       6% 


3.37 


7.09 


5.46 


0.54 


1.21 


34 


Parker  Dfilling/oil  drilling 


7y« 


7y8    3M) 


1.12 


0.68 


2.56 


-2.52 


-0.70 


34 


IteJ/commun. cations,  Ic.ising 


22V4 


25V4     16% 


2.78 


55.40 


6.73 


0.44 


1.20 


30 


•Clin em  is.sfb.  minus  currenl  liabilitii:^      NA  Noi  applicable  or  not  availalMe   Sources  Media  Cktural  lia  lxM4S  CJi  lm<estmerU:  Fokbes: /Mcks IrwestmerU Researdi 


154 


FORBES,  AUGUST  7,  1989 


Hungry  companies 


These  past  losers  aim  to  put  their 
tax  losses  to  use  by  acquiring  new 
profit-making  businesses. 


Company 


Book 

Loss*       value 

Price    —  per  share  — 


Chicago  Milwaukee     140%  $29.36     $139.4 


Christiana 


SVs       1.55 


5.11 


E  MHI  Group 


l'/4      2.54 


0.40 


NW  Group 


SVs    29.89 


7.50 


Publicker 


2%      7.09 


1.62 


"Net  operating  loss  at  year-end  1988. 


,, 


:o  use  the  tax  shelter.  Then  we 
:ombed  the  annual  reports  for  foot- 
lotes  on  taxes  to  get  the  loss  figures. 
The  table  lists  20  companies  with 
let  operating  losses  greater  than  10% 
of  sales.  They  include  mlx  Corp.,  for- 
merly McLouth  Steel,  which  emerged 
iom  bankruptcy  in  December  of  1984 
ivith  $1  million  in  cash,  $300  million 
in  loss  carryforwards  and  no  operating 
ompanies.  "All  we  had  was  a 
iream,"  says  mlx  Chairman  William 
Panny.  Since  then  the  company  has 
made  $193  million  worth  of  acquisi- 
tions along  two  product  lines,  friction 
naterials  and  refrigeration.  Although 
lighly  leveraged,    mlx  recorded  its 

".  irst  profit  in  1988  and  can  still  capi- 
-.alize  on  its  remaining  $285  million 
n  unabsorbed  losses. 

Smith  International,  an  oilfield  ser- 
nce  firm,  has  $7.39  a  share  in  loss 
:arryforwards  and  trades  at  13y8.  Ekco 

,  Ziroup  began  life  as  Centronics  Data 
Computer  Corp.;  it  sold  its  computer 
printer  business  in  1987  and  bought  a 

-  icitchen-gadget  manufacturing  busi- 

-  aess.  It  would  have  trouble  absorbing 
losses  by  buying  more  businesses, 
however,  since  its  balance  sheet  is 

'  weak.  Inspiration  Resources,  the  $1.4 
billion  mining  concern,  unloaded  its 

-  copper  division  last  year.  With  ana- 
lysts expecting  healthy  contributions 
from  the  company's  fertilizer  and 
nickel  operations,  the  stock  now  sells 

•  at  less  than  six  times  1989  earnings 

-  estimates.  Analysts  are  expecting 
earnings  at  the  Allen  Group,  a  manu- 
facturer of  automotive  aftermarket 
products,  to  more  than  quadruple  this 

'  year.  Ekco,  Inspiration  and  Allen  all 
.  nave  loss  carryforwards  equal  to  at 

least  one-third  of  their  share  prices. 
Where  available,  we  list  consensus 

earnings  estimates  from  Zacks  Invest- 
'  ment  Research.  Keep  in  mind  that 

-  many  of  these  companies  are  still  ac- 
.  tively  restructuring.   So   these  fore- 
casts should  be  regarded  as  even  more 

'  tenuous  than  usual.  ■ 
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LOOKING  FOR  HIGH  CURRENT  YIELDS? 


The 

Spartan 

Low-Expense 

Guarantee 

All  money  market  funds  claim  to  offer  high  current  yields,  but  in 
order  to  offer  them,  you  must  start  with  low  costs.  It's  our  low-cost  guar- 
antee that  sets  Fidelity's  Spartan  Money  Market  Fund— with  its 
record  of  consistently  higher  yields  since  inception  on  January  23, 1989 
than  the  average  money  market  fund^  —  ^art  from  all  the  others. 
Spartan's  low-cost  guarantee  ensures  that  you'll  be  able  to 
invest  for  high  current  yields  over  the  long  term.  Fidelity  is 
guaranteeing  to  freeze  fund  operating  expenses  at  no  more 
than  0.45%  all  the  way  into  1992.^  Of  course,  you  still  pay  for  the 
transactions  you  make.^  Call  now  for  today's  high  current  yields. 

Call  for  Today's  High  Current  Yields 

For  more  complete  information  on  Spartan 
Money  Market  Fund,  including  management  fees  and 
transaction  expenses,  call  us  24  hours  a  day  for  your 
^^T^L^j^^  free  prospectus.  Read  it  carefully  before  you  invest  or 
^^^|»|l  send  money  If  you're  receiving  a  retirement  plan 
^^H&^^B  distribution,  or  simply  shopping  for  a  better 
^^Hh^HK  place  for  your  existing  IRA,  consider  Spartan 

for  your  IRA  rollover  or  transfer.  Minimum 
initial  investment  $20,000. 

Visit  a  Fidelity  Investor  Center  or  call  24  hours 

1-800-544-6666 

Service  for  the  hearing  impaired  TDD/1-800-544-0118 


Fidelity 


2R 


Investments 


CODE;  FORB/SPM/080789 


Fidelity  Distributors  Corporation  (General  Distribution  Agent),  P.O.  Box  660603,  Dallas,  TX  75266-0603. 

'According  to  Donoghue's  Money  Fund  Report.  ^This  operating  expense  guarantee  began  on  5/7/89  and 
ends  5/7/92.  Operating  expenses  do  not  include  Brokerage  fees  or  commission  (if  any);  interest  on 
borrowing;  taxes,  and  extraordinary  non-recurring  expenses.  ^These  transaction  fees  will  reduce  your 
yield,  depending  on  the  number  you  make.  Special  Yield  Opportunity:  The  ftind's  adviser  is  temporarily 
paying  for  all  the  fund's  expenses,  which  increases  its  yield.  This  expense  limitation  may  be  terminated 
at  any  time,  at  which  time  expenses  will  go  up  and  the  yield  will  go  down.  Yields  will  vary. 
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Land . . .  what  else  ean  give  you  so  rniieh  pleasure  now  and  for  years  to  come? 


■Mhe  land  we're  offering  is  far 
I  from  the  crowds  and  rat  race  of 
A  cities,  away  from  noise  and 
pollution.  It's  nature  in  an  un- 
spoiled state. 

Each  ranch  is  40  acres  or  more. 
A  really  big  spread.  With  controlled 
access  that  assures  exclusivity 
and  privacy.  We're  up  in  the  moun- 
tains of  Colorado's  glorious  San- 
gre  de  Cristo  range — the  heart  of  the 
Rockies.  Where  deer,  elk,  eagles, 
wild  turkey  and  other  birds  and  ani- 
mals still  roam. 

Very  few  owners  will  share  this 
part  of  the  American  Alps,  and  our 
concept  for  buyers  is  simple:  A 
large,  desirable  piece  of  property, 
offered  with  financing  and  full 
buyer  protection.  You  can  build 


here  if  and  when  you  want.  You 
may  use  it  as  a  base  for  vacations, 
for  cross-country  skiing,  hunting, 
fishing,  hiking,  camping  and  all 
kinds  of  outdoor  sports  and  fam- 
ily fun. 

It's  the  perfect  place  to  acquire 
a  substantial  part  of  the  American 
dream.  Here  you  will  taste  life  on 
the  scale  it  was  meant  to  be  lived. 

Forbes  Magazine's  division, 
Sangre  de  Cristo  Ranches,  put  this 
project  together  based  on  the 
many  requests  received  over  the 
years  for  a  really  large  tract  of 
land.  Through  Forbes  Wagon  Creek 
Ranch,  we're  pleased  to  be  able  to 
share  a  part  of  it  with  you  and  your 
family.  We've  ranched  this  area 
for  almost  two  decades  and  plan  to 


be  around  for  generations  to 
come.  Our  neighboring  Forbes 
Trinchera  Ranch  covers  over  400 
square  miles,  which  is  our  firm 
commitment  to  the  future  of  this 
unspoiled  paradise  in  Colorado. 
Ranches  here  start  at  $30,000. 
It's  not  a  small  sum.  But  imlike 
paintings  and  jewelry  or  new  cars, 
this  ownership  extends  past  your 
lifetime  and  the  lives  of  those  you 
love  to  guarantee  your  own  sub- 
stantial heritage  in  America  the 
beautiful. 

For  complete  information, 
without  obligation,  call  719/379- 
3263  or  write  to:  Errol  Ryland 
Manager,  Forbes  Wagon  Creek 
Ranch,  P.O.  Box  303    E2 
Ft.  Garland,  CO  81133. 


Obtain  the  Properly  Report  required  by  Fea' 
judged  the  merits  or  value  <i  any  ■'     -t  "■ 
statement  has  been  f'led  wili^  ^ 
ot  the  sale  or  lease  or  otter  (o.-  s.i! 
upon  the  mentsol  such  otlennq    a 
Ranches  NYA86  1 53  A .  .atemeni . 
to  be  ottered  to  New  Jersey  resident 
OHering  Statement  and  read  it  before  signing  < 


•  dd  It  be'of  e  signing  anything  No  Federal  agency  has 

"^-' '   -.jsing  Opportunity  A  statement  and  ottering 

.v  York  The  liimg  does  not  conslitule  approval 

11  Ihe  Secretary  of  State  has  in  any  way  passed 

:;  1"^  available  upon  request,  trom  Sangre  de  Crislo 

■■■  Jersey  Real  Estate  Commission  permits  this  property 
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Capital  Markets 


MONEY  &  INVESTMENTS 


A  lot  of  hospital  bonds  are  sickly  these 
days.  The  healthy  ones,  tainted  by  associ- 
ation, sometimes  offer  very  nice  yields. 

RECOVERY  ROOM 


By  Ben  Wdl>eniiaii 


Stories  of  ailing  hospitals  abound 
these  days.  Nonprofit  hospitals  that 
once  led  financially  carefree  lives 
now  must  contend  with  low  occu- 
pancy rates,  Medicaid  and  Medicare 
cost  controls,  haggling  by  private 
insurers  for  rate  reductions,  and 
competition  from  outpatient  clin- 
ics. Not  surprisingly,  investors  in 
tax-exempt  bonds  have  gotten  a  lit- 
tle edgy  about  hospital  issues.  Their 
edginess  has  pushed  the  average 
yield  on  long-term  hospital  tax-ex- 
empts to  7.5%,  against  7%  for  the 
average  general  obligation  mimici- 
pal  bond. 

Where  there  is  potential  trouble, 
however,  there  is  opportunity. 
Richard  Quimby,  a  muni  analyst  at 
Prescott,  Ball  &  Turben  in  New 
York  City,  specializes  in  hospital 
bonds.  He  looks  for  bonds  that  have 
sUghtly  better  prospects  than  their 
Moody's  and  Standard  &  Poor's  rat- 
ings would  indicate.  Those  situa- 
tions— particularly  in  an  environ- 
ment of  general  investor  aversion  to 
hospital  bonds — offer  excellent 
yields  for  the  amount  of  risk  taken. 

The  best  investments,  Quimby 
says,  are  bonds  of  hospitals  that 
have  had  problems  and  have  recent- 
ly turned  around,  too  recently  for 

Ben  Weberman  is  a  contributing  editor  of 
Forbes  magazine. 


the  rating  agencies  to  have  revised 
their  ratings.  They  may  be  rated 
Moody's  Baa  (equivalent  to  BBB  in 
the  s&p  system)  yet  be  due  for  an 
upgrade  to  A  when  the  raters  take 
another  look. 

Quimby  cites  Hialeah  Hospital  in 
Hialeah,  Fla.,  which  experienced 
years  of  operating  losses  and  by 
1987  had  gone  into  technical  de- 
fault over  a  debt  service  reserve  defi- 
ciency. By  now  there  has  been  an 
improvement  in  bed  occupancy  (up 
13%,  to  75%  currently)  and  in  inter- 
est coverage  (operating  income  be- 
fore depreciation  is  now  1.5  times 
interest  obligations).  Not  rated  by 
Moody's  and  carried  at  BBB  by  Stan- 
dard &.  Poor's,  Hialeah  Hospital  is 
hoping  to  get  an  upgrade  early  next 
year.  A  new  offering  in  July  brought 
an  attractive  8%  bond  due  2014  that 
has  been  trading  in  the  market  at 
the  initial  offering  price  of  100. 

Similarly,  Albert  Einstein  Medi- 
cal Center  bonds  sold  through  the 
Philadelphia  Hospital  &.  Higher 
Education  Authority  recently  came 
to  market  as  7y8S  of  2011  priced  at 
98^/2  to  yield  7.7%  to  maturity.  In 
1987  the  Einstein  hospital  had  been 
downgraded  from  A  to  Baa  because 
of  unsatisfactory  financial  results. 
Since  then,  the  management  has 
been  turned  over,  unprofitable  sub- 
sidiaries sold  and  the  hospital  re- 
turned to  its  teaching  roots. 

Quimby  says  individuals  should 
avoid  direct  purchase  of  smaller, 
suburban  and  rural  hospital  bonds. 
Go  for  those  of  teaching  hospitals 
and  other  major  institutions.  He 
mentions  Cleveland  Clinic  (AA, 
yielding  7%  to  maturity)  and  the 
Mayo  Clinic  in  Rochester,  Minn. 
(AA,  yielding  7.1%)  as  good  buys. 
Miami  Valley  Hospital  in  Dayton, 


Ohio  is  on  his  recommended  list. 
Rated  Al/A  -i-  by  the  services,  it  car- 
ries a  7.2%  yield  to  maturity.  D'ebt 
burden,  once  60%  of  capital,  is  now 
down  to  48%. 

If  you  want  to  buy  hospital  bonds 
directly,  it  behooves  you  to  find  a 
broker  who  can  supply  research  re- 
ports on  particular  issuers,  or  at 
least  the  raw  financial  data  from  the 
latest  offering  statement  or  armual 
report.  But  don't  be  surprised  if  a 
broker  specializing  in  stocks  comes 
up  weak  in  this  area. 

The  alternative — and  for  anyone 
with  less  than  $250,000  in  tax-ex- 
empts, the  only  reasonable  option — 
is  a  no-load  mutual  fund.  I  am  not 
aware  of  any  investing  only  in  hos- 
pital bonds,  but  most  of  the  tax-free 
high-yield  fvmds  include  a  heavy 
dose  of  hospital  paper. 

At  T.  Rowe  Price,  the  Tax-Free 
High  Yield  Fimd  has  about  22%  of 
its  $385  million  of  assets  invested 
in  hospital  revenue  bonds.  This  is 
the  largest  sector  by  far,  followed  by 
16%  each  of  nuclear  utility  bonds 
and  pollution  control  revenue 
bonds.  (These  are  also  groups  that 
are  in  investor  disfavor  and  possess 
numerous  worthwhile  investment 
opportunities.) 

Janet  Albright,  a  muni  bond  ana- 
lyst with  T.  Rowe  Price,  looks  at  the 
management,  the  financials  and  the 
region  before  recommending  a  hos- 
pital bond  to  a  portfolio  manager. 
Having  spotted  a  potential  buy,  she 
will  talk  to  managers  of  competing 
funds  that  own  the  issue  and  try  to 
shake  loose  a  few  bonds.  One  recent 
buy:  a  $3  million  chunk  of  Ray 
County,  Mo.  Memorial  Hospital 
9y8S  due  2013,  bought  at  par  for  a 
yield  of  9.6%  to  maturity.  This  is  a 
small  hospital  with  only  63  beds, 
but  Albright  thought  it  was  worth 
the  risk  and  the  fimd  bought  the 
entire  issue.  Albright  recently 
found  some  Santa  Rosa  County,  Fla. 
Gulf  Breeze  Hospital  8.7s  due  2014, 
also  at  a  price  of  100.  They're  now 
worth  106. 

The  T.  Rowe  Price  Tax-Free  High 
Yield  Fund  has  a  relatively  high  an- 
nual expense  ratio  of  0.9%  but 
nonetheless  has  beaten  the  Shear- 
son  Lehman  muni  bond  index  by 
about  a  point  a  year  since  its  1985 
inception.  The  Forbes/cda  Bond 
Fxmd  Evaluator  also  turns  up  no- 
load  high-yield  muni  funds  from 
Van  Kampen  Merritt  and  Franklin 
Distributors  that  have  beaten  the 
general  muni  market  in  recent 
years.  ■ 
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The  Contrarian 


MONEY  &  INVESTMENTS 


Rigid  computerized  investment  programs 
are  better  at  describing  the  past  than  they 
are  at  predicting  future  markets. 

COINCIDENCE 
VERSUS  CAUSE 


you  step  outside  and  it  starts  to 
rain — just  because  this  happened  a 
few  times  in  the  past. 

What  is  overlooked  is  that  there 
may  be  many  important  causes  that 
have  been  missed  entirely,  while 
the  factors  singled  out  are  only  coin- 
cidental, or  else  are  a  small  part  of 
the  total  picture.  With  thousands  of 
investment,  financial,  economic 
and  monetary  variables  interacting, 
it's  impossible  to  capture  them 
all — most  times  even  the  right  ones. 
Then,  too,  like  a  kaleidoscope,  they 
are  ever  shifting  and  forming  new 
patterns.  The  likelihood  that  the 
variables  picked  really  caused  the 
moves  are  very  small;  the  probabili- 
ty they  will  work  in  dynamic, 
changing  conditions,  smaller  yet. 

Take  commodity  futures  pro- 
grams, for  example,  which  are  now 
very  popular,  both  to  manage  large 
commodity  future  funds  and  for  in- 
dividual traders.  Hundreds  have 
been  developed  since  the  late  Six- 
ties, all  trying  to  find  the  correla- 
tions critical  to  predicting  future 
price  moves  from  a  vast  mosaic  of 
data.  Not  one  that  1  am  aware  of  has 
stood  the  test  of  time. 

The  same  has  been  true  for  scores 
of  stock  market  systems  that  failed. 

I  remember  well  one  that  sucked  in 
a  lot  of  institutional  money.  It 
claimed  that  applying  15  screens  to 
the  stocks  in  the  Value  Line  Invest- 
ment Survey  would  have  produced  a 
portfolio  that  would  have  done 
three  times  as  well  as  the  market 
over  the  previous  ten  years.  The  in- 
vestor who  used  the  program  in  year 

I I  saw  the  results  fizzle. 
Finally,  this  error  of  confusing  co- 
incidence with  causal  relationships 
is  not  limited  to  ordinary  investors. 
The   professors  of  finance   are   as 


If  you  walk  outside  and  it  suddenly 
starts  to  rain  and  the  Dow  rises  50 
points  shortly  thereafter,  you 
wouldn't  connect  the  three  events 
in  a  causal  way.  One  of  the  oldest 
rules  of  science  is  that  just  because 
one  event  follows  another  is  no  rea- 
son to  believe  that  the  first  causes 
the  second.  Curiously,  this  basic 
scientific  principle  is  one  that  in- 
vestors Ignore. 

Let  me  explain.  Computer  formu- 
las to  predict  stock  or  commodity 
movements,  market  direction,  tac- 
tical asset  allocation  and  so  on  are 
rapidly  growing  in  popularity. 

The  principles  behind  the  pro- 
grams are  quite  simple,  no  matter 
how  complex  the  model  turns  out 
to  be.  The  model  builders  look  at 
past  periods  of  stock  or  commodity 
market  rises  or  falls  and  then  try  to 
pick  out  critical  factors  that  seem  to 
cause  the  moves.  Their  programs 
can  consider  from  half  a  dozen  to 
hundreds  of  major  factors.  The  fac- 
tors that,  when  back-tested,  corre- 
late well  with  market  changes  are 
put  together  into  a  program. 

This  is  a  lot  like  expecting  the 
Dow  to  go  up  50  points  every  time 

Dm-id  iVtftuin  is  nh{rutfi:rif>  director  of 
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guilty  of  invalid  computer  correla- 
tions as  anyone  else.  In  developing 
the  efficient  market  hypothesis, 
they  correlated  a  number  of  factors 
to  produce  Beta,  the  measure  of  risk 
that  is  the  theory's  cornerstone. 

This  supposedly  scientific  mea- 
sure of  risk  assumed  that  investors 
acted  according  to  some  tightly  pre- 
scribed rules.  But  the  correlations 
were  based  on  false  assumptions  of 
how  investors  really  behave,  and 
the  Betas  that  worked  so  well  in  the 
Sixties  were  useless  in  predicting 
stock  volatility  thereafter.  It  proved 
to  be  a  formula  for  describing  the 
past,  not  predicting  the  future. 

We  are  again  in  one  of  those  peri- 
ods when  computer-run  mechanis- 
tic formulas  are  in  investment  fa- 
vor. The  asset  allocation  models  are 
especially  esteemed.  These  vary  the 
proportions  of  stock,  bonds  and 
cash  in  a  portfolio  according  to  for- 
mulas built  around  interest  rates, 
the  money  supply  and  earnings  pro- 
jections. (The  forecast  is  for  rain 
around  the  time  you  usually  go  for 
lunch;  switch  to  bonds.)  The  fancy 
models  will  do  no  better  in  the  long 
run  than  their  predecessors. 

So,  I'll  stick  with  the  "old-fash- 
ioned" value  methods.  There's  no 
magic  to  low  p/e,  but  it's  made  a  lot 
of  people  good  money  over  the 
years.  Three  1ow-p/e  stocks  that 
look  good  here: 

Ohio  Casualty  (45)  is  a  well-man- 
aged property/casualty  insurer. 
Earnings,  which  over  the  past  five 
years  have  grown  at  a  20%  rate, 
should  decline  slightly  in  1989  in 
the  current,  more  competitive 
phase  of  the  underwriting  cycle. 
The  cycle  should  turn  more  positive 
in  1990,  with  ocas  likely  to  report 
15%  higher  earnings.  The  stock 
trades  at  a  p/e  of  7  and  yields  4.6% . 

St.  Paul  Cos.  (38)  is  another  well- 
managed  property/casualty  compa- 
ny, the  nation's  largest  medical  li- 
ability insurer.  It  should  see  a  mod- 
erate earnings  decline  this  year, 
with  a  rebound  in  1990.  The  stock 
trades  at  only  I.I  times  book,  has  a 
p/e  of  7  and  yields  4.1%. 

Tandy  Corp.  (54),  through  its  Ra- 
dio Shack  subsidiary,  offers  a  full 
line  of  consumer  electronics  prod- 
ucts as  well  as  computers  through  a 
major  chain  of  stores.  Restructuring 
of  its  computer  centers  and  expand- 
ed facilities  for  consumer  electron- 
ics should  result  in  continuing  earn- 
ings growth  at  a  rate  of  better  than 
10%.  The  stock  trades  at  a  p/e  of  12 
and  yields  1.4%.  ■ 
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MONEY  &  INVESTMENTS 


By  Ann  C.  Brown 


/  dont  think  the  DJI  will  drop  below 
2250 — even  when  lower  corporate  earn- 
ings surface  later  this  year. 

AFTER  THE 
SOFT  LANDING 


the  job  they  want.  Consumer  confi- 
dence shows  signs  of  crazing,  but  no 
real  cracks,  as  yet.  And  Mr.  Bush  is 
enjoying  a  far  longer  honeymoon 
than  anyone  would  have  dreamed 
possible  in  January;  a  tribute  to  his 
ability  to  handle  sticky-wicket  situ- 
ations— and  to  the  relative  dearth  of 
sticky-wicket  situatix)ns. 

Controlling  inflation  continues 
to  dominate  monetary  policy.  I  ex- 
pect interest  rates  to  continue  to 
drop  very  slowly  until  the  revised 
and  re-revised  Producer  Price  Index 
and  Consumer  Price  Index  numbers 
make  unmistakably  better  reading. 
Long-term  rates  are  unlikely  to  go 
much  lower  over  the  near  term.  It's 
the  short-term  rates  that  could  de- 
cline gently — returning  the  recently 
inverted  yield  curve  to  its  custom- 
ary positive  slope. 

Theoretically,  with  the  bond  mar- 
ket offering  less  competition  for  in- 
vestors' dollars,  the  stock  market 
should  be  the  beneficiary.  But 
whose  stock  market?  Ours?  Japan's? 
West  Germany's?  And  what  about 
the  alternative  investment  vehicles 
siphoning  off  money  that,  until  re- 
cently, most  probably  would  have 
been  earmarked  for  equities?  Exam- 
ples: junk  bonds  still  yielding 
around  13%;  commodity  and  col- 
lectible funds;  options  on  financial 
futures;  etc. 

Another  reason  the  U.S.  stock 
market  will  not  react  more  favor- 
ably to  the  news  that  fixed-income 
yields  are  coming  down  is  that  the 
slowing  of  the  economy  could  also 
result  in  some  surprisingly  poor  cor- 
porate profits.  This  is  especially 
true  for  those  companies  that  have 
been  newly  restructured  and  carry 
heavy  debt  service  obligations. 

However,  I  don't  think  the  dji 


Congratulations  to  Captain  Green- 
span and  his  copilots  at  the  Federal 
Reserve  for  bringing  our  soaring 
economy  back  to  earth  so  smoothly 
that  most  investors  haven't  noticed 
that  we  have  been  taxiing  down  the 
slow-growth  runway  for  several 
months.  The  question  now  is:  How 
long  can  we  coast  before  the  gnp 
either  takes  off  again  or  tips  off  the 
tarmac? 

My  guess  is  that  we  can  average 
'/2%  to  2%  prosperity  through  1990, 
at  the  least,  assuming  the  absence  of 
the  usual  unusuals — wars,  droughts, 
oil  shortages,  etc.  Fortunately,  the 
other  nations  seem  too  busy  getting 
their  own  houses  in  order  to  cause  us 
much  grief — or  cost.  The  Europeans 
are  preoccupied  with  their  1992  eco- 
nomic coalescence.  The  Pacific  Rim 
countries  are  stamping  out  serious 
poUtical  brushfires.  Russia  is  experi- 
menting with  democracy,  peace  and 
goodwill  toward  men.  And  the  Mid- 
dle East  is,  well,  the  Middle  East. 
The  world's  wild  card.  Volatile.  But, 
for  the  moment,  calm. 

Back  home,  midyear  1989  finds 
Alaska,  Hawaii  and  the  Fabulous 
Forty-Eight  with  few  complaints. 
Most  everyone  who  wants  a  job  can 
get  a  job,  even  though  it  may  not  be 
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will  drop  below  2250  anytime 
soon — even  when  the  lower-than- 
estimated  corporate  earnings  start 
surfacing  later  this  year.  For  one 
thing,  not  all  companies  will  report 
disappointing  earnings — particular- 
ly those  corporations  that  have  been 
aggressively  buying  back  their  own 
stock  out  of  cash  flow.  For  another 
thing,  cheaper  money  will  continue 
to  encourage  leveraged  buyouts, 
mergers  and  acquisitions — enough 
to  make  investors  enough  money  to 
keep  the  hopeful  in  the  stock  mar- 
ket when  they  might  otherwise 
have  moved  to  the  sidelines. 

One  company  whose  earnings 
should  continue,  even  if  business 
gets  a  bit  squishy,  is  PH.  Glatfelter 
(45),  a  not-so-little  treasure  found 
on  the  Amex.  The  company  is  a 
maker  of  specialty  papers.  While  pa- 
per companies  in  general  can  be  cy- 
clically sensitive,  glt's  products 
have  shown  resilience.  Earnings  for 
1989  are  estimated  to  be  $3.90  per 
share,  up  from  $3.40  in  1988. 

Interpublic  Group  (31)  is  the 
world's  second-largest  advertising 
agency,  ipg  is  a  nifty  way  to  get  in 
on  the  action  in  post- 1992  Europe 
when  a  dozen  countries  are  sched- 
uled to  unify  their  markets  into 
what  is  estimated  will  be  the  globe's 
richest  marketplace.  The  impact  of 
this  joining  together  is  not  yet  fully 
understood  or  appreciated  by  Amer- 
ican investors — and  could  result  in 
a  higher  multiple  for  Interpublic 
down  the  road.  For  now,  earnings 
are  estimated  to  be  $2.15  per  share 
for  1989.  Possibly  double  that  num- 
ber by  1993-94. 

I  like  Dow  Chemical  (85)  for  five 
reasons.  First,  the  stock  is  selling  at 
less  than  six  times  this  year's  esti- 
mated earnings  per  share  of  $15. 
Second,  dow  has  recently  sold 
down  to  near  its  52-week  low  of  $81 
per  share.  Third,  chemical  company 
stocks  generally  do  poorly  in  reces- 
sions, but  I  don't  think  we  are  going 
to  have  a  recession.  Fourth,  the 
company's  stock  buyback  program 
should  help  earnings  and  also  act  as 
a  floor  beneath  the  stock  price.  And, 
finally,  I  like  Dow  Chemical  be- 
cause nobody  else  does. 

Make  mine  a  Michelob  or  a  Bud 
Light  or  just  a  plain  old  Budweiser 
any  hot  summer  day,  and  you  will 
make  me — 3indAnhet4ser-Busch  (42) — 
happy.  Bud  is,  by  far,  the  nation's 
largest  brewer,  and  is  estimated  to 
eam  around  $2.85  per  share  in  1989. 
Early  earnings  estimates  for  1990  are 
in  the  $3.25-per-share  range.  ■ 
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MONEY  &  INVESTMENTS 


By  Asliby  Bladen 


Our  debts  are  giving  us  a  headache,  but 
the  Fed  is  pouring  another  round. 

THE  PARTY'S 
GETTING  ROUGH 


to  predict  that  the  Fed  will  never 
inflict  another  deliberate  crunch 
this  side  of  runaway  inflation  un- 
less we,  the  people,  demand  it. 
Should  we? 

Yes,  because  it  is  clear  where  all 
this  easy  credit  is  taking  us  in  the 
long  run.  We  are  following  once- 
prosperous  Latin  American  nations 
hkc  Argentina  and  Brazil  toward  a 
dcbt-mduced  depression.  Latin 
America  has  been  in  a  depression 
for  seven  years,  but  we  are  so  deter- 
mmed  to  ignore  the  lesson  that  this 
column  is  just  about  the  only  place 
it  has  yet  been  called  the  D  word. 

American  consumers  are  having 
sober  second  thoughts  about  the 
size  of  their  debts,  and  the  prospect 
of  a  return  to  financial  sobriety  is 
scaring  the  Fed  into  pouring  another 
round  of  Oldc  Easy  Credit  to  avoid 
the  R  word.  But  the  worst  risk  we 
face  is  that  another  bout  with  infla- 
tion will  destroy  the  habit  of  per- 
sonal saving  here  and  create  the 
same  total  reliance  on  hyperinfla- 
tionary  government  borrowing  that 
it  has  produced  already  in  Latin 
America.  Their  example  shows  that 
a  deflationary  depression  that  our 
savings  survive  will  be  less  bad  than 
a  hyperinflationary  one  that  they  do 
not  survive. 

The  main  cause  of  the  Latin 
American  disaster  was  the  develop- 
ment economists'  delusion  that  de- 
velopment can  be  speeded  up  by 
massive  governmental  borrowings 
from  abroad,  instead  of  waiting  for 
the  people  to  save.  We  also  have 
been  borrowing  like  mad,  but  main- 
ly to  buy  houses  as  inflation  hedges, 
and  to  overleveragc  our  corpora- 
tions in  order  to  reap  short-run 
gains  in  the  stock  market.  Econo- 
mists do  not  count  rising  house  and 


So,  the  Fed  has  been  nudging  inter- 
est rates  down  in  an  effort  to  stave 
off  a  recession.  Keeping  our  long, 
debt-fueled  boom  going  by  making 
credit  even  more  readily  available 
than  it  has  been  the  last  seven  years 
will  turn  out  to  be  much  like  keep- 
ing a  long  booze-fueled  binge  going 
with  progressively  larger  jolts  of  the 
hair  of  the  dog. 

In  1980-82  Fed  Chairman  Paul 
Volcker  and  Governor  Henry  Wal- 
lich  pushed  interest  rates  way  up 
into  the  double  digits,  causing  im- 
mense pain  for  borrowers.  They 
were  trying  to  get  us  on  the  wagon 
before  we  drank  ourselves  into 
disaster. 

Then  the  Mexican  debt  crisis  in 
the  summer  of  1982  convinced  the 
Fed  that,  unless  it  eased  the  credit 
crunch,  it  would  cause  not  only  a 
domestic  American  debt  crisis  but 
also  a  worldwide  crisis  ot  incalcula- 
ble dimensions.  So  the  Fed  aban- 
doned tight  money,  and  the  already 
excessive  rate  of  debt  formation 
went  through  the  roof. 

That  abandoned  effort  was  the 
Fed's  fourth  failure  to  break  the  bor- 
rowing-and-spending  spree  and,  be- 
cause it  touched  off  the  worst  slump 
since  the  Great  Depression,  it  is  safe 

Asljh\<  Hidden  is  afiruitK  laJ  cotisultant  and 
author  of  How  to  Cope  with  the  IJewlop- 
inj>  Financial  i  risis 


stock  prices  as  inflation,  but  in  fact 
it's  the  most  dangerous  kind  be- 
cause those  inflated  values  are  the 
collateral  that  supports  our  exces- 
sive debts. 

Half  a  century  of  government- 
backed  loans  aimed  at  making  it 
easier  for  Americans  to  borrow  and 
buy  their  own  homes  have  pushed 
housing  prices  up  beyond  the  reach 
of  young  people.  But  now  that  prices 
have  been  pushed  so  high,  prosperi- 
ty depends  on  their  staying  up,  for 
in  Texas  we  have  already  seen  what 
happens  when  people  realize  they 
owe  more  on  the  mortgage  than  the 
house  is  worth  in  the  market.  The 
government  is  taking  over  thou- 
sands of  foreclosed  houses,  which  it 
will  not  dare  to  sell  quickly  for  fear 
of  depressing  the  prices  of  all  the 
voters'  homes. 

Housing  is  just  one  part  of  the 
problem.  In  the  next  downturn  the 
government  will  have  to  bail  out 
overleveraged  companies  whole- 
sale, or  their  collapse  will  cause 
massive  unemployment.  That  is  ba- 
sically how  the  Latin  Americans 
borrowed  and  spent  themselves  into 
hyperinflation. 

The  economists  tell  us  that  de- 
pressions are  caused  by  deflation, 
and  can  be  prevented  by  govern- 
ment-sponsored borrowing  and 
spending.  In  fact,  they  are  caused  by  .| 
excessive  debt,  and  whether  they 
turn  out  to  be  hyperinflationary  or 
deflationary  will  depend  partly  on 
political  policies  and  partly  on  po- 
htical  accidents. 

President  Hoover  wanted  to  bail 
everybody  out,  too,  and  set  up  the 
Reconstruction  Finance  Corp.  to  do 
it.  But  in  1932  House  Speaker  John 
Nance  Gamer  wanted  to  embarrass 
Vice  President  Charles  G.  Dawes  by 
publicizing  the  fact  that  the  Central 
Republic  National  Bank,  which 
Dawes  controlled,  had  received  an 
RFC  bailout  loan.  So  Gamer  insisted 
that  the  rfc  name  the  banks  it  had 
bailed  out,  and  the  banks  stopped 
taking  RFC  loans  and  started  closing 
their  doors  instead.  It  was  the  last 
straw  that  led  to  the  bank  holidays 
of  1933,  and  in  today's  rancorous 
political  atmosphere  a  similar  defla- 
tionary accident  is  entirely  possible. 

But  as  long  as  we  go  on  trying  to 
drink  ourselves  sober,  the  basic 
trend  Jf  inflation  and  interest  rates 
will  remain  up.  So  the  sooner  we, 
the  people,  call  a  halt  to  the  mad- 
ness and  accept  the  resulting  defla- 
tionary downturn,  the  less  bad 
things  will  be  in  the  end.    ■ 
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By  Mark  Hnlbert 


You  have  to  hand  it  to  Al  Frank:  After 
losing  60%  in  the  crash,  he's  back  on  top. 
Was  it  dumb  luck?  Or  brilliance? 

DOING  WELL  BY 
SITTING  TIGHT 


position  but  falls  below  the  market 
itself.  This  means  that  a  significant 
component  of  Frank's  market-beat- 
ing performance  has  been  his  use  of 
margin.  Or,  to  put  it  another  way, 
without  his  use  of  margin,  he 
wouldn't  have  beaten  the  market. 

Yet  he  has  made  that  risky  strate- 
gy pay.  How?  By  gamely  riding  out 
bad  periods.  The  key  to  Frank's  suc- 
cess for  the  full  nine  years  has  really 
been  psychological — his  willing- 
ness to  withstand  the  risks  of  being 
margined,  a  faith  that  eventually 
the  growing  U.S.  economy  will  bail 
him  out  from  shorter-term  losses. 

It  was  the  margin  rather  than  bril- 
liant stock  picking  that  enabled 
Frank's  portfolio  to  come  roaring 
back  after  October  1987.  In  a  post- 
crash  column  on  Frank,  I  focused  on 
six  of  his  stocks,  each  one  of  which 
Frank  felt  had  upside  potential  of 
over  200% .  On  average  through  this 
past  June  30,  these  six  underper- 
formed  the  s&p  500,  27.9%  to 
46.1%.  Not  very  impressive.  Yet 
Frank's  model  portfolio,  relying 
heavily  on  margin,  actually  gained 
119.5%  in  the  same  period.  Being 
heavily  margined  in  a  generally  ris- 
ing market  did  the  trick. 

This  generally  has  been  the  hall- 
mark of  Frank's  approach — sticking 
with  the  market  through  thick  and 
thin,  thus  avoiding  the  mistakes 
made  by  many  timers  who  prema- 
turely exited  the  market.  But  over 
the  past  couple  years  Frank  has  be- 
gun flirting  with  the  idea  of  trying 
to  time  the  market,  assuring  his 
subscribers  (and,  no  doubt,  himself) 
that  he  will  reduce  his  leverage, 
build  up  some  cash,  or  hedge  with 
stock  index  put  options  prior  to  the 
next  market  break. 

But  Frank's  flirtation  with  mar- 


Al  Frank  of  the  Prudent  Speculator 
is  a  man  who  likes  to  live  right  out 
at  the  edge.  After  1987's  October 
massacre,  many  believed  that  his 
newsletter  had  gone  over  the  cliff. 
One  month  prior,  his  had  been  the 
best-performing  investment  letter, 
as  monitored  by  my  Hulbert  Finan- 
cial Digest  over  the  period  since 
1980.  But  in  less  than  a  month  his 
model  portfolio  absorbed  a  heart- 
stopping  60%  loss,  and  margin 
calls  were  on  the  way.  He  appar- 
ently was  paying  the  price,  at  last, 
for  the  fully  invested,  fully  margin- 
ed strategy  that  had  served  him  so 
well  in  the  bull  market. 

But  look  where  he  is  now!  In  the 
HFD's  just-completed  survey  of  per- 
formance over  the  last  nine  years, 
Frank  has  recaptured  first  place.  For 
the  entire  period  from  mid- 1980  to 
mid- 1989,  his  model  portfolio  beat 
the  sSlp  500's  total  return  by  a  mar- 
gin of  461 .4%  to  308.5%,  edging  out 
Martin  Zweig's  Zweig  Forecast, 
which  gained  439.3%. 

What  are  we  to  make  of  the  Frank 
phenomenon?  When  his  perfor- 
mance is  adjusted  for  risk,  it  not 
only  drops  out  of  the  number  one 

Mark  Hulbert  is  editor  of  the  Alexandria, 
Va -based  Hulben  Financial  Digest.  His 
newest  book  is  The  Hulben  Guide  to  Finan- 
cial Newsletters  CProbus  Publishing). 


ket  timing  risks  undercutting  the 
investment  philosophy  that  has 
served  him  so  well.  By  my  count, 
Frank  has  been  trying  to  time  the 
market  for  about  three  years  now. 
On  none  of  the  half  dozen  or  so 
occasions  on  which  he  has  hedged 
his  portfolio  with  index  put  options 
has  he  been  successful.  Plus,  of 
course,  he  was  unhedged  and  fully 
leveraged  on  Black  Monday. 

Talk  of  market  timing  is  no 
doubt  comforting  to  subscribers 
who  otherwise  might  not  even 
think  of  pursuing  Frank's  leveraged 
approach.  But  that  isn't  what  has 
made  him  successful.  To  realize  his 
postcrash  recovery,  for  example, 
Frank  had  to  do  little  more  than 
simply  sit  on  his  portfolio.  It  was 
already  as  heavily  margined  as  it 
could  be,  so  it  actually  had  no  left- 
over buying  power  that  Frank  could 
have  used  to  acquire  the  stocks  he 
recommended.  Frank  merely  made 
the  decision — admittedly  crucial — 
not  to  bail  out  of  stocks.  The  rising 
market  did  the  rest. 

Frank's  approach  is  at  once  em- 
barrassingly simple  and  extremely 
difficult.  It  doesn't  depend  on  an 
above-average  stock-picking  ability 
or  on  any  ability  to  time  the  market 
at  all.  It  is  difficult  because  few  in- 
vestors have  the  nerves  of  steel  re- 
quired to  stick  with  his  approach. 

Frank  right  now  is  fully  invest- 
ed— and  margined — saying  the  mar- 
ket could  double  or  triple  in  the 
next  two  or  three  years.  Half -joking- 
ly, he  has  named  3214.54  on  the 
Dow  as  a  possible  target  for  1989. 
Frank  argues  that  this  is  where  it 
would  trade,  given  current  earnings 
for  the  Dow  30  and  assuming  a  his- 
torically average  p/e  of  14. 

For  those  willing  to  go  with 
Frank,  he  currently  finds  a  number 
of  stocks  worth  buying.  He  is  espe- 
cially fond  of  the  automobile  indus- 
try, for  example,  particularly  Ford 
(48)  and  Chrysler  (24).  In  addition,  he 
has  just  put  on  his  buy  list  two 
secondary  stocks:  Storage  Technol- 
ogy' (13),  a  maker  of  computer  stor- 
age devices  recently  emerged  from 
Chapter  1 1 ;  and  Alexander  &  Baldwin 
(36,  o-t-c),  Hawaii's  largest  sugar 
cane  grower. 

Is  Frank's  performance  brilliant 
in  the  face  of  his  extraordinary  risk- 
taking?  Right  now,  it's  a  question 
for  academic  philosophers  whether 
Frank's  success  is  because  of  bril- 
liance or  blind,  incredible  luck.  I 
admit  I  don't  know  the  answer.  The 
future  alone  can  give  one.   ■ 
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FINE  WINES 


FINE  WINES 


BUSINESS  OPPORTUNITIES 


BUSINESS  SERVICES 


WEST  COAST '  S  LARGEST  SELECTION  OF  RARE  WINES 


100,000  Bottle  Inventory  for  Collectors 
Fine  Wines  of  the  World  from  1870-1986 


FOR 


ROMANEE  CONTI 
MONTRACHET 
CHATEAU  PETRUS 


CH  DYQUEM 
RARE  PORTS 
RARE  CALIFORNIA 


Request  our  60-page  catalog  of  fine  &.  rare  wines. 

VCfe  ship  promptly.        VlSA/MC/Am.  Exp. 
415  459-3823        415  456-9463        FAX  415  456-8858 


2138  4th  St  San  Rafael 
CA  94901 


Marin  Wine  Cellar 


REAL  ESTATE 


SOUTHWtSTKRN  MONTANA 
MOINTAIN  RANCH.  This  ranch 
coniains  more  than  12.000  deeded  acres 
111  a  coniiguous  block  «hich  is  adjaceni 
lo  ihc  nalional  forest  lor  more  than 
Mine  miles.  It  is  estimated  to  carry  l,5(X) 
animal  units  and  has  the  most  complete 
set  of  improvements  we  have  seen. 
Nearly  %2  million  has  been  spent  to 
build  or  rebuild  every  ditch,  fence  or 
building  on  the  ranch.  The  three 
"manager/ovvncr  quality"  homes  plus 
cMensive  guest  facilities  would  make 
any  ranch  owner  proud.  In  addition, 
the  owner  of  this  ranch  would  have  a 
magnificent  hand-hewn  log  and  stone 
owner's  residence,  which  is  at  once 
grand,  but  appropriate  to  the 
surroundings.  Extensive  fishing  and  big 
game  hunting  are  available  both  on  the 
ranch  and  in  the  wilderness  area  jusi 
one-quarter  of  a  mile  from  the  ranch 
border 

MADISON  Rl\  KR  RANC  H.  Uxated 
at  the  contluence  of  Indian  Creek  and 
the  Madison  River,  17  miles  south  of 
I  nnis,  this  626-acre  propertv  includes 
lush  river  bottom  meadows  surrounded 
by  trees  and  an  attractive  2,l87square 
loot  home.  New  pole  fencing  sets  off 
ilic  horse  paddivks  which  are  served  bv 
I  wo  horse  barns.  I'he  west  boundary  ol 
the  properly  is  formed  by  I  3 '4  miles 
ol  the  Madison  River  It  is  in 
immaculate  condition  Price  $750,00(1 
(  onlaci  c-xclusive  agent  lor  sellers:  Hall 
und  Hall,  Inc.,  P.O.  Box  1924.  BillinKs, 
Montana  S^IO.V  1406)  252-2155  or 
(4(»6I  6JI2-7583. 


IIVINCSTON/BOZKMAN  AREA 
RANCH.  About  45  minutes  north  of 
each  town,  this  4,500-acre.  all-deeded, 
contiguous  ranch  lies  at  the  end  of  a 
road  It  is  adjacent  to  the  national 
forest  lor  three  miles,  on  two  sides.  .A 
comfortable  5(X)  animal  unit  ranch,  it 
leatures  three  homes  and  good 
live-stock  facilities.  This  ranch  routinely 
produces  550  to  6(X)  pound  calves,  but 
more  importantly,  il  is  breaihlakingly 
beautiful.  It  backs  up  to  rugged  10.000 
fool  peaks  and  there  are  enough  timber 
and  aspen  groves  to  frame  the  huge 
expanses  of  tiniothv  meadows.  In 
norm.-»l  times,  a  (ropertv  such  as  this 
would  be  pricelc-ss.  Today  it  has  a  prict 
Coni.ici  exclusive  agent  for  seller  Hall 
,  and  Hall.  Inc.,  PiX  Box  1924,  BillinKs, 
I  MonlHna  5901.1.  (406)  «2-2IS5  or 
!  (406)  Wt2-7S8.1. 


FINANCIAL  SERVICES 

BIG-NAME  STOCKS 
TO  UNLOAD  NOW: 

My  new  Performance  m 
Ratings  of  all  NYSE  ' 
stocks  show  200  ex- 
tremely vulnerable 
stocks  (rated  8  or  9) 
-including  some  very  j 
famous  names  - 
whicti  I  believe  could 
■fake  a  bath"  III  rush  u.„j,^,  ,^r.~ 
you  the  Performance  MARTINZWEIG 
Ratings  ($39  value)  as  a  bonus  with 
your  subscription  to  The  Zweig  Fore- 
cast Time  IS  crucial. 

Three-Month  Trial  $50  One  Year 
$245  Visa  or  MC  1-800-633-2252 
Ext  9064 

THE  ZWEIG  FORECAST 

PO  Box  360,  Bellmore,  NY  11710 


ALL  DISCOUNT  BROKERS 
ARE  NOT  ALIKE! 

Munel  Siebef  1  lailors  rales  lo  your  needs 
Eiample  1000  shrs  (a  5c  2000  lo  4999  sins 
(n  4c  SOOO  •  shrs  (o  3c  OTC  3c  5000  • 
2c  $50  mm 

Trade  with  fhe  {iiscount  protessiorials 

Muriel  Sleberl  t  Co.  Inc  . 

444  Madlion  Ave  .  NY.  NY  10022 

1-71»-SIE-BERT-1-800-USA-0711 

Wom[».N»vf    ■.*'  MC.^  Dwpf  re 


HARD  TO  BORROW? 

No  ("redil  Check 
(juaranlecs  Provided 

We  do  not  make  loans 

Minimum  SIOO.CXX)   5-20  year^ 

The  Funding  Assistance  Corp. 

U.S.A    (212)755-9400 

Fa»(  2 1 2)755-7339 


REAL  ESTATE 


Everyone's  Dream .. 
8  Montana  Ranch! 

6,300  deeded  and  l  ,700  aaes 

leased,  just  six  miles  froin  State 

Capitol   For  dis(?iptlve  brochure  or 

video,  call  Gib  Goodman, 

(406)442-7606  or  the 

Landmark  Company 

(406i443-7C70 


BY  OWNER 

AUTOS  BOATS  AIRPLANES 

BUSINESSES  FINE  ART 

HORSES  LUXURY  HOMES 

I  140  000  INDIVIDUAL  LiSTitsiGS 

NO  BROKERAGE 
COIViriiSSiON 

COMPUTER  LISTINGS 
2  UPDATED  DAILY 

'  Toll  Free  1  800-327-9630 


^^Bs 


^i 


REPOSSESSED  VA  &  HUD  HOMES 

avaiiab'e  from  government  from  $1  without  credit 
check  You  repair  Also  drug  seizures  and  lax 
delinquent  foreclosures  CALL  (805)  682-7555 
EXT  H-1030  tor  repo  list  your  area 


SEIZED  CARS — Porsche  Ferrari  Vette 
etc  Trucks  boats,  4-wheelers  TVs,  stereos, 
(urniiure  by  Drug  Enlorcement  Agency,  FBI,  IRS 
Unbelievable  bargains  on  late  models  Available 
your  area  now  Call  (805)582-7555  EXT  C-t031 


QCI  I  VflllD  Brokers/Owners -list 
OCLL  lUUn  in  Japanese  MLS- 
DQflDCDTV  'y>^  service  Reach 
rnUrCni  I    lOOOsolBrokers/ln- 

ml  A  PA  M  vestors/Corporations 
«IMl  Mil  in  Japan  Free  trans- 
lation/typesetting Also  display  ads,  brokerage/ 
agency  services,  consulting,  marketing,  trade- 
shows  NO  COMMISSION 

Horiez  Bunker  1-800-USA-2111 


SS  OVER  ONE  BILUON   SS 

WORTH  OF  BUSINESSES  FOR  SALE  BY  OWNERS 
MAJOR  MANUFACTURING  TO  SMALL 
RETAIL  SHOPS 

^     No  Brokerigi  Ftu 
NATIONWIDE 
To  Buy  or  StII 
Call  Toll  Free  1-800-999-SALE 
GREAT  WESTERN  BUSINESS  SERVICES.  INC. 


1 


1-dOO-USA-LIST 


ilKWUl  titling  S**vC^   Inc 

BUY  -SELL  -TRADE 


PROPERTY-PRODUCTS-SERVICE 


R'NGiNC  BUYERS  h 
f.LL'RS  TOGETHER 


NO  BROKERAGE  FEES 


Salesperson's  dream. 
Safe-Slride. 

New  -  exciting,  protected  territory, 
existing  demand,  no  rejection.   Six 
figure  income.   S6.000  or  $21,000 
to  own  business. 
Recording  800-553-2809. 


N.A.G.L.S. 

View  precious  gcmslones  for  sale 

on  computer  free  of  charge. 

(416)  238-4985 

For  further  inlormation. 
(416)  238-8044 


MISCELLANEOUS  FOR  Sf^ 


INVESTMENT  GEMSTONg 
GUARANTEED  LIQUIDIT'ISI 

We  buy  &  sell  Diamonds  and  all  PrfOtl 
Gemslones    Free  wholesale  catalog  m 
1967!  Member  Jewelers  Board  of  Trc 
Chamber  of  Commerce 

HOUSE  OF  ONYX 

One  Mam  Street 

Greenville.  Kentucky  42345 

TOLL  FREE  l-800-626-«353 


FORBES  BINDERS 


SAVE  YOUR  COPIES  OF  FORI 

These  custom-made  cases 
and  binders  protect  your  qjs 

valuable  copies  from  dam- 
age They  tiold  about  hall  a 
year  s  issues  Made  (rom  re- 
inforced board  covered  with 
leather-like  material  in       ^^         VK'' 
red  Title  is  hot-stamped 
in  gold  Binders  have 
special  spring  mechanism 
to  hold  snap-in  rods  BIN 

Cases! -$7  95  3-$21  95  6-$39  95 
Binders  1 -$9  95  3 -$27  95  6-$52  95 
ORDER  FROM  Jesse  Jones  IrWustnes  Dep 
499  East  Erie  Ave  Priila  PA  19134  E- 
name  address  [no  P  O  Box)  &  payment  Add  $ 
unil  lor  P4H  Outside  USA  $2  50  pef  unit  |U  S 
only)  Pa  resioenis  add  6°'o  sales  tax  Credr 
orders  call! -800-972-5858  Imin  $15)  Please 
4  to  6  weeks  lor  delivery  Satisfaction  Guaran 


FORBES 
MARKET/CLASSIFIE 

Advertising  closing  date  is  le 
month  preceding  date  of  issue 

Frequency  discounts  avails 
Payment  must  accompany  or 
unless  from  accredited  agency 

FOR  ADDITIONAL  INFO.RMATIOI 
WRITE  OR  CALL: 

LINDA  LOREN 
FORBES  MARKET  CLASSIFIEIj 

60  Fifth  Avenue,  New  York,  NY  IOC 
(212)  620-2440 
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SHIs 
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tSj  COMPUTER  SOFTWARE 


MERCHANDISE 


WINE  CELLARS 


SAl 


THE  RIGHT  TIME  SYSTEM 

ie  Slock.  Index,  Futures  and  Mutual 
jnds  Programs  for  the  IBM,  Macintosh 
id  Apple  II  personal  computers  generate 
;curate  Buy/Sell  signals  (or  individual  in- 
istment  instruments^   The  software  was 
jveloped  by  an  export  portfolio  manager 
r  his  own  personal  use  and  are  now  avail- 
)le  for  any  smart  trader  who  wants  to  make 
jick  profits.    Call  or  write  for  our  free 
ochure. 
T.B.S.P.  Inc.,  620  Avocado  Ave. 
Corona  Del  Mar,  CA  92625 
(714)  548-2874 


SFT--Stock  Fund 
Trader  Timer 

frade  No-Load  Funds  for  more 
)rofit  at  less  risk  with  new  IBM  PC 
,oftware.  FREE  details,  send  9" 
iASEtoM.Scotl,4369N.  Wilsons., 
-resno,  CA  93704 


REAL  ESTATE  SERVICES 


( 


YOU  CAN  MAKE  $1,000,000+  + 
<  ONE  REAL  ESRTE  DEVELOPMENT  DEAL 

J  can  lose  SI  ,000,000  lUSt  as  quickly  Knowledge  is  the 
ciding  tador  300  ol  Ihe  Country  s  lop  real  estate  devel- 
ers  comtine  Iheir  know-how,  the  ins  atri  outs  in  this  Sell 
/oy  Dflf/qomem  Course  20,000  graduaes.  senous  firms 
;  Olympia  i  York,  Trammell  Crow,  Kaufman  i  imi. 
•matt,  Pilte  Corp,.  Toll  Bros,.  Rouse  Co..  General  Dev. 
qi,  Pn/dHitial  Dev..  Del  Webb.  S295  (Jus  S/H  Capitalra 
loda>''s  markel  conditions  To  order  senous  parlies  only 
I  THE  REDI  FOUNDATION  ■  (508)  358-2665. 


EDUCATIONAL  SERVICES 


FREE  COLLEGE  TAPE 


•  EXTERNAL  DEGREES  • 

Business  &  Puttie  Adminisuaiion 

Criminal  Justice  M^jt .  Theology.  LAW 

F^mancial  aid  available 

TOLL  FREE  24  hrs.  (800)  759-0005 

LA  SALLE  UNIVERSITY 


COLLEGE  DEGREE 

BACHELORS  •  MASTERS  •  DOCTORATE 

for  WoA  Lite  ind  AcaOemic 

Ej(pef*iia  No  CUssroom 

Attendance  Requirw) 

Call  (213)  471-0306 

Ouuld*  CaMlomla 

1  •  800-423-3244 

or  send  detailed  resume 
lot  Free  Evaluation 
Pacific  Western  University 

N  SftuMMieivO    0«pl    185   LOS  Angeles  CA  90049 


WINE  CELLARS 


STOP  SWEAT 
FOR  6  WEEKS 


DRIONIC®-the 

answer  to  costly  and 
embarrassing  under- 
arm, hand  or  fool 
sweat.  Short  treatment 
with  electronic  O'ionic 
keeps  these  areas  dry 
for  6  week  periods  Try 
doctor  recommended 
Drionic  @  $125  ea.  pair 
(specify  which).  Send 
ck  or  MC/Visa  #  &  exp. 
date  CA  res.  add  6% 
lax.  45  DAY  MONEY 
BACK  GUAR. 

GENERAL  MEDICAL  CO. 

Depl.  FOB-22 

1935  Armacost  Ave. 

Los  Angeles,  CA  90025 

Phone  orders  — MC/ 
Visa-800  HEAL  DOC 


BUSINESS  SERVICES 


PLANNING  A  ROAST? 

The  "Roast  Bible":  We're  Roasting  Harry 
Tuesday  Night;  How  To  Plan,  Write  and 
Conduct  the  Business/Social  Roast  now 
available  from  Jokesmith  Press.  Harry  is  part 
how-to  with  2000-f  jokes,  one-liners,  &  scripts 
created  for  the  professional  audience. 

For  Harry  and  a  sample  Jokesmith  (the 
only  comedy  newsletter  for  &  by  business  pro- 
fessionals) send  $20  to:  The  Jokesmith,  44 
Queensview  Rd.,  Marlboro,  MA  01752 


CAUGHT! 

Employee  theft,  drug  use  with 

concealed  video 

by  Sperry- Vision  Corp. 

Call  for  FREE  VHS  tepe 

and  information. 
Mr.  Kelly  1-800-ROBBERY 


COMPUTERS 


ffllmflRYmflC 


INDUSTRIESINC 


Our  i:ih  \cjr.>l  DISCOl^NT.S, 
COMPITKRS&  tKl.m.AR  PHONK.S 

hjil    Prcpjid    Save   \\ix 
n.ll  hrcc  800-23l-J6)tO 


rmFT 


fhsw  KjU  f-v»\  .  KdU  lH.iuMon)  IX  77-lso 
I  7I.V.<'^:  i)747  h,n  i7Hl  574  4S(,7 


FAST  FACTS  ABOUT  FORBES  SUBSCRIBERS: 

♦Total  management:  74.7% 
♦Total  paid  circulation:  735,000 
♦Average  household  income:  $162,000 
♦Average  value  of  investment  portfolio;  $899,000 


WiNECELLARS-  USA 

18  Models  -  We  won't  be  undersold! 
Immediate  shipment  on  most  models. 
Handmade  Wood  Cellars  Your  Cost 


VnaJMC/AmExJDiscovet 


296  Bottle  Credenza 

Ret:  $  2795 

$  1795 

440  Bottle  Capacity 

2495 

1695 

700  Bottle  Capacity 

3495 

1995 

Designer  Models 

-  jVot  Hamimade 

40  Bottle  Class  Door 
60  Bottle  Glass  Door 


$  599 

749 


499 
659 


FurVault  holds  about  8  Furs  $3495 


$  1895 


Custom  Cellars  &  Racking  Systems  -  Call  For  Catalog 

134  W  131ST  St.  Los  Angeles  •  800/777/VlNO  (777-8466)  or  in  CA  213/719-9500 


Eurocave 

WINE  CELLARS 


Spoil  yourself,  not 
your  wines,  with  the 
perfect  temperature  and 
humidity  control  of  a 
Eurocave  wine  cellar. 

IMfWEDlATE  DELIVERY 
on  units  up  to  2,000  bottles, 

prices  from  only  $995  ^. 

FREE  Cellar  Catalog 

800-356- VINO 

Dept.  D-1 


THE  WINE  ENTHUSIAST* 

Box  39,  PleasantvUle,  NY  10570 


FASHION 


MATERNITY 

Extfcutivesuili  ele^dnt  drevses  conlcm. 
porary  sportswear  and  evening  dresses 
too!  For  a  ^reat  imane  during  and  after 
pre(<nanty  Catalog  with  swatches  and 
titfiuideS^  refundable  with  order  Visit 
our  stores  in:  Allant«,  Arltnglon  His.,  1L 
Baltimore.  Boflon.  CtiarloKe.  NC.  Cliicago 
Cleveland.  OaUjs.  Denver.  FairOalu  MaU. 
VA.  Ft.  Lauderdale.  Hamsburj.  PA.  W, 
HaHford.  CT,  Houtton.  King  ol  Prysi.a 
PA.  Los  Angeles.  Minneapolis.  New 
Orieans.  New  York.  Palo  Alto.  CA. 
PhJadelphIa   Pittsbui^h,  Princeton.  N  ) 
St.  Louis.  San  Francisco.  Santa  Ana.  CA 
Stamford,  CT.  Washington.  D.C. 
Telephonell.s. {.25.0151    I -10'> 
Noble  Street.  .5th  Floor  Dept 
FO^H.    Philadelphia.  FA   I 


® AND  THEY 
PLAY  TOO! 


CORPORATE  ITEMS 

JOHN  CLEESE 

Regularly  Visits  DEC,  3M, 
Hyatt  Hotels,  Barclays  Bank, 
IRS  and  thousands  of  other 
organizations  through  Video 
Arts  training  programs. 

For  a  FREE 
catalog 
of  sales, 
management, 
and  customer 
relations 
programs  ca 

VIDEO 
ARTS 

l-«(l(»-553-(M)«» 

\U>X 

In  II 

1-312-291-100 

\16« 


FACSIMILE  MACHINES 


FAX  PAPER 


FAX      PAPER 


'  Guaranteed  lowest  prices 
'24  hour  shipping 
Dealer  inquiries  invited 


Call  or  fax  for  catalog/price 
Tel:  (516)  239-1854 
Fax:  (516)  239-1939 


A-Z  FAX  PAPER  MFG. 


Wltfi 

Every  Fax 
Machine  Purxnasea 

TOP  DISCOUNT 

ON...  ■•wrp 


•  BEST  PRICES  IN  THE  COUNTRY 
J.L!,  SERVliE  AND  TRAINING 


•  NO  SALES  TAX 


RAX  OP  AMERICA 

1-eOO-S42-»AXX 

AMERICA  S  LOW  PRICE  FAX  OlSTBIBUTOg 


Forbes:  CapitalistTool® 


Streetwalker 


Edited  by  Thomas  Jaffe 


Macro  opportunity 
in  Blicrosoft? 

Among  the  computer  software 
company  stocks  to  come  under 
heavy  fire  in  recent  weeks  is  Micro- 
soft Corp.  (estimated  1989  sales,  $800 
million).  Recent  over-the-counter 
price:  53 'A,  down  from  60  since  the 
beginning  of  June. 

Based  in  the  Seattle  suburb  of  Red- 
mond, Microsoft  is  best  known  for  its 
DOS  operating  system,  used  by  most 
IBM  and  IBM-compatible  microcom- 
puters. It  is  introducing  a  new  system, 
the  OS/2.  Designed  to  run  on 
the  new  generation  of  comput- 
ers based  on  the  Intel  80286 
and  80386  chips,  the  OS/2  pro- 
vides increased  memory  for 
running  applications  and  can 
perform  several  tasks  at  the 
same  time. 

The  trouble  is,  lately,  person- 
al computer  shipments  have 
slowed.  And  the  acceptance  of 
the  OS/2  is  taking  longer  than 
expected.  As  a  result,  some  ana- 
lysts have  cut  their  estimates 
on  Microsoft  for  the  fiscal  year 
that  began  this  July.  There's 
also  concern  over  a  copyright 
infringement  suit  Apple  Com- 
puter has  filed  against  Micro- 
soft and  Hewlett-Packard. 

David  Readerman,  an  analyst  at 
Shearson  Lehman  Hutton,  can't  pre- 
dict the  suit's  outcome.  But,  on  earn- 
ings, Readerman  definitely  thinks  that 
Microsoft's  a  buy.  For  the  fiscal  year 
just  ended,  Readerman  believes  the 
company  netted  $3  a  share,  up  35%. 
He's  looking  for  $3.85  in  the  current 
fiscal  year.  The  stock  sells  for  14  times 
his  fiscal  1990  estimate,  not  much  for 
what  has  been — and  could  still  be — 
one  of  the  world's  preeminent  growth 
stocks.  (Microsoft  has  54  million 
shares  outstanding;  38%  are  controlled 
by  founder  William  Gates  III.) 


American  anomaly 

Recent  rumors  have  the  American 
Stock  Exchange  talking  a  merger 
with  the  Philadelphia  Stock  Ex- 
change, or  ;u  least  a  combination  of 
their  options  businesses  To  look  at 
the  Amex'  equity  tradmg  of  late,  how- 
ever, you'd  think  the  exchange  was 
booming.  As  we  go  tc  press,  the  Amex 
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index  has  hit  an  alltime  high  for  the 
ninth  time  since  June,  closing  at  a 
record  369  on  July  18.  From  its  post- 
crash  low— 232  on  Dec.  4,  1987— the 
index  has  now  risen  nearly  60%. 
What's  more,  volume  has  come  back. 
In  1987  daily  turnover  in  equities  av- 
eraged 14  million  shares.  Last  year  it 
was  down  to  10  million.  But  the  trad- 
ing has  been  steadily  building  so  far 
this  year,  in  June  reaching  over  13 
million  shares  a  day. 
Alas,  there  is  another  side  to  the 


Ihick'ts  on  tlx'  JhK)r  uj  ihe  .\))ic.\ 
Volume  up,  seat  prices  down. 


Amex  story. 

The  exchange  has  661  regular  mem- 
berships, entitling  one  to  trade  any 
product  listed  there.  (There  also  are 
more  specialized  options  member- 
ships and  limited  trading  permits.) 
With  respect  to  the  prices  of  these 
regular  seats,  the  numbers  bear  out 
that  the  securities  industry  remains  a 
shadow  of  its  former  self.  On  Oct.  16, 
1987,  just  before  the  crash,  an  Amex 
seat  sold  for  $420,000.  Even  on  the 
day  the  index  reached  its  postcrash 
low,  a  seat  fetched  $275,000.  But  the 
last  time  the  Amex  auctioned  off  a 
scat,  on  May  24,  it  brought  just 
$181,000.  This,  despite  the  pickup  in 
volume.  The  best  explanation  for  this 
anomaly  seems  to  be  that  profession- 
als don't  believe  the  increased  volume 
can  be  sustained. 

Streetwalker  doesn't  want  to  sound 
unduly  bearish,  but  that  seat  value 
decline,  not  the  Amex'  60%  gain 
since  December  1987,  may  prove  to 
be  the  better  measure  of  Wall  Street's 
continuing  malaise. 


Higher  Society 

Earlier  this  year  Toledo's  $6  billiorj 
(assets)  Trustcorp,  Inc.  ran  int(| 
trouble  because  of  bad  commercia 
real    estate    loans.    In    June    Societal 
Corp.,  the  $10  billion  (assets)  banll 
holding   company   headquartered   ir 
Cleveland,  agreed  to  acquire  Trust 
corp  in  a  pooling-of-interest  deal  ex 
pected  to  be  completed  by  late  thii] 
year  or  early  next.  Each  of  Trustcorp'i 
16.5  million  shares  will  be  swappei 
for  0.75  share  of  newly  issued  Societ 
shares.  (Society  currently  has  some  22| 
million  common  shares  outstanding. 
Society's  stock,  trading  around  4CJ 
when  the  merger  was  announced,  fel 
to  about  36  on  the  news  and  was  re 
cently  trading  o-t-c  at  36'/2.  (Trust 
corp,  also  on  the  o-t-c,  was  latel 
,rcGr.>up      25 'A.)  Thc  dccline  in  Society] 
was  not  wholly  unexpected 
Banking  analyst  Mike  Miluno 
vich   of  Milwaukee's   Rober 
W.  Baird  &.  Co.  calculates  thi 
dilution  caused  by  the  merge: 
will  be  around  10%.  But  Mi 
lunovich  has  a  buy  on  Society] 
all  the  same. 

On  fundamentals,  Miluno-| 
vich  says  Society's  loan  portfo 
lio  is  in  good  shape.  Over  the| 
last  five  years  its  ratio  of  ne 
loan    charge-offs    to    average 
loans    has    averaged    a    low 
0.29%.  He  thinks  it  cannot 
help  but  raise  Trustcorp's  lend 
ing  standards.  Moreover,  Soci 
ety  is  acquiring  the   leading 


banking  market  share  in  northwest 
Ohio  as  well  as  a  presence  in  Ann 
Arbor,  Mich,  and  northern  Indiana. 

Milunovich  argues  that  the  best 
time  to  buy  the  acquiring  company's 
stock  is  at  the  maximum  point  of 
dilution,  as  the  increased  rate  of  earn- 
ings growth  will  eventually  eliminate 
dilution's  effects.  Pre-dilution,  Milun- 
ovich expects  Society  to  earn  $4.64  a 
share  this  year,  up  13%  over  1988. 
Accounting  for  dilution,  he  estimates 
earnings  will  be  off  a  fraction  next  year 
but  then  resume  their  growth  in  1991, 
when  he's  looking  for  $5.31  a  share. 


Acton  in  action 

One  of  the  most  interesting  asset 
players  Streetwalker  has  come 
across  is  Clyde  Engle,  a  46-year-old 
Chicago  investor  and  former  money 
manager  who  got  into  the  takeover 
game  in  the  early  Seventies.  Engle 
specializes  in  buying  control  of  small, 
relatively  illiquid  public  companies, 
then  cobbling  them  together  as  the 


FORBES,  AUGUST  7,  1989 


•I  iituation  may  warrant. 
j  In  1985  Engle  took  control  of  Ra- 
!  eigh,  N.C.-based  Acton  Corp.,  a  cable 
lotlrv  operator  with  a  big  accumulated 
nti!  leficit.  In  1986  he  restructured  Ac- 
:ii|  :on's  debt  and  sold  some  assets  to  pay 
etiijank  creditors;  by  1987  Acton  again 
iniiad  a  positive  net  worth.  Last  year 
mingle  merged  Acton  with  another 
istljompany  he  controlled,  Sunstates 
ex  2orp.  Simstates  is  in  real  estate  in- 
liii- /estment  and  insurance,  its  profits 
p;l)heltered  by  a  large  tax-loss  carryfor- 
ifcl  ward.  The  result  of  the  combination  is 
;t|.5135  million  (sales)  Acton,  a  trove  of 
v[  issets,  increasing  liquidity  and  a  near- 
ly 1 5100-million  tax  shelter.  Recent 
4(i\mex  price  for  its  3.6  million  fully 
eii  diluted  shares:  I9'/2,  about  equal  to 
re-j  stated  shareholders'  equity. 
stj  So  far  in  1989  Acton  has  sold  its 
1,  South  Carolina  cable  assets  and  its 
t(  shares  of  Land  of  Lincoln  Savings  &. 
:(j  Loan.  Also  for  sale  are  real  estate 
0  holdings.  As  of  Dec.  31,  this  portfolio, 
n  including  Florida  properties,  was  car- 
di  ried  on  the  books  at  just  $42  million. 
f.  In  April  Acton  agreed  to  sell  its 
1j  cable  system  in  Anne  Arundel  Coun- 
n  ty,  Md.  to  Jones  Intercable  for  $80 
tnillion  in  cash  (or  $2,360  per  sub- 
0  scriber),  but  the  deal  died  after  the 

0  Federal  Trade  Commission  ques- 
]j  tioned  its  anticompetitive  effects.  Ac- 
f,  cording  to  John  Boland  of  Baltimore's 
If.  John  C.  Boland  &.  Co.,  Acton  may  not 
J  fetch  as  much  from  another  party  be- 
ji  cause  Jones  was  bidding  not  only  for 
J  subscribers  but  also  to  get  a  lock  on 

1  the  market.  But  Boland  doesn't  expect 
,(  the  markdown  will  be  significant. 
sj  Even  at  $2,000  per  subscriber,  the  sys- 
j  tem  would  still  bring  $68  million,  or  a 

$36  million  ($10  a  share)  pretax  gain. 
Assuming  Acton  fails  to  sell  the 
Maryland  cable  assets  for  now,  it  is 
J  still  awash   with   $127   million,    or 
,  roughly  $35  per  share,  of  more-or-less 
.  hquid  assets.  Much  of  this  is  being 
,  invested  through  Acton's  Normandy 
;  Insurance  Agency  subsidiary.  As  of 
1  Dec.  31  Normandy  and  its  operations 
;  had  total  assets  of  $192  million,  ver- 
sus $144  million  a  year  earlier. 

Even  lowballing  the  value  of  the 

Maryland  cable  system,  Boland  calcu- 

I  lates  Acton  is  still  worth  roughly  $30 

a  share  net  of  debt,  more  than  50% 

above  the  recent  market  price. 

Investors  in  Acton  are  really  minor- 
ity partners  of  Clyde  Engle.  Compa- 
nies Engle  controls  own  most  of  Ac- 
ton's Class  B  stock,  equal  to  74%  of 
Acton's  voting  shares.  But  there  also 
are  about  1.6  million  Amex-listed 
common  shares.  Boland's  advice  is  to 
accumulate  these  common  shares 
slowly,  without  chasing  them. 
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"This  is  the  way  you  always 
imagined  the  South  Pacific 


k 


Andrew 
jnspoiled 
says  about  Malcolm  Forbes' 
exotic  Fiji  Island  Daradise 


iinswndpa 


It's  the  vacation 
of  a  lifetime  for 
$2,150  a  week! 


r      I      1 3ken  as  a  whole,  F^i  is 
'      B      'perhaps  the  most  idyllic  and 
'^  ^  I        hospitable  archipelago  in  the 
™  *  B        South  Seas,  its  essence 

^^^      springing  right  from  the  heart 
of  unpretentious  people  whose  en- 
thusiastic greetings  of  'bula'  are  a  re- 
flection of  the  welcome  and  care 
extended  to  visitors. 

"This  is  the  way  you  always 
imagined  the  South  Pacific  to  be  - 
an  unspoiled,  once-upon-a-time 
tropical  isle  seen  by  very  few  people 
outside  Fyi  since  it  was  first  spot- 
ted by  Captain  Bhgh  from  the  decks 
of  the  Bounty  two  centuries  ago. 
Situated  200  miles  out  to  sea  north- 
east of  Nadi,  Laucala  is  the  lushest, 
remotest  and  most  exclusive  of  all  the 
destinations  in  this  comer  of  the 
world.  The  island  is  ringed  by  impres- 
sive coral  reefs,  shell-strewn 
beaches  and  a  beautifully  manicured 
coconut  plantation  whose  terrain 
rises  upward  to  a  mountainous  interi- 
or rife  with  giant  ferns,  mango  trees 
and  wild  birds — 

"It  was  only  recently  a  decision 
was  made  to  share  this  unique  spot 
with  compatible  travelers  capable 
of  appreciating  the  charm  and  unhur- 
ried atmosphere  such  a  pastoral 
sanctuary  can  offer.  Peace  and  priva- 
cy, of  course,  are  still  paramount, 
so  don't  expect  to  find  a  traditional 
full-blown  social  resort,  but  rather 


Contact: 
Fiji  Manager 
Attn:  Erroi  Ryland 
Fort  Garland,  CO  81133 
(719)  379-3263 


an  intimate  cottage  colony  accom- 
modating no  more  than  8  guests  in 
residence  at  any  one  time. 

Meals  are  a  delight  here,  begin- 
ning with  breakfast  prepared  by  a 
cook  and  housekeeper  in  the  priva- 
cy of  your  own  bungalow  at  any  hour 
you  wish.  Dinner  and  lively  conver- 
sation are  enjoyed  at  the  atmospheric 
Plantation  House  . . . 

"A  wide  range  of  daytime  diver- 
sions are  available  including  top- 
notch  sport  fishing  aboard  a  spe- 
cially-designed 45-foot  deepsea  boat 
staffed  with  a  knowledgeable  cap- 
tain and  crew  at  your  call.  Tuna,  mai- 
mai,  snapper,  jack  fish  and  sailfish 
are  all  regularly  hooked  in  these  vir- 
gin grounds,  plus  an  occasional 
black  marlin.  There's  also  superb 
snorkeling/scuba  diving  (tanks  and 
weights  provided)  in  the  transparent 
offshore  waters  where  stunning 
reefs  harbor  colorful  coral  heads 
teeming  with  rare  tropical  fish  and 
specimen  shells. ... 

"It's  always  satisfying  to  uncover 
an  idyllic  island  these  days  that  is 
still  pretty  much  the  way  it  has 
always  been,  and  even  nicer  when 
you  realize  the  owner  is  determined 
to  keep  it  that  way.  Very,  very  spe- 
cial -  particularly  for  those  who  want 
to  sample  a  relaxing  tropical  life- 
style that  is  fast  disappearing  in  the 
South  Pacific...  ■■ 


Fire  up  my  imagination! 

Send  me  a  free  color  brochure. 

Name 


Address . 


f/^  State. 


Zip. 
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Wealth: 

AnOvnier 

ManuaL 
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Out  of  Time's  "People"  section  came 
People  Magazine... Now,  out  of  Forbes 
Magazine's  "Personal  Affairs"  section  is 
coming  a  sparkling,  alive  new  annual: 
FORBES  Personal  Affairs 

The  first  edition  will  be  received  by  ever>' 
one  of  FORBES'  700,000  subscribers  with  this 
October's  eighth  annual  Four  Hundred 
Richest  Americans  issue. 

FORBES  Personal  Affairs,  a  specially 
expanded  edition  of  the  popular  Personal 
Affairs  section  of  FORBES,  will  deliver  to 
its  subscribers  (one  out  of  ever>'  three  is 
a  millionaire]  insights  and  advice  on 
how  best  to  use  their  wealth  to  enrich 
their  nonbusiness  lives,  with  the  con 
fidencc  they  have  come  to  expect 
from  FORBES,  the  authority: 

On  travel— to  fresh  destinations, 
where  price  is  secondary  to  uniqueness  and  value.  *--i 

On  an  and  collectibles— for  the  fun,  the  beauty,  and  the    ^'^-^ 
intellectual  stimulation. 

On  exhilarating  sport— for  all  seasons,  for  those  who  needn't 
hurry. 

On  attire  that  suits  their  station  and  their  interests. 

On  new  electronic  hardware  that  can  make  a  busy  life  easier 
in  the  castle  called  home. 

From  authoritatively  chosen  fine  wines  that  will  pay  for  them- 
selves to  beautifully  engineered  cars  that  are  a  kick  to  drive,  to 
sailboats  she  will  also  love,  to  imaginative  gifts... FORBES 
Personal  Affairs  will  single  out  the  top  of  the  line  in  things  and 
places  and  personal  enthusiasms 


that  sophisticated,  wealthy, 

active  FORBES'  readers  want  t 
know  more  about. 
It  will  be  written  in  FORBE 
witty,  irreverent  style  and  its 
editor  is  William  G.  Flanagan,  wh( 
has  been  in  charge  of  FORBES 
regular  "Personal  Affairs"  section 
since  it  started  nine  years  ago. 
Whether  this  great  new  Forbes  pub 
lication  will  be  an  annual  or  more 
frequent  will  be  decided  by  you. 
But  advertisers  who  want  to  reach 
America's  richest  concentration  of  reader; 
can  bet  their  advertising  bucks  that  this 
October's  first  edition  of  FORBES  Personal 
Affairs  will  be  as  intently,  as  avidly  read  as 
the  FORBES  400  with  which  it  will  be  distrib 
uted.  And  subscribers  won't  be  the  only  ones  getting 
a  double  hit.  Advertisers  who  run  ads  in  any  issue  of 
FORBES  in  combination  with  Personal  Affairs  will 
receive  50%  off  their  earned  rate  on  their  FORBES  Personal 
Affairs  insertion.  Those  who  run  in  FORBES  Personal  Affairs 
only  will  be  charged  a  special  introductory'  rate. 

If  you  want  your  message  to  reach  the  wealthy  both  where 
they  live  and  where  they  work,  run  your  ads  in  the  only  busines- 
magazine  that  makes  it  its  business  to  address  both.  FORBES. 

For  more  information  on  advertising  in  this  special  magazine, 
contact  FORBES'  Consumer  Advertising  Manager,  George  Clissold, 
or  Evelyn  Mitchell  |21 2/620-2200).  Issue  date  is  October  23,  but 
closing  for  all  advenising;is  September  5. 
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Put  your  message  where  the  money  is. 


Forbes 

Capitalist ']R>ol 


Flashbacks 


Edited  by  Dero  A.  Saunders 


"The  more  things  change. . . ." 
Items  from  past  issues  of  Forbes 


Seventy  years  ago  in  Fobbes 

From  the  isstde  of  August  9,  1919) 


Henry  Ford:  "History  is  bunk" 


'Henry  Ford's  presidential  boom  has 
Dcen  punctured.  .  .  .  Even  more  la- 
mentable than  [his]  amazing  igno- 
rance is  his  pride  about  it.  He  pities 
and  patronizes  those  who  have  taken 
trouble  to  learn  something  about  the 
tiistory  of  mankind.  One  fatal  conse- 
quence of  Mr.  Ford's  scorn  of  knowl- 
3dge  has  been  the  development  in  his 
bead  of  hallucioations  concerning  his 
3wn  power.  He  really  believed  that  all 
that  was  necessary  to  end  the  Europe- 
an war  was  for  him  to  take  a  ship  to 
Europe  and  hold  up  his  hand  for  the 
fighters  to  stop." 

Sixty  years  a^ 

From  the  isst4e  of  August  1,  1929) 
"July  has  brought  no  change  in  gener- 
al business  activity.  Industries  which 
were  prospering  continue  to  prosper; 
those  that  were  lagging  continue  to 
lag.  But  thus  far  the  looked-for  sum- 
mer recession  has  not  materialized  in 
the  degree  expected.  The  most  gratify- 
ing development  of  all  has  been,  not 
the  fresh  outburst  of  bullish  specula- 
tion in  railway  and  certain  other 
stocks,  but  the  very  substantial  recov- 
|ery  in  grain  prices." 

"Can  we  blame  Europeans  for  accus- 
*|ing  us  of  being  hypocrites?  Our  pro- 
posed tariff  changes  are  stirring  up 
hostility  in  almost  every  land.  What 
was  to  be  'limited'  revision,  is  turning 
out    to   be   unlimited   revision — up- 


wards, of  course.  Those  in  whose  in- 
terest the  revising  was  to  be  done  are 
complaining  resentfully  that  they 
will  be  worse  off  than  under  the  old 
schedules.  Starting  to  revise  a  tariff  is 
like  starting  a  fire;  you  never  can  tell 
how  far  it  will  spread.  There  are  em- 
phatic signs  that  the  present  revision 
will  [go]  too  far  for  our  national  good." 

Fifty  years  a^ 

(From  the  issue  of  August  1,  1939) 
"The  stock  market,  rising  steeply  be- 
fore leveling  off,  shows  signs  of  falling 
in  line  with  strengthening  of  industri- 
al output.  Business  sentiment,  too,  is 
on  the  mend,  qualified  by  a  let's-wait- 
and-see  attitude.  But  farm  prices  con- 
tinue to  plunge,  with  wheat  and  com 
leading  the  retreat.  World  supply  of 
wheat  rises  to  all-time-record  levels 
as  prices  in  the  great  Liverpool  wheat 
market  sink  to  equivalent  of  48  cents 
a  bushel — the  lowest  since  trading  be- 
gan there  in  1592." 

"With    Allis-Chalmers,    Deere    and 

Ford  already  entered  in  the  race  (their 
new  tractors  are  selling  for  $495,  $475 
and  $585,  respectively).  International 
Harvester  now  joins  them  by  means 
of  a  new,  small  tractor  priced  at  $515 
on  rubber-tired  wheels.  An  entirely 
new  addition  to  the  'Farmall'  line,  the 
Farmall-A  has  been  designed  to  do  all 
the  work  on  the  small  farm,  to  're- 
place the  last  team  on  the  big  farm.'  " 


Harveste 

t'5  entry  in  small-tractor  derby 
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Twenty-five  years  ago 

(From  the  issue  of  August  1,  1964) 
"Ever  since  President  Johnson  took 
the  oath  of  office  last  November, 
Americans  by  the  millions  have  spec- 
ulated about  his  choice  of  a  running 
mate  this  November.  .  .  .  Who  will  it 
be?  Your  guess  is  as  good  as  mine — 
and  vice  versa.  I  strongly  doubt  if  the 
President  himself  has  as  yet  made  his 
final  decision.  Increasingly  often  at 
the  top  of  the  most  'informed'  guess- 
lists  is  the  name  of  Senator  Hubert 
Humphrey  (D-Minn.)." 

— Malcolm  Forbes 

"U.S.  Steel's  sales  have  not  grown  at 
all  in  the  last  five  years,  and,  even  in 
1964,  will  be  well  below  the  $4.4  bil- 
lion record  of  1957.  Its  operating  prof- 
it declined  from  over  $1  billion  in 
1957  to  just  $674  million  last  year, 
after  touching  a  low  point  of  $557 
million  in  1961.  In  1963,  a  very  pros- 
perous year  for  the  economy.  The 
Corporation  netted  less  than  6%  on 
its  stockholders'  equity." 


Ten  years  ago 

(From  tile  L^isue  of  August  6,  1979) 
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Investor  Warreii  Buffett 


Da\e  Hamilton 


"(The)  argument  is  made  that  there 
are  just  too  many  (investment]  ques- 
tion marks  about  the  near  future; 
wouldn't  it  be  better  to  wait  until 
things  clear  up  a  bit?  You  know  the 
prose:  'Maintain  buying  reserves  until 
current  uncertainties  are  resolved,' 
etc.  Before  reaching  for  that  crutch, 
face  up  to  two  unpleasant  facts:  The 
future  is  never  clear;  you  pay  a  very 
high  price  in  the  stock  market  for  a 
cheery  consensus.  Uncertainty  actu- 
ally is  the  friend  of  the  buyer  of  long- 
term  values." 

— Investor  Warren  Buffett 
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The  chief  value  of  money  lies  in 
the  fact  that  one  lives  in  a  world 
in  w^hich  it  is  overestimated. 
H.L.  Mencken 


The  entire  essence  of  America  is 
the  hope  to  first  make  money- 
then  make  money  with  money- 
then  make  lots  of  money 
with  lots  of  money. 
Paul  Erdman 


The  more  money  an  American 
accumulates,  the  less 
interesting  he  becomes. 
Gore  Vidal 


I  like  Paris.  They  don't  talk  so 
much  of  money,  but  more  of  sex. 
Vera  Stravinsky 


The  darkest  hour  in  any  man's  life 
is  when  he  sits  down  to  plan  how 
to  get  money  without  earning  it. 
Horace  Greeley 


I  have  been  a  selfish  being  all 
my  life,  in  practice,  though  not 
in  principle. 
Jane  Austen 


We're  all  bom  brave,  trusting 
and  greedy,  and  most  of  us 
remain  greedy. 
MiGNON  McLaughlin 


The  income  tax  has  made  liars 
out  of  more  Americans  than  golf. 
Will  Rogers 


We  have  always  known  that 
heedless  self-interest  was  bad 
morals;  wc  know  now  that 
it  is  bad  economics. 
Franklin  Delano  Roosevelt 


Money  is  the  symbol  of  duty, 
it  is  th'.'  sacrament  of 
having  done  for  raank'nd 
that  which  mankind  w;inted. 
Samuel  Butler 


Thoughts 

on  the  Business  of  Life 


How  many  men  I  know  wlx)  are 
earning  dollars  aplenty,  but  who 
are  really  earning  little  of  what 
counts.  They  are  so  overwhelmingly 
engrossed  in  business  that  they 
get  nothing  from  their  dollars.  The 
Juggertiaut  of  dollar-making  has 
crusijed  out  of  them  every  capacity 
for  genuine  enjoyment,  every  grace, 
every  unselfisio  sentiment  and 
instinct 
B.C.  Forbes 


Money  is  a  terrible  master 
but  an  excellent  servant. 
P.T.  Barnum 


Generosity  during  life  is  a  very 
different  thing  from  generosity  in 
the  hour  of  death;  one  proceeds 
from  genuine  liberality,  and 
benevolence;  the  other  from  pride 
or  fear,  or  from  the  fact  that  you 
cannot  take  your  money  with  you 
to  the  other  world. 
Martial 


Giving  away  a  fortune  is  taking 
Christianity  too  far. 
Charlotte  Bingham 


There  is  no  calamity  greater  than 

lavish  desires 
There  is  no  greater  guilt  than 

discontentment 
And  there  is  no  greater  disaster 

than  greed. 
Lao  Tzu 


More  than  6.000  "Thoughts."  indexed  by 
author  and  subject,  are  available  m  a  two- 
volume  boxed  set  at  S31  95  (SIB. 50  per  vol 
utne  if  purchased  separately).  Also  avail- 
able, a  one-volume  edition  of  over  3.000 
"Thoughts."  Price:  $18.50.  Send  check  and 
order  to:  Forbes  Inc..  60  Fifth  Ave..  New  York, 
N.Y  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


Everything  you  gather  is  just 
one  that  you  can  lose. 
Robert  Hunter 


I  have  no  money,  no  resources, 
no  hopes.  I  am  the  happiest 
man  alive. 
Henry  Miller 


There  is  a  certain  Buddhistic 
calm  that  comes  from  having 
money  in  the  bank. 
Tom  Robbins 


The  man  who  tips  a  shilling 
every  time  he  stops  for  petrol 
is  giving  away  annually 
the  cost  of  lubricating  his  car. 
J.  Paul  Getty 


A  Text . . . 

...  he  that  getteth  riches, 
and  not  by  right,  shall  leave 
them  in  the  midst  of  his  days, 
and  at  his  end  shall  be  a  fool. 
Jeremiah  17:11 


Sent  in  by  Amanda  K.  Duisman,  El  Cer- 
nto.  Calif.  What's  your  favonte  text?  The 
Forbes  Scrapbook  of  Thoughts  on  the  Busi- 
ness of  Life  is  presented  to  senders  of 
texts  used. 


How  can  you  trust  people  who 
are  poor  and  own  no  property? 
.  .  .  Inequality  of  property 
will  exist  as  long  as 
liberty  exists. 
Alexander  Hamilton 


I  believe  that  the  power  to  make 
money  is  a  gift  from  God. 
John  D.  Rockefeller 


Philanthropy  is  commendable, 
but  it  must  not  cause  the 
philanthropist  to  overlook  the 
circumstances  of  economic 
injustice  which  make 
philanthropy  necessary. 
Martin  Luther  King 
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Gearly,  we're  the  one  with  the  most. 

More  and  more  people  are  enjoying  home  entertain- 
ment products  And  more  and  more  people  are  turning  to 
Hitachi  for  them. 

This  is  clearly  demonstrated  by  our  \/M-S7200A  S-VHS 
video  camera.  Its  unique  MOS  image  sensor  provides  400 
lines  of  resolution.  There's  multiple  shutter  speeds  A  built-in 
charaaer  generator.  Rus  you  can  edit  and  mix  like  a  pro. 

Our  CT5582K  55"  high-performance  projection 
television  toasts  500  lines  of  resolution  for  a  beautiful 
piaure,  too.  It  features  an  intelligent  remote  control.  S-VHS 
input  jack.  Built-in  surround  sound.  And  on-saeen  piaure/ 
sound  control. 

When  it  comes  to  home  dearonics  Hitachi  is  clearly 
the  one  with  the  most 


Simutored  TV  pictb 


HrtachI  Sales  Corp.  of  Amcfka  401  We^  Aftesa  BM.  Compton.  CA  90220  Phone  (2I3|  537-8383 
Hitachi  (HSCJ  Canada,  Inc  6740  Campobeflo  Road,  Misassauga  Ont  L5N  2L8  Rione.  (416)  821-4545 


Wth  our  Manapient  Services  (jiuup 
the  future  of yDiirreal  estate  assets 

ismthecards. 


CUSHMAN  &  WAKEFIELD 

Management  Services  Group     212/841-7644 

Strategic  Planning 

Tenant  Retention,  Marketing/Leasing 

Operations  Management 
Financial  and  Performance  Reporting 


srfi*.'- 
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Make  a  connection  with  the  real  estate  firm 
that  has  consistently  delivered  results  for  business 
America's  most  prestigious  and  demanding  clients. 
Cushman  &  Wakefield  is  the  largest  nonowner  manager 
of  commercial  real  estate  in  America.  We  currently 
manage  an  80-million-square-foot  portfolio  valued  at 
over  $12  billion. 

And  we're  continuing  our  commitment  to  our 
clients  by  providing  the  highest  quality  real  estate 


management  services.  We  reduce  operating  costs, 
increase  revenues  and  make  nonperforming  assets 
perform. 

For  a  review  of  your  real  estate  assets  or  more 
information  on  how  we  can  add  value  to  your  business 
real  estate,  call  us. 

We're  America's  direct        CUStMAN  & 
line  to  business  real  estate        WAKEFlEL^r> 

services.  a  rockefeller  group  company 

Business  Americas  Real  Estate  Firm. 


anagement  must  guide  the  forces  of  change...' 


John  W.  Teets,  Chairman 


Km  a  copy  l*  ■  insynounas 
latest  annual  (tpcyl.  write  to 
Pubic   ReiatKDTis. 
1618  Greyhound  ^a^er 
PlToenix.  Arizona  85077 


The  Greyhcxjnd  Corporation  has  been  recast  From 
the  crucible  of  change  has  emerged  a  new  Greyhound, 
tempered  for  strength  and  reshaped  for  the  future 

The  job  of  management  aivAays  has  been  to  see  the 
company  not  as  it  is,  but  as  it  can  grow  to  be.  The  new 
Greyhound  is  the  result  of  this  vision,  built  through  a  five- 
year  restructuring  program. 

Hard  choices  were  faced;  tough  decisions  were 
made.  Subsidiaries  with  annual  sales  of  $3  billion, 


including  the  company's  nationwide  bus  line,  were 
divested  At  the  same  time,  new  businesses  with  ex- 
cellent growth  and  profit  potential  were  established 
or  acquired 

l=or  example,  Purex  household  and  laundry  proc 
ucts  were  added  to  the  personal  care  and  packaged 
foods  brands  of  Greyhound's  Dial  Corporation.  Prem 
Cruise  Lines,  the  official  cruise  line  of  Walt  Disney 
World,  was  launched  Dobbs  food  service  for  air 


avelers  was  acquired,  complementing  Greyhound's 
isting  airport  and  food  service  businesses.  General 
otors'  RTS  transit  bus  manufacturing  and  parts  opera- 
m  was  purchased  to  expand  Greyhound's  top-ranked 
.ercity  coach-building  business. 

Today  Greyhound's  four  business  segments  — 
)nsumer  products,  services,  transportation  manufac- 
ring  and  financial  —  produce  revenues  at  a  $3  billion 
inual  rate. 


With  the  restructuring  of  Greyhound's  core  busi- 
nesses completed,  management  is  concentrating  on 
further  improvement  of  operating  returns.  Change  is 
inevitable,  and  management  must  guide  the  forces 
of  change  to  create  value  for  shareholders. 

At  Greyhound,  we  believe  in  renewing  the  com- 
pany day  by  day 

The  Greyhound  Corporation 
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COVER  STORY 

68    Why  George  Bush  Wants  To 
Bring  IRAs  Back 

Bv  Hon  cod  litnihs 

Some  kind  of  cut  in  capital  gains  taxes 
now  looks  certain.  If  George  Bush 
wants  to  be  known  as  the  President 
who  made  thrift  respectable  again,  he 
will  probably  follow  up  this  victory  by 
reviving  Individual  Retirement  Ac- 
counts. 


COMPANIES 


41     Traditional  Industries 

liy RkiMtd I.  Stem ctnd .\Uiix licattclxtnip 
The  facts  behind  the  impressive  num- 
bers of  this  troubled  business. 

60    Royal  Dutch/Shell  Group 

liy  Tout  Mack 

In  an  era  when  many  managements 
are  more  concerned  with  making 
deals  than  with  minding  the  store, 
Royal  Dutch/Shell  concentrates  on 
the  very  long  term. 


67     Dunkin'  Donuts 

By  Stuart  Flack 

Robert  Rosenberg  is  finding  he  can't 
tell  his  wife  one  thing,  his  sharehold- 
ers another. 

72    The  Up  &  Comers:  Mobile 
Telecommunications 
Technologies 

By  J-'le»iing  Mecks 

Is  there  any  place  in  the  world  where 

people  will  be  safe  from  being  beeped, 

vibrated  or  otherwise  paged  by  John 

Palmer? 

76     Valley  National  Bank 

Jiy  John  II  Iciylor 

How  Richard  Lchmann  found  his  ca- 
reer tied  to  the  mast  of  the  collapsing 
Arizona  property  market. 

78     Ralston  Purina 

liy  Crctcheti  MorgciLsoti 
With  Its  big  brand  names,  the  compa- 
ny has  a  lot  of  fans  on  Wall  Street 
these  days.  But  how  solid  are  those 
brands? 


THE  AlfflfUAL 

MUTUAL  FUND  SURVEY 

APPEARS  IN  OUR 

NEXT  ISSUE, 

SEPTEMBER  4. 


INDUSTRIES 


38     Automobiles:  Running  Scared 

Byjeny  Flint 
To  the  auto  industry  it  seems  that  bad 
times  are  coming.  Don't  worry — 1990 
isn't  going  to  be  another  1980. 

84     Railroads:  "Urban  Ore" 

By  Ruth  Simon 

What's  garbage  to  you  looks  like  a 

growth  opportunity  to  the  country's 

railroads. 


INVESTING 


39    The  Captains  Who  Didn't  Go 
Down  With  The  Ship 

By  Cri'tchi'ii  Morgenson 
What  did  Prudential-Bache  find  when 
it  opened  up  Thomson  McKinnon's 
books  a  few  months  ago?  A  mess. 

43    The  Money  Men: 

Two  Approaches,  Great  Returns 

By  Junntlxin  Cltnntmts 

ami  David  Churhuck 
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Granger  Colleciion 


Debtor  in  Marshalsea 
Prison,  18th  century 


A  penny  saved 

No,  our  cover  story  isn't  another  of 
those  lectures  to  the  American  people 
to  stop  being  profligate.  This  isn't  an- 
other tome  on  the  dangers  of  debt.  We 
use  the  image  of  debtor's  prison  to 
focus  readers'  attention  on  a  complex 
fact:  Given  today's  political  and  eco- 
nomic realities,  the  best  w^ay  of  deal- 
mg  with  the  federal  deficit  may  be 
through  the  gradual  and  indirect 
method  of  encouraging  a  rise  in  per- 
sonal savings.  We  think  this  pro-thrift 
approach  is  the  definite  if  as  yet  unar- 
ticulated  economic  policy  of  the  Bush 

Administration.  Encouraging  person-     

al  thrift  w^ill  take  time  to  work  but  would  be  less  destructive 
than  raising  taxes,  less  painful  than  cutting  federal  spending  and 
reducing  middle  class  entitlements.  "Why  George  Bush  wants 
to  bring  iras  back,"  by  Howard  Banks,  makes  some  strong 
predictions  about  where  Bush's  economic  policy  is  heading. 
Story  starts  on  page  68. 

Twenty-five  telephone  calls  later  . . . 

Gretchen  Morgenson  didn't  get  much  help  from  Thomson 
McKinnon  in  reporting  her  story  on  how  that  brokerage  firm's  top 
brass  looted  the  place.  Considering  the  circumstances,  noncoop- 
eration  was  to  be  expected,  but,  tough  reporter  that  she  is, 
Morgenson  wasn  't  put  off.  Here  are  a  few  excerpts  from  her  memo 
to  me:  "I  wanted  to  talk  to  the  fellow  who  skippered  the  firm's 
yacht,  but  all  I  had  was  a  name  and  a  town  in  Florida  where  he'd 
last  been  seen  over  a  year  before.  I  began  telephoning  every 
marina,  shipyard,  charter  service  and  dockmaster  within  50  miles 
up  and  down  Florida's  Gold  Coast.  About  25  phone  calls  later,  I 
had  found  my  man.  Somewhat  easier  to  locate  were  aggrieved 
Thomson  employees  and  their  families.  The  widow  of  one  told 
me:  'My  husband  used  to  say,  "You'll  always  have  the  esop."  But 
when  I  call  Thomson,  they  say,  "I  can't  talk  to  you."  '  " 

We  hope  our  story  will  help  bring  justice  to  some  of  the 
victims  of  this  nasty  situation.  "The  captains  who  didn't  go 
down  with  the  ship"  begins  on  page  39. 

Buy  cheap  or  follow  the  leader? 

Almost  unnoticed,  the  very  broad  s&p  500  stock  index  hit  an 
alltimc  high  last  month.  By  and  large,  the  public  yawned.  What 
a  sharp  contrast  with  the  summer  of  1987,  when  the  rising  stock 
market  was  regularly  front-page  news.  As  we  point  out  in 
Streetwalker  this  issue  (page  124),  this  high  indifference  factor 
IS  probably  a  bullish  sign  for  stocks.  Appropriately,  this  issue 
devotes  a  fair  amount  of  space  to  the  market.  The  Money  Men 
(page  43)  describes  two  contrasting  styles  of  investment,  both  of 
which  have  been  extremely  successful.  In  his  regular  column 
(page  117)  Mark  Hulbert  asks  whether  we  are  in  a  buy-cheap 
market  or  a  follow-thc-lcader  market  and  decides  it  is  probably 
the  latter.  And  on  page  38,  writing  about  the  cutbacks  in  U.S. 
auto  production,  Jerry  Flint  has  some  sage  comments  on  the  low 
price/earnings  ratios  currently  prevailing  in  automobile  stocks. 
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,t  Lands'  End, 

even  our  guarantee  comes 

as  close  to  a  simple  Wisconsin  handshake 

as  it  can 
in  two  no-nonsense  words: 

GUARANTEED.  PERIOD." 


The  world  is  full  of  guaran- 
tees, no  two  alike.  As  a 
liile,  the  more  words  they 
contain,  the  more  their 
protection  is  limited. 
The  Lands'  End  guarantee 
has  always  been  an  unconditional  one. 
It  reads: 

"If  you  are  not  completely  satisfied 
with  any  item  you  buy  from  us,  at  any 
time  during  your  use  of  it,  return  it  and 
we  will  refund  your  full  purchase  price." 

We  mean  every  word  of  it. 
Whatever  Whenever.  Always.  But  to 
make  sure  this  is  perfectly  clear,  we 
simplify  it  even  further,  in  the  two  words 
above. 

Binding  as  a  handshake. 


••Hello, 

this  is  Bob. 

May  I  help  you?" 


••Yes,  please 


For  free  catalog  of  clothing 
and  soft  luggage,  write  or  call  toll-free: 

1-800-356-4444 


Please  send  free  catalog. 

Lands'  End,  Inc.     Dept.  H-35 
Dodgeville,  WI 53595 


Name 

Address . 

City 

State  

Zip 


Follow-Through 


The  newHerv 
Griffin  show 

Aug.  22,  1988 
Taj  Mahal 


When  we  wrote  about  the  battle  to 
buy  Resorts  International  a  year 
ago,  it  looked  like  Merv  Griffin  had 
gotten  the  best  of  Donald  Trump. 
Things  look  decidedly  different  today. 

When  Griffin  bought  the  bulk  of 
Resorts'  casino  operations,  his  debt 
on  the  deal  came  to  nearly  $1  billion. 
To  service  it,  we  said,  Resorts'  cash 
flow  would  have  to  be  boosted  or  its 
debt  reduced — by  Griffin's  either 
throwing  in  more  of  his  own  money 
or  selling  off  assets  at  fancy  prices. 
But  he  did  neither,  and  now  Resorts 
appears  to  be  sinking  fast.  Against 
debt  payment  charges  of  $133  mil- 
lion, cash  flow  this  year  will  be  only 
an  estimated  $68  million.  Prices  for 
Resorts  bonds  have  dropped  to  around 
$40,  half  of  last  year's  prices. 

Now  is  not  a  good  time  to  have  to 
sell  assets.  In  this  year's  first  half, 
Resorts'  Atlantic  City  casino  win- 
nings fell  nearly  5%.  This  at  a  time 
when  the  take  at  other  boardwalk 
gaming  houses  was  up. 

Resorts,  which  lately  hired  Salo- 
mon Brothers  as  financial  adviser,  has 
enough  cash  to  make  its  next  round  of 
interest  payments.  Meanwhile,  burnt 
bondholders  are  howling,  and  vulture 
fund  operators  are  circling. 

Trump  walked  away  from  the  fight 
with  Atlantic  City's  Taj  Mahal, 
which  is  expected  to  open  next  spring. 
Trump — off  the  top — will  get  1.75% 
of  gross  receipts. — Kerry  Hannon 


Friends  in 
high  places 

Noi>  16.  1987 


Service.  After  an  extensive  investiga- 
tion, a  congressional  panel  last  month 
agreed  with  us,  accusing  some  high- 
ranking  IRS  officials  of  misconduct 
and  of  violating  ethical  standards. 

The  probe  targeted  Ronald  Sar- 
anow,  the  former  head  of  the  irs 
Criminal  Investigations  Division  in 
Los  Angeles.  Saranow  was  accused  of 
conduct  violations,  the  worst  of 
which  involved  his  role  in  the  bloody 
battle  between  jeans  manufacturers 
Jordache  Enterprises  and  Guess,  Inc. 

Forbes  was  the  first  to  uncover  Sar- 
anow's  questionable  activities.  Our 
story  said  that  Guess'  owners,  the 
Marciano  brothers,  had  cozied  up  to 
Saranow,  encouraging  him  to  harass 
Jordache.  irs  agents  confiscated  docu- 
ments and  computer  tapes  from  for- 
dache's  New  York  offices.  It  is  not  yet 
clear  whether  Saranow,  who  left  the 
IRS  in  early  1988,  will  be  charged  with 
any  criminal  wrongdoing. 

Back  then  we  asked:  "Does  Guess 
have  a  friend  in  the  irs?"  Now  the 
answer  is  official. — K.H. 


Sayonam 

June  12.  1989 
I  nviti  Jacobs 


In  a  story  about  two  wealthy  fam- 
ilit;i  buttling  one  another  over  the 
US.  market  for  fashion  jeans,  Forbes 
reported  that  there  was  something 
rotten  inside  the  Internal  Revenue 


while,  Honeywell  itself  trades  in  New 
York  for  only  about  13  times  this 
year's  projected  earnings. 

In  late  July,  Honeywell  armnounced 
a  massive  restructuring  aimed  at  clos- 
ing the  gap  between  its  breakup  value, 
estimated  at  well  over  $100  a  share, 
and  its  current  stock  price,  about  $87 
a  share. 

The  plan's  linchpin?  Selling  off  a 
substantial  portion  of  Honeywell's 
50%  interest  in  its  Japanese  subsid- 
iary. Honeywell's  stake  will  likely 
fetch  about  $1  billion,  or  $23  for  each 
parent  company  share. — Stuart  Flack 


A  little  easing 

Mar.  6,  1989 
Carlos  Salinas 
de  Gortari 


A  tew  months  ago  we  wrote  about 
Irwin  Jacobs'  latest  takeover  ma- 
neuver, the  New  York-Tokyo  arbi- 
trage. Jacobs'  two  most  recent  acqui- 
sition targets — Shaklee  and  Avon — 
had  hidden  value  in  their  Japanese 
subsidiaries,  and  the  Minneapolis 
raider  spotted  it.  A  portion  of  both 
subsidiaries  traded  on  the  Tokyo  ex- 
change at  Japanese  price/eamings 
multiples  of  about  30.  The  remaining 
portion  of  the  subsidiaries,  held  by  the 
parent  companies,  was  being  valued 
at  a  New  York-style  multiple  of  about 
13.  Jacobs  alerted  the  market  to  the 
hidden  values  in  the  Japanese  opera- 
tions, and  the  stock  prices  of  both 
companies  rose. 

We  wondered  what  other  American 
companies  might  be  ripe  for  the  New 
York-Tokyo  play.  At  the  top  of  our 
list  was  Honeywell,  the  controls  com- 
pany and  perennial  takeover  candi- 
date. Shares  of  Honeywell's  Japanese 
subsidiary  were  trading  in  Tokyo  at 
rich  Japanese-style  multiples.  Mean- 


N  early  six  months  ago,  when 
shrinking  the  Third  World  debt 
seemed  all  but  impossible,  Forbes  re- 
ported that  secret  negotiations  under 
way  in  Washington  might  help  cut . 
Mexico's  foreign  debt  by  as  much  as 
50%.  These  negotiations  led  to  the 
Brady  debt  reduction  plan  and — late 
last  month — to  an  agreement  be- 
tween Mexico  and  its  bankers  to  re- 
duce the  $54  billion  debt  the  country 
owes  foreign  commercial  banks. 

Under  the  agreement,  the  banks 
can  choose  among  reducing  principal 
by  35%,  reducing  interest  rates  to 
6.25%,  or  making  new  loans.  In  ex- 
change, the  banks'  remaining  loans 
will  be  backed  by  U.S.  Treasury  zero 
coupon  bonds  purchased  by  Mexico. 

Although  the  new  plan  will  not 
completely  resolve  Mexico's  debt 
problems,  it  is  a  large  step  in  the  right 
direction.  Mexican  President  Carlos 
Salinas  de  Gortari  was  quick  to  take 
to  the  television  airwaves  and  hail  the 
accord.  Said  he,  "Mexico  can  leave  the 
crisis  behind."  That  is  good  news  for 
Salinas,  whose  party  had  been  losing 
popularity  in  part  because  of  the  debt 
burden.  It  is  good  news  for  the  U.S.  as 
well,  which  will  benefit  by  having  its 
southern  neighbor  on  a  more  stable 
economic  footing. 

Next  question:  Can  the  Mexican 
model  be  applied  to  debt  negotiations 
with  Venezuela,  the  Philippines  and 
Costa  Rica? — Rita  Koselka 
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'  \s  tong  as  CX  Capital  has  been 
n  the  business  of  financing  other 
)usinesses,  we've  been  in  the  idea 
business.  Over  the  years,  our 
:apital  ideas  have  helped  many 
^agoing  companies  keep  their 
leads  above  water 
Equipment  leasing,  for  example, 
s  a  capital  idea  that's  right  at 
lome  at  sea:  Containership 


operatt)rs  keep  their  working 
capital  high  and  dry  bv  leasing 
ships  bv  the  dozen  and  containers 
by  the  thousand  from  GE  Capital. 
Circle  Line  brought  us  aboard 
when  they  wanted  to  expand  their 
business  in  New  York  harbor 
Thanks  to  GE  Capital,  custom  fi- 
nancing surfaced  and  World  Yacht, 
New  York's  most  elegant  floating 


restaurants,  became  part  of  the 
Circle  Line  fleet. 

And  an  Ontario-based  houseboat 
and  yacht  rental  organization  with 
a  fleet  of  130  boats  on  four  con- 
tinents floated  a  line  of  credit  from 
GE  Capital  to  keep  its  inventory 
financing  shipshape. 

Whether  or  not  your  company's 
business  happens  on  the  water, 


wed  like  the  chance  to  help  im- 
prove vour  financial  picture. Just 
call  us  at  our  toll-free  number: 
1800243-2222. 

To  keep  things  on  course,  we've 
got  capital  ideas  by  the  boatload. 

Not  Just  C^itaL 
C^kalMeas. 


Capital  Heas 

are  launched  at 

GE  Capital 


:^ililm 


^Capita/ 


'  'Find  us  computers  that  will  let  us 

do  many  jobs  at  once,  Sinkfield,  and 

itll  be  another  feather  in  your  capl' 


Howre  you  going  to  do  it? 


I\()  OIK*  «*V(T  made  their  mark  in  lujsincss  bv  doing  just  one  thing 
at  a  tim<'.  So  to  stav  cornpetitivc,  you  need  your  computers  to  do  a 
ol  business  tasks  at  one<\ 

The  Genius  Of  Micro  Channel.  Ihats  why  IBM 

de\elo|)<Ml  the  Personal  Svstem/2"  computers  with  MicroChannel 
Micro  (ihanru'i  is  like  a  multilanc  hiirhwav,  so  information  can 
travel  in  lots  old irect ions  at  once.  With  optional  bus  mastercards 
like  having  tnain  computers  in  one,  some  managing  printers 
and  lav  machines,  another  busN  calculating  a  spreadsheet  and  oti 
working  on  graphics  or  translerringdata.  And  Micro  (ihannci 


^iiwiincMmaiVsarv]  Mod  Channrt  and  OS/2  are  indemarksollniamiiianaieuansssMachrasCapocaion  r'19e9IBMCa>p 


PS/2  it! 


i  all  of  this  with  remarkable  speed  and  rehabilitv. 
jrallv,  a  PS/2*  with  Micro  Channel  runs  DOS  applications, 
add  OS/2  to  this  equation,  and  the  benefits  of  multitask- 
3an  make  vou  and  vour  people  even  more  productive. 
The  Solution  Is  IBM.  The  PS/2  with  Micro  Channel 
provide  you  w  ith  solutions  not  only  today  but  far  into 
future.  See  your  IBM  Authorized  Dealer  or 
i  marketing  representative.  For  a  dealer  near  vou, 
1  800  IBM-2468,  ext.  139.  And  see  how  much 
e  vou  can  do  when  vou  PS/2  it! 
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Edited  by  Eric  Schmuckler 


Bankers  1;  Auditors  0 


As  House  members  wrestled  with  the 
s6a  bailout  bill  two  months  ago,  key 
congressmen  got  a  letter  from  Arthur 
Andersen  supporting  a  provision 
that — guess  what? — mandated  full- 
scale  audits  of  commercial  banks  as 
well  as  thrifts.  Presumably  this  would 
generate  a  nice  piece  of  business  for 
accountants.  But  the  American  Bank- 
ers Association,  the  commercial  ban- 
kers' lobby,  bitterly  opposed  the  provi- 
sion, and  when  it  got  wind  of  the 
Andersen  letter,  it  suspended  the  firm 
as  its  auditor.  What's  more,  sources 
say,  the  group  buttonholed  some  of  its 
member  banks,  suggesting  they  do  the 
same.  The  aba  denies  it  went  that  far. 
In  any  case,  Andersen  and  the  Bank- 
ers finally  kissed  and  made  up.  The 
ABA  could  afford  to  be  magnanimous: 
The  audit  provision  was  dropped  from 
the  House  bill. 

Malpractice  makes  perfect 

After  years  of  staggeringly  huge  )ury 
awards  in  medical  malpractice  cases, 
the  number  of  million-dollar-and- 
higher  awards  has  dropped  sharply. 


They  are  now  back  down  to  1980  lev- 
els, two-thirds  lower  than  in  1986,  the 
height  of  the  zany  jury-award  party. 

Why  are  awards  dropping?  Federal 
and  state  courts  are  more  conserva- 
tive and  thus  more  willing  to  overturn 
big  jury  awards.  And  the  threat  of 
malpractice  suits  has  forced  doctors 
to  practice  medicine  more  cautiously, 
ordering  more  tests  and  seeking  sec- 
ond opinions  more  often. 

This  little-noticed  development  is 
terrific  news,  naturally,  for  just  about 
everyone  except  trial  law^yers.  It  will 
benefit  insurance  companies  that 
write  a  lot  of  medical  malpractice  in- 
surance. Companies  such  as  General 
Re,  St.  Paul  Cos.  and  nac  Re  have 
increased  their  reserves  for  jury 
awards,  using  1986  award  levels  as  a 
benchmark.  Now  that  awards  are 
tumbling,  their  liabilities  are  substan- 
tially lower,  already  expensed  and 
handily  tax  sheltered  as  well. 

For  doctors  it  means  probably  lower 
insurance  premiums  in  the  future 
and,  one  hopes,  less  pressure  on  them 
to  raise  fees. — Gretchen  Morgenson 

Even  Batman  couldnt  help 

Bat»uin\Ji  obviously  infected  Stephen 
Weinress,  an  L.H.  Friend,  Weinress  & 
Frankson  analyst  in  Los  Angeles.  One 
symptom:  temporary  blindness.  At 
the  end  of  [une,  Weinress  recom- 
mended buying  Barns  Industries 
shares  at  lO'/i  based  in  large  measure 
on  the  company's  potential  earnings 
from  the  boffo  flick,  produced  by  Bar- 
ris  cochairmen  Peter  Guber  and  Jon 
Peters.  Weinress  also  noted  that  the 
company  retains  the  publishing  rights 


Mk/iu  i  r.eni\,n  tt,>  (/...  i  tiju'J  Cmsiukr.  in  full  it'ii,cilui 

Barris  induatTiem'  pTofUa  could  sure  use  a  hero  these  dayB. 


to  the  Batman  soundtrack  by  Prince, 
currently  number  one  on  the  charts. 
Sorry  Steve,  not  quite. 

According  to  Richard  Dalbeck,  Bar- 
ris' chief  financial  officer,  Warner 
Communications  owns  those  rights. 
Barris  will  only  see  some  royalties 
from  album  sales. 

Meanwhile,  this  fiscal  year's  losses 
(year  ended  May  31)  are  expected  to 
add  up  toat  least  $16  million,  or  $1.50 
per  share.  There  will  be  income  from 
Batman,  insists  Dalbeck,  but  that 
won't  be  coming  in  until  next  year. 
Other  fronts  are  less  promising.  In  its 
main  television  business,  Barris 
pulled  off  a  neat  hat  trick:  all  three  of 
its  shows — We  New  Neu'lywed  Game, 
ne  Dating  Game  and  Voe  Gong  Show — ' 
are  going  out  of  production.  Accord- 
ing to  McKinley  Allsopp  analyst  Lis- 
beth  Barron:  "Purchasing  the  stock  at 
these  prices  is  blind  faith  in  the 
future." — Lisa  Gubemick 

Chop-stuck 

"Who  sells  the  most  chopsticks  in 
Japan?"  According  to  California  man- 
agement consultant  Mike  Van  Hom 
in  his  new  book,  Pacific  Rim  Trade 
(American  Management  Association, 
$29.95),  it  is  Lakewood  Industries  in 
Hibbing,  Minn. 

Unfortunately,  Lakewood  doesn't 
sell  the  most  chopsticks  in  Japan. 
Never  did,  never  could  and  never  will. 
It  closed  its  doors  for  the  second  time 
in  its  three-year  existence  in  July — 
this  time  possibly  for  good,  though  its 
founder,  Vancouver-based  Ian  Ward, 
swears  he'll  get  financing  to  reopen 
soon.  Lakewood  did  make  some  chop- 
sticks but  ran  up  more  than  $8  mil- 
lion in  debts  trying  to  perfect  a  tech- 
nique for  mass-producing  them. 

How  did  Van  Hom  get  things  so 
wrong?  When  we  called  him,  the  au- 
thor of  this  allegedly  "definitive  guide 
to  exporting  and  investment"  seemed 
hardly  bothered.  "From  what  I  knew. 
It  looked  good,  but  I  didn't  check,"  he 
laughed. — John  Harris 

GM's  hidden  value 

General  Motors  knew  it  was  in  some 
kind  of  trouble  when  its  Los  Angeles 
dealers  began  selling  their  showrooms 
to  real  estate  developers  and  retiring. 
"It  doesn't  do  much  good  to  invest 
$10  billion  in  plant  and  cars  if  all  your 
stores  are  20  miles  out  of  town,"  says 
John  Rines,  general  manager  of  gm's 
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Motors  Holding  Division. 

So  in  1987  Motors  Holding  started 
amassing  land  in  and  around  big  cities 
for  tomorrow's  showrooms.  To  date  it 
has  collected  some  50  parcels  for 
some  $75  million.  It  has  concentrated 
on  New  York,  Los  Angeles,  Miami, 
Toronto  and  Atlanta.  One  real  steal:  a 
mortuary  on  2  acres  of  downtown  Los 
Angeles.  Another:  Lti  the  Long  Island 
City  section  of  Queens,  N.Y.,  Motors 
Holding  bought  6  acres  for  $5  million 
and  has  already  had  feelers  at  $15  mil- 
lion. Despite  sagging  earnings,  gm 
says  it  will  resist  temptation  and  put 
in  a  three-dealer  showpiece  lot 
there. — Jerry  Flint 

1  No  moss  on  Ross 

Time  magazine  put  Ross  Johnson  on 
its  cover  as  the  epitome  of  managerial 
greed  when  he  tried  buying  rjr  Na- 
bisco for  $7.7  billion  less  than  kkr 
ultimately  paid  for  the  company. 

Time's  nasty  characterization 
doesn't  seem  to  have  done  Johnson 
much  damage.  He  is  now  the  newest 
director  on  the  board  of  agribusiness 
giant  Archer  Daniels  Midland  and  still 
serves  on  the  boards  of  American  Ex- 
press, Atlanta-based  National  Services 
Industries,  First  Wachovia  Corp.,  Gen- 
eral Electric  Co.  of  Great  Britain  and 
Power  Corp.  of  Canada.  Says  Sidney 
Kirschner,  president  of  National  Ser- 
vices, "He's  a  plus  to  the  corporation." 
AmEx  and  nsi  retain  Johnson  on  their 
compensation  committees.  Compen- 
sation he  knows  about:  Johnson  fig- 
ured to  walk  off  with  $  1 00  million  if  his 
version  of  the  rjr  deal  had  gone 
through. — Jason  Zweig 

Primerica  the  beautiful? 

Do  you  have  a  tough  time  telling  one 
company  from  another  these  days? 
No  wonder.  Corporate  chieftains 
seem  to  prefer  inane  redundancy  in 
company  names,  according  to  Frank 
Delano,  head  of  consultants  Delano, 
Goldman  &  Young,  which,  among 
other  things,  invents  and  catalogs  the 
names.  The  most  abused  moniker  in 
America,  not  surprisingly,  is  "Ameri- 
ca." More  than  600  existing  trade- 
marks or  common-law  names  were 
formed  by  tacking  "Ameri"  onto  a 
suffix,  and  when  you  count  variations 
on  the  "Ameri"  theme — Primerica, 
for  instance — the  tally  rises  to  a  mind- 
numbing  7,150. 

Some  other  well-worn  handles: 
"Uni"  turns  up  in  corporate  or  prod- 
uct names  nearly  1,500  times,  and 
"Star"  even  more  than  that.  Ah,  for 
the  dear,  dead  days  when  you  knew 
from  its  name  what  a  company  did  for 
a  living. — Joshua  Levine 
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Many  are  CaUed 
Few  are  Chosen. 


Management  Recruiters. 

No  excuses,  no  alibis. 

Just  maximum  recruiting 

performance. 
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The  search  and  recruiting  specialists  ^^ 
350  offices  nationwide 
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numbers... 
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standards  of  crafts- 
manship and  design 
make  Cross  writing 
instruments  unique  ex- 
pressions of  excellence. 
After  all,  there  is  only 
one  Cross. 


FlfeWLESSGIFT. 

CROSS 


Readers  Say 


Foreign  ownership 

Sir:  You  lament  that  we  don't  know 
how  much  of  the  U.S.  foreigners  own 
(Faa  and  Comment,  July  10).  In  the 
section  Other  Comments  of  the  same 
issue  you  quote  U.S.  News  &  World  Report 
reciting  such  facts. 
—Joseph  A  Lieberman 
Bethesda,  Md. 

Sir:  upi  and  U.S.  News  published  such 
different  numbers  for  foreign  invest- 
ments in  the  U.S.  that  your  comment 
was  exceptionally  meaningful. 
— Ken  I  Olsson 
Arcadia,  Calif. 

Sir:  Should  foreigners  continue  to  in- 
fuse massive  equity  capital  amounts 
into  the  U.S.  we  should  be  apprecia- 
tive of  the  value  of  our  holding,  not 
paranoid.  That  an  important  amount 
of  U.S.  government  debt  is  in  the 
hands  of  foreign  investors,  who  may 
collectively  have  some  influence  on 
us  as  creditors,  is  another  matter. 
—PaulB.  Weiss 
San  /'reincL^co.  Calif 


Blind  trust 

Sir:  Rather  than  tout  the  absence  of 
federal  guarantees  behind  the  life  in- 
surance industry  ("You  bet  your  life," 
July  10],  you  should  document  the 
foolish  expansion  of  U.S.  govern- 
ment-backed guarantees  afforded  oth- 
er financial  institutions.  Extending 
100%  protection  to  $100,000  deposits 
or  to  multimillion-dollar  investment 
vehicles  is  irresponsible.  Doing  so 
provides  the  rationale  for  investors  to 
close  their  eyes  and  grab  the  highest 
federally  guaranteed  return. 
—llarr)'  G  Buhh 
C/xiimian 

Pacific  Mutual  Life  Insurance  Co. 
Neuport  Beach.  CMlif 


Small  talk 

Sir:  Re  "It's  alive!  Alive!"  (Apr.  17). 
Last  year  445  individuals  at  the  U.S. 
Small  Business  Administration  han- 
dled 31,368  applications,  or  70  loans 
per  employee,  not  6  as  stated  in  the 
article. 

Also,  comparing  commercial 
banks'  loss  rates  with  sba's  default 
rate  is  comparing  apples  and  oranges. 
In  fact,  the  loss  rate  on  all  SBA-guaran- 


teed  loans  last  year  was  3.17%.  This  is 

greater  than  the  bank  loss  rate  of 

aroimd  2%  since  sba  is  supposed  to 

take  greater  risks. 

— James  Abdnor 

Administrator 

U.S.  Small  Business  Administration 

Washington,  DC. 


Squeeze  box 

Sir:  In  "Where  Bob  Hope  buys  his 
burgers"  Quly  24)  you  neglected  to 
mention  that  most  cars  sporting  in-n- 
ouT  burger  bumper  stickers  do  so 
after  clipping  off  the  first  and  last  let- 
ter of  the  last  word. 
— Daiid  Morrison 
San  Diego,  Calif. 


With  distinction 

Sir:  In  "The  clients  are  restless"  Quly 
10)    Forbes    mentions    Ambassador 
Lester  B.  Kom's  service  at  the  United 
States  Mission  to  the  United  Nations. 
May  I  state  for  the  record  that  Ambas- 
sador Kom  was  confirmed  for  his  rank 
by  the  U.S.  Senate,  and  that  over  80% 
of  the  work  of  the  United  Nations  is  ■ 
conducted  in  the  Economic  &  Social 
Council.  Ambassador  Kom  took  on  a 
major  post  and  served  the  U.S.  in  the 
United  Nations  with  distinction. 
— Joseph  Verner  Reed 
Washington,  DC. 

Ambassador  Reed,  currently  serving  in 
tlje  Bush  Administration,  was  formerly 
the  U.S.  representative  to  the  Economic  & 
Social  Council  at  the  U.N. — Ed. 


Woof 

Sir:  Dalmatian  dogs  and  fire  trucks 
belong  together.  You  didn't  even 
mention  or  include  one  of  us  in  a 
picture  ("Unabashed  fire  buffs," /w/y 
24).  I  admit  that  most  of  us  abandoned 


The  author  at  home 
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the  fire  and  soot  for  the  cushy  job  of 

family  pet.  But  fire  fighting  is  a  family 

tradition. 

— Rosebud  Tague 

Homestead,  Fla. 


Secure  security 

Sir:  Your  broadside  against  financial 
guarantees     ("What's     a     guarantee 
worth?"  July  24]  fails  to  recognize 
their  proven  benefits.  Investors  in  in- 
sured bonds  can  rely  on  the  financial 
guaranty  analysts  to  evaluate  the  ca- 
pability of  the  issuer  to  meet  future 
obligations.  Triple-A-rated  securities 
backed  by  a  qualified  financial  guar- 
anty company  are  irrevocably  com- 
mitted to  paying  principal  and  inter- 
est if  the  issuer  does  not. 
—William  O.  Bailey 
Chairman 
Municipal  Bond  Investors 

Assurance  Corp. 
White  Plains,  NY. 


Fax  fix 

Sir:  Federal  restrictions  on  unsolicit- 
ed fax  ads  (Fact  and  Comment,  July  10] 
would  help  limit  their  intrusive  use. 
— Christopher  Shays 
U.S.  House  of  Representatives 
Washington,  D.C. 

Sir:  A  machine  that  requires  the  party 
to  respond  v^ith  a  manual  command 
rather  than  allowing  automatic  trans- 
mittal would  surely  halt  the  current 
"junk-fax"  phenomenon. 
— Michael  R.  Murphy 
Chicago,  III. 


Stoitping  the  sink 

Sir:  Re  the  "less  costly"  sinking  of 
valuable  merchandise  on  surplus 
ships  (Fact  and  Comment,  Aug.  7).  Con- 
tractors who  know  how  to  make  a 
buck  are  just  itching  to  pay  the  Penta- 
gon for  the  privilege  of  removing  this 
equipment  and  obtaining  title  to  it. 
But  a  few  admirals  seem  unable  to 
make  the  system  work  to  the  tax- 
payer's benefit. 

The   Office   of  hispector   General 
will  continue  to  attack  waste  and  not 
allow  "bureaucratic  red  tape"  to  stop 
us.  Fortimately,  the  Secretary  of  the 
Navy  and  other  admirals  recognize 
waste  when  they  see  it. 
— Derek  J.  Vander  Schaaf 
Deputy  Injector  General 
Department  of  Defense 
Arlington,  Va. 
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INTRODUCING  THE  WORLD'S 
DEST  PORTADLE. 


Dictaphone  introduces  its  smallest,  light- 
est microcassette  portable,  the  Dictamite  II 
Model  3253.  It's  loaded  with  features: 
n  Voice  activated  recording  starts  recording 
as  soon  as  you  start  talking. 
D  Internally  rechargeable  batteries  mean 
you're  always  ready  to  go. 
n  Digital  display  shows  you  exactly  what 
you've  recorded  and  where. 
D  Increased  recording  sensitivity  for  meet- 
ings and  conferences. 
n  Two  tape  speeds— one  for  long  play,  one 
for  optimum  sound  quality. 

To  find  out  more,  call  1-800-433-0880 
toll-free  or  send  in  the  coupon  below. 


Dictaphone. 

TimeM 

anagement.r'*' 

Mail  to:  Dictaphone  Corporation, 
3191  Broadbridge  Ave.,  Stratford, 

CT  06497-2559 

Name 

Title 

Company 

Phone 

Address 

City 


State 


^\\L 


Zip     CF82189 


^  Dictaphone 

A  Pitney  Bowes  Company 
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Who  said 
engineers  can't  dream? 


CC  Today  change  is  so  swift  and 
relentless  in  the  techno-societies 
that  yesterday's  truths  suddenly 
become  today's  fictions...  J  J 

Alvin  Toffler 
Author  of  Future  Shock' 


A  compulpr  that  prints  what  you 
say  vvhen  spoken  to;  a  train  that 
floati,  silently  through  cities;  a  soft- 
ware procran  '  -at  creates  soft- 
ware programs 

These  are  She  ::t'jff  of  dreams. 
Engineer  dreams.  Creations  in  a 
world  where  nothing  exactly  lil<e 
them  existed  before. 


Satellites,  automation,  magnetic 

AEG  IS  a  company  built  on 
realistic  dreams  like  these,  with 
approximately  $7  billion  in  sales 
around  the  world.  We  are  helping  to 
make  the  future  come  true  for  indus- 
tries that  range  from  metals  tech- 
nology and  food  processing  to  NASA 
and  automobile  manufacturers. 

AEG  companies  and  affiliates 
like  MODICON,  Promod  and  Sep- 
tor  Electronics  help  to  program, 
monitor  and  control  automated 
production;  AEG  Westinghouse 
Transportation  Systems  builds 
energy-saving,  pollution-free  trains 
for  the  world's  expanding  cities. 

MODCOMP  has  just  intro- 
duced a  new  generation  of  real- 
time computers  that  offers  new 
levels  of  control  and  management; 
AEG  Power  Tools  makes  high  qual- 
ity tools  for  industrial  users  and 
contractors.  And  AEG  Olympia  is 
delivering  state-of-the-art  office 
equipment  while  designing  new 
modes  and  machines  for  the  infor- 
mation needs  of  tomorrow. 


levitation  High  technology  from  the  minds  olAEG  engineers. 

Who  said  engineers  can't 
dream?  Or  make  dreams  come 
true?  Every  day  a  new  barrier  is 
broken,  a  new  myth  exploded.  As 
the  world  cascades  into  the  21st 
century  engineer  dreams  are  there 
waiting,  making  tomorrow  possible 
and  the  days  to  come  filled  with 
potential. 

We're  AEG.  Innovative  tech- 
nology for  the  changing  worlds  of 
business,  industry  and  transporta- 
tion. Let  your  dreams  become  our 
inspiration.  For  more  information  call 
Diane  Zediker  at  (201)231-8405, 
or  write  to  Kurt  Wiedenhaupt,  Presi- 
dent, AEG  Corporation,  3140  Route 
22,  Box  3800,  Somerville,  NJ  08876- 
1269.  Our  business  is  the  future. 

c  1988  AEG    "Reprintedby  permission  of  Curtis 
Brown.  Ltd   Copyright  <S)  1970  by  Alvin  Toffler. 
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Member  of  the  Daimler-Benz  Group 


"With  all  thy  getting  get  understanding' 


Fact  and  Comment 

By  Malcolm  S.  R)rbes,  Editor-in-Chief 


ARE  WE  ON  THE  VERGE  OF  THE  RECESSION? 


Is  the  recession  that  most  everybody  (except  us)  has  been 
predicting  "in  the  next  six  months"  for  the  last  six  years 
.  about  to  happen? 

There  are  those  who  think  it's  akeady  here,  and  to  them 
we  say:  If  this  be  recession,  long  may  it  last. 

But  even  inflation-bogeymanned,  Fedhead  Alan  Green- 
span has  finally  and  nervously  acknowledged  what  Steve 
Forbes  has  been  telling  him  in  these  pages  and  on  other 
podiums  for  the  last  year  or  two — that  the  Fed-fed  push  for 
ever-higher  interest  rates  would  soon  make  our  thrivingly 
healthy  economy  sorely  sick. 

With  Alan's  inflation-blurred  vision  clearing,  and  inter- 
est rates  meaningfully  declining,  sharp  recession  concerns 


recede.  Economic  collapse  isn't  ahead. 

While  the  stock  market  may  falter  a  bit  because  bad 
news  becomes  good,  that'll  simply  be  confirmation  in  the 
upside-down  logic  of  economic  theorizers. 

That  the  United  States  and  the  Free  World  don't  face 
recession  overall  doesn't  mean  that  various  companies 
and  industries  and  areas  won't  continue  to  be  hard  hit  at 
one  time  or  another.  That's  the  inevitable  fallout  from 
the  vast  product  and  market  changes  integral  to  this 
high-tech  age. 

Change  is  the  very  essence  of  economic  vitality. 

Who  throws  the  punch,  or  rolls  with  it,  or  goes  down 
from  it,  is  what  management  is  all  about. 


HOW  JAPAN'S  FARBIERS  KEEP  PLOWING  THE  DIET  UNDER 


The  Japanese  people  would  save  multimillions  of  dollars 
on  food  prices  if  their  government  and  system  opened  up 
some  to  vastly  less  expensive  U.S.  farm  products.  And  the 
intolerable  U.S.  trade  imbalance  with  Japan  would  be 
measurably  lessened. 

So  why  doesn't  it  happen? 

Although  Japanese  farmers  constitute  less  than  5%  of 
the  population,  they  represent  25%  of  Japan's  voting  pow- 
er. I  asked  our  savvy  Pacific  Biureau  Chief  Andrew  Tanzer, 
'*How  could  5%  represent  25%  of  the  country's  election 
turnout?"  He  reports: 

"It  takes  three  to  four  times  as  many  urban  residents  as 
rural  voters  to  elect  a  Diet  member.  The  main  reason  is 
that  Japan's  voting  districts  have  barely  been  redrawn  over 


the  past  40  years,  even  though  there  has  been  a  massive 
migration  from  rural  areas  to  cities.  (One  story  has  it  that 
farmers  were  given  relatively  great  voting  power  during 
the  U.S.  Occupation  because,  after  the  revolution  in  Chi- 
na, MacArthur  thought  cities  were  prone  to  communist 
influence,  and  he  wanted  to  give  the  voting  power  to 
conservative  rural  elements.) 

"Even  though  Japan  is  today  one  of  the  most  urbanized  of 
countries  in  the  world,  its  farmers  wield  disproportionate 
voting  power.  The  farm  bloc  is  highly  organized,  well 
financed  and  has  been  one  of  the  pillars  of  support  of  the 
Liberal  Democratic  Party.  But  the  government's  willingness 
to  loosen,  under  heavy  U.S.  pressure,  some  import  restric- 
tions on  food  helped  turn  this  bloc  off  in  the  recent  election. " 


"THE  PLEDGE  OF  ALLEGIANCE"  WAS  A  RIGHT  ON  ISSUE 


In  the  uproar  over  the  flag-desecration  decision,  we 
should  not  lose  sight  of  the  fact  that  the  President  was 
absolutely  right  in  another  flag-related  controversy. 

I've  waited  until  the  presidential  election  was  well  be- 
hind us  so  that  these  comments  on  the  Pledge  of  Alle- 
giance as  a  campaign  issue  between  George  Bush  and 
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Michael  Dukakis  wouldn't  be  seen  as  merely  reflecting 
our  strong  Bush  partisanship. 

Whether  the  Pledge  of  Allegiance  should  be  compul- 
sory in  the  classrooms  of  America's  public  schools  was  a 
proper,  significant  issue,  and  the  fact  that  the  Democrat- 
ic candidate  was  on  the  wrong  side  of  it  didn't  make  it 


19 


I 


less  so.  And  the  fact  that  the  Repubhcan  candidate  was 
irrefutably  on  the  right  side  of  it  didn't  make  his  position  a 
demagogic  one. 

Who  among  us  doesn't  have  earliest  memories  of  stand- 
ing up  in  the  classroom  with  our  right  hands  over  our 
hearts  and  reciting  "I  pledge  .  .  .  "? 

It  is,  quite  simply,  an  integral  part  of  growing  up  in 
America.  The  recitation,  of  course,  should  be  required. 

If  the  recitation  is  against  someone's  religious  convic- 
tions, of  course,  that  one  should  be  permitted,  while 
standing  up,  to  remain  silent.  If  that  applies  to  the  teacher, 
she/he  can  do  the  same  and  designate  a  student  to  lead  the 


Pledge.  In  fact,  when  I  was  a  wee  kid  it  was  a  great  reward 
a  real  honor,  to  be  designated  to  lead  the  Pledge.  It  was  . 
reward  for  being  either  deserving  or  teacher's  pet  or — ii 
rare  occasions — both. 

Why  bring  the  Pledge  of  Allegiance  issue  up  now? 

Because  it's  important  that  historians  and  commenta 
tors  chewing  over  the  1988  election  don't  dismiss  thii 
issue  as  campaign  demagoguery. 

It  is  deeply  reassuring  that  on  the  issue  of  whether  o: 
not  the  Pledge  of  Allegiance  should  be  required  th( 
overwhelming  majority  of  Americans  are  unequivocally 
in  the  affirmative. 


OUTSIDE  IS  MORE  IN  AND  ON  THAN  EVER 

Eleventh  anniversaries  are  not  on  a  celebration  par  with 
lOths  and  25ths  and  50ths,  but  Larry  Burke's  alive  and 
ever-lustier  Outside  magazine  is  studding  its  11th  year 
with  milestone  markers — new-high  325,000  circulation, 
crisp  redesign  and  a  $3  million  promotion  program. 

It's  fascinating  that  Outside  has  achieved  a  veritable 
monopoly  in  the  area  of  outdoor  adventureful  lifestyles. 
Sure,  there  are  magazines  dealing  with  running  or  walking 
or  biking  or  hiking  and  fishing  and  hunting  and  all,  but  no 
one  else  conveys  the  buoyant  exuberance  of  the  whole 
outdoors  bit.  Happy  1 1th  aimiversary,  Larry. 


THE  EFFORTS  TO  SAVE  US  FROM 

continue  unabated  and  unbounded. 

In  the  New  Jersey  legislature  a  bill  has  been  introduced  to 
make  it  illegal  for  all  under  14  years  of  age  to  ski  without  a 
helmet. 

Now  what  do  you  suppose  someone  will  propose  as  a 
safety  law  to  deal  with  the  report  from  Ontario,  Canada 
that  the  most  dangerous  sport  there  last  year  was  fishing? 
Twenty-one  fishermen  drowned  after  falling  out  of  boats — 
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THE  DANGERS  OF  BEING  ALIVE 

the  most  fatalities  of  any  recreational  sport.  Doubtless,"! 
some  zealots  will  soon  be  proposing  fishing  safety  regula 
tions  that  will  require  a  boating  license,  a  swimming 
license,  and  a  buoyancy  helmet  requirement  before  any- 
one can  have  a  fishing  license. 

Come  to  think  of  it,  the  bathtub  accident  rate  is  one  of 
the  highest.  Let's  hear  some  proposals  for  new  laws  to 
handle  that. 


WITH  EVERT  PASSING  DECADE  ONE 

As  someone  who's  finished  seven  decades  and  in  happy 
health  relishes  entering  his  eighth,  1  must  confess  that 
instant  recall  is  now  a  sometime  thing.  Every  once  in  a 
while  I  dial,  and  by  the  time  the  phone  is  answered  I  forget 
who  I  am  calling  and  when  that  gets  cleared  up,  I  can't 
remember  why  I'm  calling. 

Mrs.  Drew  Pearson — who  just  celebrated  her  80th  birth- 
day with  us — came  up  with  this  wee  verse.  Too  much  of  it 
IS  right  on. 

A  Little  Mixeo  Up 

"lust  a  line  to  say  I'm  living,  that  I'm  not  among  the  dead. 

Though  I'm  getting  more  forgetful,  and  I'm  mixed  up 
in  my  head. 

Is  it  my  tum  to  write  you?  Or  did  I  write  before? 

I  think  I  owe  the  letter,  I'd  hate  to  be  a  bore. 

I'm  used  to  my  bifocals,  my  new  plates  fit  me  fine. 
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DOES  GROW  MORE  FORGETFUL 

My  hearing-aid  is  perfect,  but  Lord,  I  miss  my  mind. 

I  stand  before  the  fridge  at  times,  my  poor  head  filled 
with  doubt. 

Have  I  come  to  put  some  food  away,  or  come  to  take 
some  out? 

There  are  times  when  it  is  dark  out,  and  with  my  night- 
cap on  my  head 

I  ask,  am  I  retiring  or  just  getting  out  of  bed? 

Sometimes  I  can't  remember,  at  the  bottom  of 
the  stairs. 

Must  I  go  up  for  something,  or  did  I  just  come  down 
from  there? 

I  do  know  that  I  miss  you,  sometimes  I  almost  cry. 

And  now  it's  almost  mail  time,  so  I  must  say  good-by. 

I'm  standing  by  the  mailbox  with  a  face  so  very  red. 

I  didn't  mail  your  letter,  I  opened  it  instead." 
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or 
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OBVIOUSLY,  WE'RE  NOT  PLEASED 


with  what  we  see. 


RUBBING  IT  IN 

At  this  70th  birthday 
time,  I  can't  resist 
sharing  the  message  in 
a  giant  {IVi  ft.  x  2  ft.) 
card  I  received  and 
opened  to  its  full  3 
feet.  In  huge  print  is 
the  message  shown. 


IT'S  HARD  TO  FIMD 

CARDS  WITH 
LARGE  PRIMT  FOR 
PEOPLE  YOUR  AGE 
TO    READ. 

HAPPY  BIRTHDAY 


THE  GIFTED,  NOT  THE  GIFT,  HAS  TURNED  TO  VINEGAR? 

On  the  occasion  of  old-friend  Henry  Kissinger's  birth-  turned  to  vinegar." 

day,  I  sent  him  a  bottle  of  Haut  Brion  laid  down  the  With  his  ever-ready  wit  at  hand,  Henry  responded, 

same  year  he  was — 1923.  In  the  note  accompanying  it  I  "How  is  it  that  your  Vintage  '23  still  inspires  rhapsodies, 

wrote,   "When  you  open  it,  just  don't  tell  me  if  it's  when  they  tell  me  I  have  already  turned  to  vinegar?" 


GET  EVERTTHING  DONE 

you  want  to  before  you  are. 


DOING 

is  good. 


BOOKS 


•  Fathers  &  Sons — photo- 
graphs by  Steven  Begleiter 
(Abbeville  Press,  $19.95). 
Eighty-six  warmly  captivat- 
ing photographs  of  fathers 
and  sons,  accompanied  by 
provocative-to-profound  an- 
swers to  the  basic  question, 
"How  has  fatherhood  changed  your  life?" 

Excerpts:  There  was  not  just  a  change  in  status,  but 
an  invisible  change  in  stature.  I  had  grown  six  inches 
taller  but  no  one  else  knew  it.  It  was  as  though  I  had 
■really  accomplished  something  on  my  own  instead  of 
iust  participating  in  the  oldest  miracle  known  to  man- 
kind.— Chellis  French,  retted  insurance  executive. 
■  ■  .  You  don't  go  to  school  to  learn  how  to  be  a  father. 
There  are  no  classes  in  high  school  or  college.  Every  day 
there  are  surprises.  No  one  said  it  was  going  to  be 
easy. — Mike  O'Neal,  restaurateur. 


•  Fabulous  Nobodies — by  Lee  Tul- 
loch  (Wilham  Morrow  &  Co.,  $17.95). 
There  are  thousands  in  New  York  and 
Los  Angeles  and  some  populated  hubs 
in  between  to  whom  the  superficiali- 
ties of  glittering  late-nightlife  are  the 
consuming  essence  of  their  lives.  In 
this  oft-hilarious,  novelized  life  ac- 
count of  one  of  the  queen  bees  of  this  flashbulb,  fame-is-all 

cult,  their  lives  are  devastatingly  hung  out  to  dry. 

Excerpt:  It  is  vital  to  recognize  somebodies  like  Tina 
Chow  when  you're  on  the  door  of  a  club.  It's  essential  to 
make  the  somebodies  feel  like  somebodies  by  letting 
them  glide  through  these  ropes  like  fesus  over  water.  The 
somebodies  wouldn  't  come  to  the  clubs  if  it  wasn't  for  the 
nobodies  standing  around  wishing  they  were  somebodies. 
And  the  nobodies  wouldn't  come  if  they  didn't  have 
somebodies  to  stare  at.  The  club  makes  money  off  the 
nobodies — somebodies  never  pay  for  anything. 
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mme  can  have  a  great  idea.  MaKe  sure  everyone  else  thinks  its  a  great 


The  difference  between  an 
idea  and  an  idea  that  sells  can  be 
a  Macintosh'  Ilex  computer,  an 
Apple  Scanner  and  a 
LaserWriter  printer. 


'  )ou  ui/i  niake  a  great 
m  more  Imlliant  A  Maa 
helps  )x)u  create  etm'thingjr 
's  to  slides  to  brochures  in  Ik 
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i|  ss  it  with  Apple  Desktop  Media" 
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Product  demos  and  learning  tours  are  as  easy  as  clicking  the  mouse. 
With  a  Macintosh  I  la,  /^pleCD  SC"  Drive,  HyperCard  'and  animation 
software,  you  can  literally  make  a  great  ideajfy. 

The  power  to  be  your  besCl^. 
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For  IheAffie  Desktop  Medm  dealer  nearest  you.  call  800-538  9696.  exi.  200.  orcaUyour.^represerUalat     rTZZV 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editor's  mina.-MSF 


Sensible  Secretary 

Treasury  Secretary  Nicholas  Brady 
held  a  news  conference  with  "Harry" 
inked  across  his  left  palm.  He  ex- 
plained it  was  a  reminder  he  scrawled 
before  being  interviewed  earlier  by 
CBs'  Harry  Smith.  He  chose  his 
palm — rather  than  the  more  tradition- 
al cuff — because  "it's  easier  to  wash 
my  hand  than  buy  a  new  shirt." 

—USA  Today 

"Inexplicable" 

Alois  Mock,  the  Austrian  foreign 
minister,  said  in  an  interview  pub- 
lished in  the  Austrian  press  that  he 
had  been  recently  told  that  Felix 
Bloch  was  under  suspicion  by  Ameri- 
can officials  as  long  ago  as  the  1970s, 
according  to  a  Reuters  report.  "How 
Bloch  was  able  to  remain  for  so  long 
in  such  high  positions  would  be  inex- 
plicable if  this  were  so,"  Mr.  Mock 
told  the  Austrian  newspaper  Kuiiei. 
— New  York  Times 

New  Hi^s 

There  is  a  very  positive  feeling  in 
the  world,  generated  in  no  small  way 
by  the  superpowers'  clear  desire  to 
work  more  closely  together.  There  is 
also  an  abundance  of  money,  within 
and  without  the  United  States,  and 
these  funds  look  toward  our  markets 
as  the  most  attractive  area  for  invest- 


ment. And  the  problems  of  the  world 
are  so  well  publicized  that  the  mar- 
kets have  certainly  discounted  much 
that  may  be  negative.  Putting  it  all 
together,  I  would  not  be  surprised  to 
see  new  highs  in  the  Dow  industrials 
before  the  end  of  1989. 
— Robert  Gardiner,  Wall  Street  expert 
in  The  Hills-Bedminster  (N.J.)  Press 

Honest  Answer 

During  Ted  Turner's  first  night  at 
military  school,  a  dormitory  supervi- 
sor walked  by  his  lit  room  long  after 
the  lights-out  mandate.  "Who's  re- 
sponsible for  those  lights?"  demanded 
the  supervisor.  "Edison,  sir,"  replied 
Turner,  as  the  man  dutifully  scribbled 
Edison  on  his  pad  and  walked  away. 
— Business  Week 

Misuse 

RICO  [Racketeer  Influenced  Corrupt 
Organizations  Act]  was  passed  during 
the  law-and-order  hubbub  of  1970  to 
crack  down  on  organized  crime's  in- 
filtration of  legitimate  business.  But 
vague  wording  and  some  ill-advised 
subsequent  broadening  of  its  scope 
have  produced  a  body  of  law  that  now 
represents  a  far  greater  threat  to  the 
liberty  and  freedom  of  law-abiding 
citizens  than  it  does  to  the  nefarious 
goings  on  of  the  criminal  imderworld. 

Once  the  government  decides  to 
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"It's  certainly  tvfieslnng  to  meet  someone  sixty  years 
old  ivho  looks  sixty  years  old. " 


bring  a  Rico  case,  it  can  often  seize 
the  defendant's  business,  bank  ac- 
counts— even  his  house — before  he 
has  been  convicted  of  anything.  And 
once  judged  guilty,  the  defendant  can 
go  to  prison  for  20  years  for  offenses 
that  individually  might  have  rated  no  | 
more  than  a  year  and  a  day. 

Civil  libertarians  now  think  Rico  I 
can  be  applied  to  stop  antinuclear 
groups,    animal-rights   activists   and] 
many  others. 

— New  York,  Christopher  Byron  I 


The  hardest  years  in  l^e 
are  between  10  and  70. 

— Bden  Hayes,  quoted  in  Lli  Smtth^  I 
enhimn,  Hew  Torii  iMIy  Mews 


Profit  or  Loss? 

Future  historians  may  puzzle  over  | 
the  extraordinary  wages  being  paid  to  | 
first-year  associates  at  major  law  firms. 
The  answer  lies  in  the  hours  worked. 
For  40  hours  a  week,  an  annual  salary  of 
$75,000  is  extravagant;  working  72  or  | 
more  hours  at  any  salary  is  sweat  labor. 
For  what  is  a  man  profited  if  he  shall 
gain  the  whole  world  and  lose  his 
evenings  and  weekends? 

— ^Byron  Dobell,  editor, 
American  Heritage 

No  Retreat 

My  grandmother  left  me  a  great  leg- 
acy: her!  For  years  I  watched  my 
Grandma  baste  her  roots,  poimd  her 
body,  and  pat  her  chin  in  an  effort  to 
bring  the  aging  process  to  its  knees. 
She  succeeded.  She  was  like  a  Timex 
watch  that  you  could  bury  in  sand, 
spin  around,  sink,  beat  on,  misplace 
or  drop,  and  she  still  kept  right  on 
ticking  until  the  day  she  died. 

I  remember  when  she  was  in  her 
seventies  she  went  to  the  nursery  one 
day  and  bought  a  five-gallon  blue 
spruce  tree.  The  nurseryman  said, 
"Are  you  aware  these  only  grow  less 
than  an  inch  a  year?" 

Grandma  said,  "So,  when  they  get 
higher  than  the  house  I'll  have  'em 
trimmed." 

— Erma  Bombeck,  Family — The  Ties 
that  Bind . . .  and  Gag! 

Curing  Needed 

Old  people  shouldn't  eat  health 
foods.  They  need  all  the  preservatives 
they  can  get. 

— Richard  Orben,  in  The  637  Best 

Things  Anybody  Ever  Said, 

by  Robert  Byrne 
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It  was  created  by  a  team  of 


engineers  whose  mission  is 


not  to  follow  the  market,  but 


to  lead  the  aviation  world. 


Designed  and  fabricated  to 


a  higher  standard,  it  performs 


at  a  higher  standard.  It  is 


arguably  the  most  precise 


flying  instrument  ever  placed 


in  the  hands  of  civilian  pilots. 


It  is  no  mere  business  jet. 


It  is  a  Falcon  Jet. 


A  higher  standard. 


FalconJei 

Teterboro.  New  Jersey  07608 
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MORGAN  STANLEY 


announces 


Morgan  Stanley 

Prime  Correspondent 

Services 


providing  correspondent  services 
to  the  securities  industry. 


Morgan  Stanley  Prime  Correspondent  Services 

One  Pierrepont  Plaza,  Brooklyn,  New  York  11201 
(718)  754-5800 


Morgan  Stanley  Prime 
Correspondent  Services 

(MSPCS)  was  formed  to 
provide  trade  execution, 
clearance,  settlement, 
customized  account 
administration,  portfolio 
reporting  and  financing  for 
the  securities  industry. 

As  an  acknowledged  leader  in 
applying  complex  technology 
to  trading  securities  in  a 
global  marketplace,  Morgan 
Stanley's  experienced 
professionals  support 
correspondent  clients  with  a 
superior  level  of  technology 
and  systems  that  enhance 
service  and  dependability. 

Current  clients  include  firms 
specializing  in  fixed  income 
securities,  arbitrageurs,  and 
brokerage  firms  requiring 
sophisticated,  accurate 
correspondent  services. 

MSPCS  creates  competitive 
advantage  for  its  clients  who 
benefit  from  the  resources, 
creativity  and  flexibility  of 
Morgan  Stanley.  For  further 
information,  please  call 
Morgan  Stanley  Prime 
Correspondent  Services 
at  (718)  754-5800. 


Fact  and  Comment  11 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


GOOD  NEWS  FOR  THE  ECONOMY 


The  Senate  last  month  passed  an  important  immigra- 
tion reform  bill  that  will  expand  by  150,000  the  quota  for 
aliens  with  skills  the  American  economy  needs. 

The  American  birthrates  are  stUl  below  replacement 
level.  The  number  of  young  people  entering  the  labor  force 
each  year  is  declining.  In  the  coming  decade,  the  U.S.  will 


face  a  growing  shortage  of  skilled  workers.  These  immi- 
grants can  help  fill  the  gap. 

The  bill  also  doubles  a  special  quota  of  people  from 
Hong  Kong  to  10,000.  If  we  really  want  to  give  ourselves  a 
shot  in  the  arm,  we  should  tack  on  an  additional  zero  to 
that  number. 


FDA— HAZARDOUS  TO  OUR  HEALTH? 


The  Administration  and  Congress  should  start  adminis- 
tering hard  kicks  to  the  derriere  of  the  Food  &.  Drug 
Administration. 

This  hidebound  organization  is  hurting  the  health  of  the 
American  people  by  taking  overly  long  to  license  new  drugs, 
thereby  delaying  or  depriving  us  of  relief  from  numerous 
diseases  and  ailments.  The  fda's  cumbersome  approval 
process  also  hinders  innovation  in  our  pharmaceutical 
industry  and  raises  prices  to  the  consumer. 

We're  not  talking  about  speed  at  the 
expense  of  safety.  Western  Europe  and  Can- 
ada have  approval  processes  just  as  rigorous 
as  ours,  but  theirs  take  a  fraction  of  the 
time  of  ours.  Thus  our  foreign  friends  had 
the  advantages  of  a  major  lifesaving  antibac- 
terial drug  (Septra)  up  to  five  years  before 
we  did.  Ditto  other  drugs,  such  as  beta 
blockers  for  hypertension. 
•  The  PDA's  examination  process  can  be  ca- 
pricious, arbitrary.  A  company  can  file  reams 


Demonstrators  protesting 
FDA  foot-dragging  on 
clearing  AIDS  drugs 

of  appropriate  data,  but  the  fda,  for  no  good  reason,  can     contrast  as  irrelevant 
then  alter  the  criteria  or  demand  changes  in  the  method- 
ology used.  Drug  firms  dare  not  protest  too  loudly  because 
of  the  agency's  life-and-death  grip  on  product  approval. 

In  recent  years  the  fda  dragged  its  feet  in  permitting  aids 
sufferers  to  take  drugs  that  hadn't  cleared  all  the  bureau- 
cratic hoops,  eveii  though  there  was  powerful  evidence  of 
their  efficacy.  Only  because  of  intense  pressure  from  aids 
activists  did  this  bureaucracy  reluctantly  relent:  It  an- 
noimced  last  fall  that  it  would  permit  use  of  drugs  for  life- 
threatening  diseases  before  the  medications'  going  through 
the  long,  final  phase  of  testing,  if  they  performed  well  on  the 


other  roimds  of  tests.  (The  fda  finally  released  two  of  these 
AIDS  medicines  a  couple  of  months  ago.)  But  the  bureau- 
crats threw  a  curve  ball:  If  such  drugs  do  not  have  "final 
approval,"  users  cannot  be  reimbursed  for  their  costs  by 
Medicare  or  most  other  health  insurance  programs. 

In  addition  to  curing  its  foot-dragging,  the  fda  needs  to 
change  one  of  its  sacred  procedures.  For  its  final  set  of  tests, 
the  agency  puts  one  group  of  patients  on  the  drug,  another 
g  on  a  placebo.  This  raises  a  moral  question: 
I  Shouldn't  people  with  lethal  or  debilitating 
\  diseases  have  the  opportunity  to  take  the  real 
I  medicine?  After  all,  over  80%  of  the  drugs  in 
this  last  phase  ultimately  get  the  green  light. 
Why  should  those  facing  death  or  enormous 
pain  unknowingly  be  forced  to  take  a  placebo? 
How  do  bureaucrats  who  actually  run  the 
agency  (commissioners  come  and  go)  respond 
to  the  unfavorable  comparisons  between  us 
and  Western  Europe  in  scrutinizing  and  ap- 
proving drugs?  They  imperiously  dismiss  the 


How  did  a  government  office  that  is  supposed  to  protect 
our  health  and  not  hinder  it  get  tliis  way?  It  goes  back  to 
the  thalidomide  scandal  of  the  early  1960s  when  the  fda, 
thanks  to  an  official  who  resisted  pressure  for  quick  ap- 
proval, blocked  the  drug  while  Britain  did  not.  The  bureau- 
cratic byword  became:  You  can  get  into  trouble  by  saying 
yes,  but  never  by  saying  no.  Congress  too  often  reinforces 
this  no-decision,  no-risk  mentality  by  jumping  on  the 
agency  for  not  always  sound  reasons. 

Other  nations  successfully  balance  safety  with  deliber- 
ate speed.  Why  can't  we? 
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In  most  cases  it  would  be  pointless. 
But  Transamerica  Reinsurance 
is  not  your  awrage  quote  and  quit 
company.  You'll  discover  this  the 
first  time  we  sit  down  with  you  to 
discuss  opportunities  like  improving 
investment  performance,  developing 
competitive  products  and  containing 
company  expenses. 


Unconventional?  Yes.  Unrelated? 
Not  really  Because  instead  of  narrowly 
defining  risk  as  excess  mortality,  we 
see  it  as  anything  that  threatens  your 
bottom  line. 

We've  worked  with  clients  to  creat< 
dozens  of  success  stories  in  areas  that 
would  elicit  "That's  not  my  job"  from 
other  reinsurers. 

*. 
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(Vhy  would  a  CEO  talk  to  a  leinsuierr 
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Finding  profitable  solutions  for 
:Iients  who  refused  to  live  with  losses. 
Revealing  windows  of  opportunity  for 
hose  who  saw  themselves  up  against 
I  brick  wall. 

If  you're  up  against  one  of  your 
)wn,  call  Bill  Simms  at  (213)  742-3324. 
\fter  we  talk,  you'll  discover  we're 
jven  better  at  action. 


Transamerica 
life  companies 

Transanieiica  Occidental  Life  Insurance  Company 


Working  together  is  the  best  policy 


J  k:^. 


mmm 


Who  SaysTheiB  Are 
No  EasyAnswers. 


Whoever  siiid  it ,  obviously  has 
never  used  NEXIS,'  the  world's 
largest  on-line, 
full-text  informa- 
tion service. 

NEXIS  makes 
finding  in-depth 
answers  (>asy.  Like 
gathering  intelli- 
gence on  a  competitor's  technology. 
TVacking  the  introduction  of  a  new- 
product  or  service.  Finding  profiles 


of  customers  or  executives.  Or  just 
the  latest  developments  that  affect 
your  company  or 
product. 

Whether  draw- 
ing from  The  New 
York  Times  or 
the  less  tamiliar 
Xinhua  (New- 
China)  News  Agency,  NEXIS  taps 
over  600  sources  to  give  you  the 
raw  information  vou  need  to  arrive 


at  an  intelligent  conclusion.  In  just 
about  the  time  it  takes  to  thumb 
through  this  magazine. 

Tb  find  out  more  about  the  NEXIS 
service,  just  calll-800-541-6886 
to  talk  to  a  NEXIS  representative 
and  arrange  for  a  demonstration. 
So  that  next  time  you're  facing  the 
tough  questions,  you'll  know  where 
to  go  for  the  easv  answers. 

NEXIS' 
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Commentary 

on  Events  at  Home  and  .4broad 

By  Caspar  \\.  Weinberger,  Publisher 


THE  B  2— A  LOW  COST  INSURANCE  POLICY 


Thus  far,  the  debate  about  the  new  B-2  Stealth  bomber 
has  focused  upon  its  cost.  The  cost  of  anything  the  govern- 
ment buys  is  important,  of  course.  But  even  more  impor- 
tant are  the  issues  of  1)  w^hether  the  new  B-2  will  add 
significantly  to  our  defensive  strength,  2)  what  other  uses 
could  be  made  of  the  money  if  we  should  cancel  the  B-2 
and  3)  what  effect  that  would  have  on  our  security. 

By  isolating  the  debate  into  a  discussion  of  the  cost  of  a 
new  weapon,  we  can  always  convince  ourselves  that  any 
given  figure  is  "too  much." 

But  let  us  look  at  some  other  aspects  of  the  B-2.  It  is  a 
totally  new  airplane.  It  has  been  in  development  since  the 
late  1970s.  It  is  part  of  the  normal  modernization  of  the 
manned,  penetrating-bomber  leg  of  the 
Triad  of  strategic  defenses,  which  has 
protected  us  since  World  War  II. 

Each  of  the  three  legs  of  the  Triad  has 
strengths  that  we  need  and  weaknesses 
that  the  other  two  legs  try  to  overcome. 
Thus,  the  manned  bomber  can  cover  any 
target  in  the  Soviet  Union  with  a  large  payload  that  can  be 
delivered  very  accurately.  It  can  benefit  from  the  pilot's 
ability  to  change  targets  at  the  last  minute.  It  can  be 
recalled.  However,  it  takes  between  8  and  12  hours  to 
deliver  its  payload,  and  it  must  penetrate  increasingly 
strong  and  sophisticated  Soviet  air  defenses.  The  intercon- 
tinental ballistic  missiles  and  submarine-launched  mis- 
siles are  much  faster  and  also  very  accurate,  but  they  cannot 
be  reused  or  recalled,  and  they  can  hit  only  fixed  targets. 

These  and  other  complementary  strengths  and  weak- 
nesses of  the  Triad's  three  legs  have  led  the  vast  majority 
of  our  military  experts  to  conclude  that  we  need  all  three 
to  convince  the  Soviets  they  could  never  make  a  success- 
ful strategic  attack  upon  us  except  at  an  unbearable  cost. 

The  B-I,  our  present  bomber,  was  fully  deployed  in  the 
late  1980s  and  will  be  able  to  penetrate  Soviet  air  defenses, 
although  with  increasing  difficulty  and  vulnerability,  un- 
til a  few  years  into  the  2 1st  century.  We  have  nothing  else 
even  planned  that  would  restore  the  manned-bomber  leg 
of  the  Triad  after  the  B-I's  capability  of  penetrating  Soviet 
air  defenses  is  virtually  eroded. 


We  needed  the  B-1  because  the  27-year-old  B-52  could  no 
longer  penetrate,  and  no  one  knew  if  the  totally  new  B-2 
would  work.  We  now  know  that  it  does.  The  question  thus 
becomes  not  so  much  the  cost,  but  whether  we  wish  to 
continue  a  Triad  of  strategic  defenses.  I  know  of  no  respon- 
sible military  leader  who  feels  we  should  give  that  up. 

Let  us  look  frankly  at  the  cost.  The  B-2  will  render 
obsolete  $300  billion  the  Soviets  have  spent  on  air  de- 
fenses. It  gives  us  a  penetrating  capability  far  into  the  21st 
century,  and  its  cost  is  only  20%  more  than  the  cost  of  the 
very  good,  but  far  less  effective,  B-I. 

General  Larry  Welch,  Chief  of  Staff  of  the  Air  Force,  said 
that  the  20%  is  "the  lowest  incremental  increase  in  cost 
that  we've  ever  seen  going  from  one  gen- 
eration of  weapon  system  to  the  next." 
We've  had  several  wild  estimates  of  the 
cost  of  each  B-2,  most  of  which  range 
over  $500  million  per  plane.  The  actual 
cost  is  $274  million.  The  estimates  are 
based  on  guesses  of  the  cost  of  the  first 
plane,  which  includes  all  of  the  research  and  development, 
production  tooling,  testing,  etc.,  that  would  go  into  any 
first  plane.  No  other  plane  in  the  world  today  has  the  B-2's 
capabilities.  No  other  plane  can  render  useless  an  entire  air 
defense  system.  And,  most  important,  no  other  plane  can 
make  it  so  certain  that  it  will  never  have  to  be  used. 

That  is  the  continuing  problem  and  paradox  of  defense 
spending.  If  we  continue  to  do  enough,  we  will  keep  the 
peace  and  our  freedom.  If  we  do  not  do  enough  now,  we  put 
that  goal  at  risk.  If  we  grant  the  Soviets  their  fondest  wish 
and  cancel  the  B-2  program,  we  will  spend  far  more  on 
strategically  useless  programs  such  as  bailing  out  failed 
S&J.S.  If,  characteristically,  the  Congress  "compromises" 
by  reducing  the  required  funding  each  year,  which  it  now 
seems  likely  to  do,  each  B-2  will  be  far  more  expensive  and 
that  will  delay  the  time  when  we  have  an  effective  Triad. 
A  20%  increase  in  the  cost  over  this  generation's  aircraft 
seems  to  me  a  very  small  price  to  pay  for  a  plane  that  adds 
so  much  to  our  ability  to  keep  our  freedom  without  war, 
and  without  trying  to  guess  whether  the  Soviet  Union 
really  has  changed  permanently. 
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nCK  LESABRE. 
THE  MOST 
■REE  AMERICAW 


Until  now,  this  kind  of  quality  was  known 

only  to  an  elite  group. 
LeSabre  owners. 


According  to  one  measure,  J.D.  Power  and 
Associates,  there's  something  Buick  LeSabre  own- 
ers can  be  proud  to  know  and  something  ail  new- 
car  buyers  should  know.  The  fact  that  Buick 
LeSabre  is  the  most  trouble  free  full-size  car  sold  in 
America*  Import  or  domestic. 

The  latest  J.D.  Power  and  Associates  Initial  Qual- 
ity Survey,  which  measures  things  gone  wrong 
with  new  vehicles  during  the  first  90  days  of  own- 
ership, marks  an  improvement  in  Buick  quality  for 


the  third  year  in  a  row.  And  today  the  Buick  name- 
plate  ranks  among  the  most  trouble  free  American 
cars.  More  trouble  free  than  Lincoln  and  other  pres- 
tige cars  costing  thousands  more. 

To  our  way  of  thinking,  it  all  means  that  if  you're 
looking  for  quality  you  should  look  down  the 
Great  American  Road  for  the  Buick  tri-shield.  The 
new  symbol  for  quality.  The  sign  of  your  Buick 
dealer. 

■J.D  Power  and  Associates  1989  Initial  Quality  Survey  covering  Novem- 
ber and  Decemtjer,  1988  Based  upon  owner-reported  problems  dunna 
the  first  90  days  of  ownership. 


n^m 


The  Great  American  Road  belongs  to 


Let'sget  it  together  buckle  up 

It'  1989  GM  Cforp  AJI  rights  reserved. 


See  your  dealer  for  terms  and  J 
conditions  of  the  limited  warranty.  | 


What's  Ahead  for  Business 


Edited  by  Howard  Banks 


There  is  a  thin, 
but  important,  line 
between  tightening 

and  strangling 


Some  sectors 

already  seem  headed 

for  a  recession 


And  now, 
the  good  news 


IS  THE  PATIENT  DEAD  TET,  DOCTOR? 

Interest  rates  are  finally  falling  in  response  to  the  tardy  easing  by 
the  Federal  Reserve  Bank,  which  has  cut  its  federal  funds  rate  (the  rate 
at  which  banks  lend  to  each  other  overnight)  from  9%%  at  the  end  of 
June  to  just  under  9%  in  early  August. 

Will  this  easing  give  Federal  Reserve  Chairman  Alan  Greenspan  the 
soft  landing — a  reduction  of  inflation  without  pushing  the  economy 
into  a  recession — he  and  the  Bush  Administration  hope  for?  Unfortu- 
nately, history  suggests  that  the  Fed  often  tightens  its  noose  too  much; 
the  patient  revives,  but  slowly  and  painfully. 

A  National  Bureau  of  Economic  Research  study  by  Christina  and 
David  Romer  of  the  University  of  California  (Berkeley)  shows  that 
during  Fed-induced  recessions  and  for  a  year  or  two  after,  industrial 
production  has  dropped  below  what  would  otherwise  have  been  ex- 
pected, by  from  8%  to  as  much  as  21%,  with  an  average  of  14%. 
Unemployment  is  typically  1.5  to  2  percentage  points  higher  than  it 
would  have  been  after  these  shocks. 

There  are  signs  that  Chairman  Greenspan  is  well  aware  of  the  thin,  but 
important,  line  between  tightening  and  strangling.  The  squeeze  that 
led  to  the  very  painful  1980  and  1981-82  double-dip  recession,  induced 
by  then  Fed  Chairman  Paul  Volcker,  squeezed  money  supply  (mea- 
sured as  inflation-adjusted  M2,  which  includes  money  funds  as  well  as 
currency  and  bank  deposits)  so  hard  that  it  shrank  by  an  unprecedented 
8%  at  the  recession's  1981  nadir.  Some  sectors  of  the  economy  are  still 
recovering  from  that. 

Greenspan's  squeeze  has  been  less  brutal.  Before  he  seemingly  backed 
off  sometime  in  July,  real  M2  had  shrunk  by  only  3%. 

Nonetheless,  minus  3%  qualifies  as  a  serious  squeeze,  and  some 
sectors  already  seem  headed  for  recession. 

The  American  big  three  automakers,  for  example,  are  now  cutting 
their  already  reduced  schedules  for  the  1990  model  year  (seep.  38). 

Overall,  the  workweek  in  manufacturing  has  been  trimmed.  New  jobs 
are  being  created  less  rapidly.  And  house  building  is  at  its  lowest  level 
in  three  years,  though,  helped  by  lower  interest  rates,  it  may  have  hit 
bottom.  Retailers  say  consumers  aren't  consuming  much. 

There  is,  however,  a  good  side  to  all  this.  Recessions  seem  to  be 
necessary  to  dynamic  economies  if  they  are  to  wring  out  old,  ineffi- 
cient jobs  and  create  new  ones. 

Most  businesses  look  different  emerging  from  recessions.  Looking  at 
six  previous  Fed  squeezes,  Berkeley's  Romers  conclude  that  industrial 
production  was  still  showing  signs  of  being  below  trend  five  years  after 
each  recession  ended.  Unemployment  takes  over  three  years  to  recov- 
er. "It  seems  to  be  a  more  or  less  permanent  loss,"  says  David  Romer. 

However,  painful  though  it  may  be,  a  good  recession  can  also  be  the 
purge  that  refreshes. 
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The  Forbes  Index 
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More  signs  of  stagnation.  Personal  income  gained  0.5%  in 
June,  to  a  record  $2.6  trillion,  but  the  unemployment  rate 
increased  0.1%.  Manufacturers'  new  orders  rose  slightly, 
to  $124  billion.  Fixed  mortgage  rates  have  dropped  back 
under  10%,  yet  the  residential  construction  market  re- 
mains pretty  dull.  New  housing  starts  in  June  were  4% 


below  the  1988  figure. 

The  Consumer  Price  Index  edged  up  0.2%  in  Jime.  This 
was  a  welcome  change  following  the  0.6%  jump  in  May, 
which  contributed  to  a  3%  increase  in  the  cost  of  living  in 
the  first  half  of  1989.  During  the  same  period  last  year  the 
cpi  rose  2.3%.  Inflation  seems  well  under  control. 


The  Forbes  Index  Components 


The  Forbti  Index  is  i  mcasuic  ol  US  economic  acuvity 
composed  of  tight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  tor  uncmpluyrocnt  com- 
pensjiion.  the  cost  of  services  relative  to  all  consumer 
pnces,  the  level  of  new  orders  fo.  durable  goods  com- 
pared with  manufacturers'  inventories,  total  reuil  sales, 
new  housing  starts,  pcisoiul  income,  toul  consumer 
installment  credit. 

To  measure  these  eight  elements,  Forbes  monitors  ten 
series  of  US  government  data  The  last  14  months' dau 
for  each  series  arc  presented  at  right 
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There  are  70  candles 

on  Malcolm  Forbes' 

bWidaycake. 


But  there's  only  one  Beefeater: 


BEEFEATER 


Happy  Birthday  to  the  One  and  Only  Malcolm  Forbes 
from  the  One  and  Only  Beefeater  Gin. 


LONDON  DISTILLED 

DRYGIN 

OBTuro  uxo  iOTTuo  •!  T»«  u  •  r- 
*•««  BUnnouOH  LONDON  itsot»>' 


The  world's  most  imported  gin. 


47%  Ale  by  Vol.  100%  Grain  Neutral  Spirits.  Imported  by  The  Buckingham  Wile  Company  Lake  Success,  N.Y.  ©  1989. 
To  send  a  gift  of  Beefeater  Gin  answhere  in  the  U.S..  call  1-800-238-4375.  Void  where  prohibited. 


In  a  Different  Light. 


The  Golden  Gate  Bridge, 
photographed  by  Alan  Ross. 


:oday's  business  world,  new  opportunities  arise        into  your  business,  we  can  see  those  opportunities  in 
tinuously.  With  our  global  perspective  and  insight       the  light  of  your  objectives.  Twenty-four  hours  a  day. 


Bank  off  America 


Forbes 


To  the  auto  industry  it  seems  that  bad  times  are  coming.  Don't 
worry — 1990  isnt  going  to  be  another  1980. 


Running  scared 


By  Jerry  Flint 


A  SOFT  LANDING  AHEAD  for  the 
U.S.  economy?  U.S.  automak- 
b  crs  seem  to  be  girding  for  a 
crash  landing.  Not  since  the  recession 
of  1982  have  General  Motors,  Ford 
and  Chrysler  planned  lower  auto  out- 
put. Says  Maryann  Keller,  analyst  at 
Furman  Selz  Mager  Dietz  &.  Bimey: 


"A  fourth-quarter  schedule  like  that 
does  not  suggest  that  auto  sales  are 
going  to  get  better." 

Despite  record  and  near-record  prof- 
its, Detroit  is  running  scared.  It  re- 
members 1979,  when  the  second  oil 
crisis  hit  and  the  industry  was  nearly 
wrecked.  But  the  fear  this  time  is  not 
so  much  of  recession  as  it  is  of  falling 
profits.  Take  Chrysler,  which  just  an- 


nounced a  plan  to  shuck  2,300  white- 
collar  workers.  "We're  not  even  in  a 
volume  recession,  it's  a  margin  reces- 
sion," says  Chrysler  Motors  Chair- 
man Bennett  Bidwell. 

Here  is  Bidwell's  point:  Chrysler 
expects  industrywide  sales  to  total  a 
respectable  14.2  million  cars  and 
trucks  next  year,  down  from  a  project- 
ed 14.8  million  this  year  and  15.8  mil- 


Better  safe  than  sorry? 


Car  sales  are  strong  and  profits  good,  but  Detroit  is  about  to  cut  2,300  jobs.  Their  aim:  to  remain  profitable 

getting  skittish.  Scheduled  fourth-quarter  car  output  even  in  hard  times.  A  decade  ago,  a  plunge  in  demand 

this  year  (left)  is  the  lowest  in  seven  years.  The  big  three  caught  automakers  by  surprise,  leaving  Ford  and  Chrys- 

are  trimming  employment,  too  (center),  with  Chrysler  let  (right)  with  heavy  losses^ 
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lion  last  year;  but  what  really  pinches 
Chrysler  and  other  automakers  is  the 
pressure  on  profit  margins,  brought 
about  by  increased  competition.  It  is 
not  so  much  that  demand  is  falling  as 
it  is  that  supply  is  rising. 

Explains  Bidwell,  "Ten  years  ago, 
with  3  or  4  players,  we  would  think 
14.2  (million  cars  per  year]  is  pretty 
giddy.  Now  there  are  20  players  in  the 
game,  and  that  14.2  at  depressed  mar- 
gins is  the  equivalent  of  a  volume 
recession.  That's  why  we  better  try  to 
get  1%  or  2%  out  of  costs.  Chrysler 
can't  wait  until  it  goes  too  far,  as  it  did 
ten  years  ago." 

Common  wisdom  is  that  Ford  will 
hold  up  best.  "We  kind  of  expected  a 
turn  like  this  coming  along  one  of 
these  days.  We've  been  planning  for 
it,"  says  David  McCammon,  Ford's 
treasurer.  Even  during  the  past  three 
boom  years  Ford  didn't  build  new  U.S. 
plants.  Consequently,  the  company 
has  been  operating  plants  and  em- 
ployees overtime,  running  a  year  ago 
at  118%  of  straight  time  capacity.  De- 
spite Ford's  projected  10% -to- 15% 
drop  in  output  in  the  fourth  quarter, 
McCammon  expects  Ford  to  run  at 
100%  of  capacity  this  fall. 

GM  could  be  in  a  tighter  squeeze. 
The  company  has  been  cutting  plant 
capacity,  but  not  as  fast  as  some  out- 
siders would  like.  A  recession  would 
likely  mean  more  and  faster  plant 
closings  and  layoffs— and  writeoffs. 

But  if  history  does  repeat,  it  rarely 
repeats  in  the  same  way.  Nineteen- 
ninety  does  not  look  like  a  repeat  of 
1980,  when  the  U.S.  industry  ran  op- 
erating losses  of  over  $5  billion  and 
Chrysler  had  to  be  bailed  out  by  Con- 
gress. Without  question,  the  big  three 
are  better  prepared  for  recession  now 
than  they  were  in  1982.  In  the  past, 
production  schedules  like  those  for 
the  fourth  quarter  would  probably 
mean  losses.  Yet  the  industry's  fourth 
quarter  should  be  profitable,  and  prof- 
its for  the  full  year  at  gm.  Ford  and 
'Chrysler  are  still  expected  to  ap- 
proach $10  billion.  Last  year,  a  record 
of  gargantuan  proportions,  the  big 
three  had  $11  billion  of  profits:  $10.96 
a  share  for  Ford,  $6.82  for  gm  and 
$4.82  for  Chrysler.  That  gives  all  of 
the  companies  a  fat  cushion  against 
declines  in  profit  margins. 

"That  fourth-quarter  schedule  is 
the  most  bullish  news  I've  heard.  It 
means  the  industry  is  willing  to  bite 
the  bullet,  cut  production  and  get  in- 
ventory in  shape.  This  is  long  over- 
due," says  Prudential-Bache  auto  ana- 
lyst Philip  Fricke.  He  figures,  proba- 
bly correctly,  that  the  auto 
production  slowdown  will  drag  down 
fourth-quarter  gnp.  Says  he  with  bull- 


ish glee,  "This  will  allow  the  Fed  to 
lower  interest  rates,  which  means  a 
quicker  recovery  next  year." 

John  Neff,  who  runs  the  $8  billion 
Windsor  mutual  fund  for  Vanguard, 
has  17%  of  his  fund's  money  in  auto 
stocks.  "All  three  will  ride  out  the 
storm,"  he  says.  "The  market  has 
started  to  discount  the  next  downturn 
three  times  now.  I'm  not  sure  when 


it's  going  to  come,  and  I  don't  think 
it's  going  to  be  1990." 

With  Chrysler  selling  for  less  than 
five  times  probable  1989  earnings  and 
GM  and  Ford  not  much  higher,  the 
auto  stocks  would  seem  to  have  dis- 
counted everything  but  a  return  to  the 
horse  and  buggy.  Maybe  the  best  thing 
to  be  said  for  the  industry  now  is  that 
it  is  running  scared.  Seriously  so.  ■ 


What  did  Prudential-Bache  find  when  it 
opened  up  Thomson  McKinnons  books  a 
few  months  ago?  A  mess. 

The  captains  who 
didn't  go  down 
with  the  ship 


By  Gretehen  Morgensoo 

P^  rudential-Bache  Securities 
"  Chairman  George  Ball  had 
agreed  to  buy  the  assets  of  Thom- 
son McKinnon  Inc.  for  $60  million, 
plus  assumption  of  liabilities.  Ball's 
goal:  to  expand  his  already  large  retail 
brokerage  operation.  But  once  he 
opened  Thomson's  books,  he  changed 
his  offer  to  an  assets-only  purchase. 

What  changed  Ball's  mind?  He  may 
have  discovered  that  Thomson 
McKirmon's  top  brass  has,  for  almost 
a  decade,  treated  the  firm  as  a  private 
club  for  their  own  enrichment.  They 
paid  themselves  huge  salaries  and  bo- 
nuses based  on  a  percentage  not  of 
profits  but  of  gross  revenues.  At  the 
company's  expense,  they  maintained 
a  97-foot  private  yacht  and  apart- 
ments in  Dorado  Beach,  Puerto  Rico 
and  Manhattan.  They  voted  them- 
selves generous  stock  options  and 
golden  parachutes.  They  took  mil- 
lion-dollar loans  from  the  company 
that  are  interest-free  and  forgivable. 

Thomson  McKinnon  is  not  a  pri- 
vate partnership  as  such.  It  is  a  hold- 
ing company  with  two  main  subsid- 
iaries: Thomson  McKinnon  Asset 
Management,  30%  owned  by  the  pub- 
lic, and  Thomson  McKinnon  Securi- 
ties Inc.,  which  is  majority  owned  by 
employees  through  an  Employee 
Stock  Ownership  Plan.  Thomson 
management    would    not     talk     to 


Forbes.  But  it  is  clear  that  while  the 
executives  were  acting  as  if  they 
owned  the  company  outright,  they 
really  did  not. 

While  Thomson's  top  executives 
have  been  living  high  and  mighty, 
Thomson  employees  have  been  ham- 
mered. When  the  deal  with  Pruden- 
tial-Bache was  announced,  the  rough- 
ly 5,000  Thomson  esop  holders  re- 
ceived bad  news  about  their  stake  in 
the  company.  Valued  at  $220  million 
a  year  and  a  half  ago,  that  stake  is  now 
worth,  according  to  management,  a 
third  of  that,  at  most. 

In  addition,  the  Securities  &.  Ex- 
change Commission  has  raised  ques- 
tions about  the  way  Thomson  man- 
agement pays  itself  for  distributing 
its  mutual  fund  shares  through  the 
asset  management  subsidiary.  In  a 
settlement,  shareholders'  stake  in  the 
management  unit  could  shrink  even 
further. 

Yet  in  a  series  of  meetings  with  top- 
producing  brokers  earlier  this  sum- 
mer, Thomson  management  in  effect 
told  employees  they  should  be  happy 
Prudential-Bache  didn't  walk  away 
from  the  deal  altogether. 

For  its  $60  million,  Prudential- 
Bache  gets  Thomson's  158  branches, 
customer  accounts  and  related  assets, 
which,  by  the  way,  were  valued  at 
$120  million  seven  months  ago. 
Equally  important.  Ball  structured  the 
deal  in  such  a  way  that  Prudential- 
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Thumsou  McKifinon  s  (op  brass  J  Kotmki  Morgayj,  Howard  Whitnuin,  John  J.  .Malotiey  and  Jeffrey  Adler 

For  almost  a  decade,  Morgan  and  Maloney  treated  the  firm  as  a  private  club  for  their  own  enrichment. 


Bachc  IS  not  liable  for  any  damages 
resulting  from  shareholder  suits  or 
other  actions  that  may  be  taken 
against  Thomson  McKinnon  manage- 
ment in  the  future. 

One  loser  in  the  latest  deal  is  J. 
Ronald  Morgan,  Thomson's  51 -year- 
old  chairman.  Morgan  was  poised  to 
ascend  to  the  vice  chairmanship  of 
Prudential-Bachc  under  the  initial 
merger  agreement,  but  that  appoint- 
ment was  dropped  quietly  from  the 
final  transaction. 

If  he  is  responsible — as  he  must 
be — for  many  of  Thomson's  manage- 
ment decisions,  Morgan  deserved 
worse  than  that.  Thomson  decided 
)ust  after  the  1987  stock  market  crash 
to  move  to  more  opulent  New  York 
City  headquarters.  This  decision  was 
made  even  thoui;h  the  firm  had  seven 
yeais  lett  to  run  on  its  lease  in  One 
New  York  Plaza  and  had  not  out- 
grown the  space.  But  move  it  did,  to  a 
leased  space  m  One  Financial  Square 
in  lower  Manhattan  at  $40  a  square 
foot — four  times  the  original  rent. 
Meanwhile,  Thomson  never  sub- 
leased its  former  digs.  So  for  almost 
two  years,  it  has  been  on  the  hook  for 
two       multimillion  dollar       leases. 


Thomson  must  pay  $60  million  to  get 
out  of  the  new  lease. 

Another  high-priced  blunder:  some 
$30  million  m  losses  associated  with 
money  Thomson  lent  to  Residential 
Mortgage  Investors,  a  real  estate  in- 
vestment trust  that  went  bankrupt 
in  1988. 

A  potential  liability  that  hasn't 
even  been  calculated  yet:  private  law- 
suits that  may  be  launched  against 
Thomson  in  connection  with  its  fail- 
ure to  supervise  stockbroker  Charlie 
Howard  (Forbes,  ,\or  M  19H7].  This 
New  Hampshire-based  broker  is  un- 
der investigation  by  the  sec  for  possi- 
ble market  manipulation  and  other 
trading  irregularities. 

If  the  demise  of  Thomson  was  sim- 
ply bad  business  judgment,  it  would 
be  just  another  hard-luck  story.  But 
Thomson's  top  executives  have  com- 
pounded the  problem  by  paying  them- 
selves towering  sums  as  compensa- 
tion over  the  years.  Documents  and 
interviews  with  former  Thomson  em- 
ployees reveal  an  astounding  pattern 
of  management  enrichment. 
•  Salaries  and  bonuses.  It  was  1982 
when  the  parent  company,  Thomson 
McKimion   Inc.,    filed   public   docu- 


ments in  cormection  with  $11  million 
in  bonds  it  had  floated.  Then,  the 
four-man,  one-woman  executive 
board  was  paid  salaries  between 
$130,000  and  $305,000  each.  Not  big 
by  Wall  Street  standards,  but  let's 
move  on  to  the  bonuses.  These  were 
figured  on  a  percentage  of  the  firm's 
gross  revenues,  not  net  income.  Gen- 
erous—and unusual. 

As  the  stock  market  took  off  in  the 
mid-1980s,  gross  revenues  at  the  com- 
pany skyrocketed,  exceeding  $500 
million  a  year.  No  surprise,  the  sala- 
ries and  bonuses  of  the  top  executives 
kept  climbing,  enabling  each  to  re- 
ceive close  to  $1  million  in  compensa- 
tion a  year. 

Compare  this  with  earnings  at  A.G. 
Edwards,  a  publicly  held  brokerage 
with  revenues  roughly  the  same  as 
Thomson  had  in  its  heyday.  Last  year 
Edwards'  chairman,  Benjamin  Ed- 
wards III,  made  $500,000  in  salaries 
and  bonuses  running  a  firm  of  3,500 
brokers  that  generated  $500  million 
in  revenues  and  a  12%  return  on  equi- 
ty. Former  Thomson  Chairman  John 
Maloney,  who  left  the  firm  in  late 
1987  but  continues  to  draw  a  pay- 
check, made  twice  that  while  driving 


40 


FORBES,  AUGUST  21,  1989 


his  firm  into  the  ground. 

•  Interest-free,  annually  renewable 
loans.  Thomson's  board  members  re- 
ceived interest-free  loans  from  the 
company  that  totaled  at  least  $1  mil- 
lion. This  revolving,  open-ended  loan 
was  often  used  for  personal  invest- 
ments the  board  made  as  a  group. 
When  some  of  these  investments 
went  sour — such  as  a  stake  in  some 
Sbarro  fast-food  franchises — the  board 
members  had  Thomson  buy  them  out 
at  cost,  thereby  creating  a  loss  for 
Thomson  but  leaving  the  top  execu- 
tives whole. 

•  Performance  and  other  bonus  plans. 
Thomson  board  members,  as  execu- 
tives of  the  Thomson  McKirmon  As- 
set Management  subsidiary,  benefit- 
ed from  a  bonus  plan  based  on  the 
net  income  generated  by  the  man- 
agement imit.  Under  the  arrange- 
ment, in  1988  alone  $4  million  was 
paid  to  an  unspecified  number  of 
"key  employees,"  including  Chair- 
man Morgan  and  Thomson  President 
Philip  Fahey. 

•  The  Thomson  I.  Then  there  was  the 
97-foot  yacht,  the  Thomson  I.  For  half 
the  year  it  was  moored  in  Port  Wash- 
ington, N.Y.,  near  the  homes  of  Ma- 
loney  and  Morgan.  For  the  other  half 
it  was  in  Fort  Lauderdale.  What  does 
it  cost  to  run  a  yacht  like  this,  with 
crew,  dockage  fees,  maintenance  and 
fuel?  At  least  $500,000  a  year,  not 
counting  food  and  entertainment. 

Thomson  management  would  prob- 
ably argue  that  the  yacht  was  used  to 
entertain  clients.  But,  according  to 
former  employees,  when  Thomson 
managers  asked  to  take  clients  on  the 
yacht  they  were  told  it  was  available 
only  to  executive  committee  mem- 
bers. Members  of  the  committee  rou- 
tinely took  vacations  on  the  yacht; 
Maloney  held  a  lavish  wedding  recep- 
tion for  one  of  his  children  on  board. 

•  Apartments.  Posh  digs  in  Puerto  Ri- 
co's Dorado  Beach  resort  and  an  apart- 
ment in  the  Doral-Tuscany  Hotel  in 

:Manhattan's  fashionable  Murray  Hill 
district  were  maintained  by  the  com- 
pany. Supposedly  for  use  by  out-of- 
town  clients,  the  Tuscany  apartment 
was  used  for  the  most  part  by  top 
Thomson  executives. 

•  Golden  parachutes.  Each  member  of 
the  executive  committee  got  an  em- 
ployment contract  that  ran  for  five 
years,  in  effect  even  if  they  left  the 
company.  Furthermore,  if  they  left 
the  firm,  they  were  entitled  to  a  lump 
sum  payment  equal  to  their  current 
base  salary  and  highest  bonus.  This 
means  two  former  board  members, 
John  Maloney  and  Ida  Brancato,  an 
administrative  officer,  received  at 
least  $1  million  when  they  bailed  out 
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For  executive  use  only:  a  9~-foot  luxwy  vessel 
But  where  are  the  employees'  yachts? 


of  the  firm  soon  after  the  1987  stock 
market  crash. 

After  running  the  firm  since  1965, 
Maloney  retired  abruptly  in  Decem- 
ber 1987  at  age  56.  Masterful  timing: 
He  was  able  to  cash  in  his  esop  shares 
near  the  top  at  SI  10  each,  as  opposed 


to  the  $35  they  may  fetch  now. 

Others  aren't  so  lucky.  People  who 
worked  at  Thomson  McKinnon  for  all 
their  lives  and  were  looking  forward 
to  an  affluent  retirement  based  on 
their  esop  shares  can  kiss  such 
dreams  good-bye.  ■ 


Wall  Street  thrives  on  numbers.  Too  bad  the 
boys  and  girls  there  don  Y  check  them  better. 
Take  Traditional  Indttstries,  which  has  im- 
pressive numbers  and  a  troubled  business. 

The  facts  behind 
the  figures 


By  Richard  L.  Stem 
and  Marc  Beaochainp 


BACK  IN  THE  Seventies  they 
called  it  Atlantic  Industries, 
Inc.  Martin  Osman,  as  chief  ex- 
ecutive, and  Arland  Durm  had  a  gim- 
mick. Using  door-to-door  sales  peo- 
ple, they  peddled  installment  con- 
tracts entitling  buyers  to  a  camera  and 


a  large  amount  of  film  and  processing. 
Never  mind  that  a  lot  of  the  custom- 
ers never  finished  making  their  pay- 
ments. With  some  creative  account- 
ing, they  booked  impressive  sales  and 
eamings  growth  while  Atlantic  was 
actually  losing  cash. 

Wall  Street  has  a  habit  of  being 
mesmerized  by  numbers  and  not  pay- 
ing much  attention  to  what  underlies 
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Blake  LitUeA'isages 


Traditiotuil  hulustrics  Oxiinnari  .Arhind  Dtititi 

Reporting  impressive  earnings  mhile  hemorrhaging  cash. 


them.  That's  the  way  it  was  with  At- 
lantic Industries,  which  went  pubhc 
in  1969  at  $3  and  went  as  high  as  $17. 

Predictably,  by  1977  Atlantic, 
bleeding  cash  and  under  siege  from 
the  Federal  Trade  Commission,  went 
out  of  business. 

But,  It  seems,  you  can't  keep  a  good 
promoter  down.  Osman  and  Dunn  are 
at  it  again.  This  time,  with  Dunn  run- 
ning the  show,  they've  got  an  Agoura 
Hills,  Calif-based  public  company 
called  Traditional  Industries,  Inc.  Last 
year  Traditional  reported  $47  million 
in  revenues,  up  31%  from  the  year 
before,  making  Forbes'  list  of  the  200 
fastest-growing  companies.  Just 
shows  how  fast  growth  isn't  always 
what  It's  knocked  up  to  be. 

What  does  Traditional  do  for  a  liv- 
ing? Pretty  much  what  the  ill-fated 
AtLmtic  Industries  did.  It  has  been 
running  a  network  of  1, 100  salesmen, 
selling  to  a  mostly  rural  clientele  in 
47  states  and  Canada.  Its  product: 
photographic  packages,  to  be  paid  off 
in  monthly  installments  of  up  to  48 
months,  A  typical  package  includes  a 
35mm  camera  (wholesale  price  most 
anywhere:  about  $200),  a  photo  album 
(wholesale:  $25),  film,  development 
and  allegedly  "customized"  photo  en- 
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largements.  The  total  price  averages 
around  $1,000 — not  including  the 
18%  interest  charges  on  the  unpaid 
balances. 

As  it  turns  out,  there  was  nothing 
"custom"  about  Traditional's  film 
processing,  so  you  might  do  better  at 
Fotomat.  Now  the  Federal  Trade 
Commission  staff  and  the  company 
have  agreed,  pending  full  commission 
approval,  that  Traditional  allow  dis- 
gruntled customers  to  bail  out  of  their 
contracts. 

Tell  it  to  Bear,  Steams,  which  is 
sitting  on  a  proposal— already  filed 
with  the  Securities  &.  Exchange  Com- 
mission— to  peddle  to  the  public 
some  $30  million  to  $40  million 
worth  of  Traditional's  receivables. 
Need  we  say  that  Dunn  and  Osman 
need  the  cash  badly?  Maybe  Bear, 
Steams  ought  to  look  again. 

Dunn  is  keeping  Traditional's 
books  the  same  way  Osman  did  At- 
lantic's. They  record  the  full  value  of 
the  installment  sales  as  revenues  al- 
most immediately.  Never  mind  that 
at  best  all  the  cash  will  not  be  in  hand 
for  years.  And  never  mind  that  experi- 
ence shows  many  customers  simply 
renege  on  their  contracts. 

While  the  cash  flow  is  thus  decided- 


ly iffy,  the  upfront  costs  are  in  hard 
cash  in  the  form  of  commissions,  the 
cost  of  the  cameras  and  overhead.  Re- 
sult: The  faster  its  sales  (however  illu- 
sory) grow,  the  bigger  the  company's 
very  real  cash  drain. 

Nevertheless,  Traditional  has  love- 
ly numbers  to  show  off.  The  company 
reported  pretax  income  of  $8.3  million 
for  the  year  ending  June  1988,  versus 
$6.4  million  the  previous  year. 

Let's  look  a  bit  deeper,  though.  In 
1988  Traditional  reduced  its  provision 
for  doubtful  accoimts  from  32.1%  to 
13.2%  of  receivables.  If  it  had  kept  the 
32.1%,  the  company  would  have 
shown  an  additional  $10.7  million  in 
expenses,  resulting  in  a  pretax  loss  of 
$2.4  million.  Now  look  at  actual  cash 
flow  for  the  same  fiscal  year.  It  was 
negative  $18.8  million,  and  for  the  six 
months  ended  last  December  it  was 
negative  $10.6  million. 

Where  did  we  get  our  numbers? 
From  an  admittedly  biased  source, 
Chicago-based  analyst  Ben  Kopin  of 
Gilford  Securities,  which  has  recom- 
mended shorting  the  stock.  Despite 
the  obvious  bias,  Gilford's  numbers 
look  correct. 

Now  you  know  why  Traditional  is 
eager  to  peddle  those  receivables.  It  is 
desperate  for  cash. 

Arland  Dunn,  straight-faced,  insists 
that  the  company's  accounting  has 
become  more  conservative.  Instead  of 
recording  sales,  in  full,  immediately, 
the  company  now  doesn't  put  them 
on  the  books  until  the  first  payment. 
All  this,  by  the  way,  is  almost  exactly 
what  Atlantic  Industries  said  in  its 
annual  filing  with  the  sec  in  1972 
when  it  reported  record  earnings  and 
at  the  same  time  lowered  its  provi- 
sions for  doubtful  accounts. 

Yet  analysts  at  firms  like  Smith 
Barney  and  Morgan  Keegan  at  one 
time  or  another  have  recommended 
Traditional.  Deja  vu  all  over  again. 

The  o-t-c-traded  stock,  which  was 
as  high  as  12'/2  in  1986,  is  now  up 
again  to  9,  after  a  low  of  4%.  With  3.6 
million  shares,  that  gives  the  compa- 
ny a  market  capitalization  of  over  $30 
million. 

Durm  says  he's  confident  Bear, 
Steams  will  sell  the  receivables  by 
October.  Bear,  Steams  isn't  saying 
anything. 

We  may  be  wrong,  but  we  just  hope 
that  the  broker,  the  potential  buyers 
of  the  paper  and  Traditional's  public 
shareholders  are  fully  aware  of  the 
company's  proposed  settlement  with 
the  Federal  Trade  Commission  allow- 
ing customers  out  of  their  contracts. 
That,  of  course,  would  make  the  paper 
Bear,  Steams  is  proposing  to  sell  more 
risky  than  it  already  is.  ■ 
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The  Money  Men 


Two  paths  to 

Although  they  both  look  for  value,  George  Michaelis 
and  Jeremy  Grantham  differ  sharply  in  their  approach- 
es to  the  stock  market.  Michaelis  is  a  Ben  Graham 
fundamentalist  who  gives  a  modem  twist  to  the  mas- 
ter's theories.  Jeremy  Grantham,  on  the  other  hand,  is 
more  interested  in  trends  than  in  fundamentals.  But 
Grantham  doesn't  follow  trends;  he  bucks  them.  If  a 


the  same  point 

particular  approach  to  stocks  is  widely  popular, 
Grantham  abandons  it  and  looks  for  an  out-of-favor 
approach.  But  here's  the  rub:  Both  are  buying  pretty 
much  the  same  sorts  of  stocks  today — old-fashioned 
growth  stocks  of  the  T.  Rowe  Price  variety.  Grantham 
buys  them  because  they  are  out  of  favor;  Michaelis 
buys  them  because  he  thinks  they  offer  solid  value. 


Some  folks  invest  in  low  P/Es,  some  bet  on 
growth  rates,  some  on  takeover  values. 
George  Michaelis  looks  for . . . 


Compound 
interest  machines 


By  Jonathan  Clements 


Source  Capital's  George  Michaelis 

"I  think  of  myself  as  an  investor  in  really  great  businesses. 


Mqandro  Tomas 


SOON  AFTER  Gcorgc  Michaclls 
joined  Source  Capital  in  1971, 
Berkshire  Hathaway  Chairman 
Warren  Buffett  and  sidekick  Charles 
Munger  bought  20%  of  the  closed-end 
investment  fund  for  companies  they 
controlled.  Source  was  a  discredited 
leftover  from  the  go-go  days  of  the 
1960s  and  was  selling  at  a  40%  dis- 
count from  the  market  value  of  its 
beaten-up  portfolio,  consisting  largely 
of  letter  stock  and  other  private-place- 
ment securities  issued  by  small  com- 
panies. Michaelis  had  gotten  the  job 
because  his  experience  in  venture 
capital  (he  had  run  his  own  venture 
capital  firm)  seemed  appropriate  to 
Source's  portfolio. 

But  venture  capital  wasn't  what  the 
new  job  was  about.  Michaelis'  mis- 
sion was  to  get  out  of  the  illiquid 
investments  and  move  what  was  left 
of  the  money  into  publicly  traded 
stocks.  Michaelis  knew  little  about 
stock-picking  but  wasn't  afraid  to  ask. 
He  studied  the  investing  technique  of 
his  two  new  shareholders  and  asked 
Munger  many  questions.  Michaelis 
proved  a  quick  learner.  Source  Capi- 
tal's portfolio  has  returned  19%  a  year 
over  the  past  decade,  a  nice  premium 
over  the  17%  for  the  s&p  500.  Holders 
of  Source's  common  shares  have  done 
even  better — 20%  a  year — because 
the  discount  has  narrowed  to  a  recent 
4%.  Assets  of  the  New  York-listed 
company  now  total  $316  million. 

What  did  Michaelis  learn  from  the 
two  masters — and  from  his  own  expe- 
rience? To  adapt  to  current  circum- 
stances the  teachings  of  Benjamin 
Graham.  "I  think  of  myself  as  an  in- 
vestor in  really  great  businesses, 
whereas  Ben  Graham  was  really  a  pur- 
chaser of  cheap  assets,"  says  Michae- 
lis, 52,  whose  west  Los  Angeles  office 
is  just  down  the  street  from  the  Fox 
film  studio.  "In  that  sense,  Bioffett  has 
really  evolved  away  from  pure  Ben 
Graham  investing." 

Benjamin  Graham  advised  readers 
of  The  Intelligent  Investor  to  buy  stocks 
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that  are  trading  near  or  below  book 
value.  The  Buffett-Michaelis  version 
goes  beyond  tangible  assets  to  count 
such  intangibles  as  brand  names  or 
the  kind  of  "franchise"  that  makes  a 
newspaper  or  television  station  valu- 
able. Such  businesses  tend  to  have  a 
high  retum  on  book  equity.  Why?  Be- 
cause they  are  earning  not  only  on 
their  tangible  assets  but  on  the  intan- 
gible ones  as  well. 

Earlier  this  year,  for  instance,  Mi- 
chaelis  bought  W.W.  Grainger,  a  dis- 
tributor of  electrical  motors  and 
maintenance  supplies,  which  today 
trades  at  15  times  earnings  and  almost 
three  times  its  $23  book  value.  Ben 
Graham  might  not  have  approved,  but 
Michaelis  is  banking  on  an  expecta- 
tion that  the  company's  current  re- 
tum on  equity  will  be  sustainable. 
Grainger,  for  instance,  has  averaged  a 
15.4%  retum  on  equity  over  the  past 
five  years.  So  long  as  Grainger  retains 
a  substantial  part  of  those  earnings 
and  can  reinvest  them  at  the  same 
high  rate  of  return,  it  will  have  a  pow- 
erful amount  of  compounding  going 
for  it.  (At  15%,  money  doubles  every 
five  years.) 

How  does  Michaelis  know  that 
Grainger  can  keep  up  its  15.4%  retum 
on  equity?  That's  where  the  idea  of  a 
franchise  comes  in.  "Grainger,"  he 
says,  "has  inculcated  itself  into  the 
minds  of  engineers  and  (plant]  manag- 
ers, so  when  they  need  a  motor, 
Grainger  is  who  they  call.  Is  that  a 
franchise?  In  a  way,  it  is." 

Another  stock  Michaelis  recently 
bought  is  AMP  Inc.,  a  manufacturer  of 
electronic  connection  devices  that 
trades  at  15  times  earnings.  "Most  of 
the  electronic  connector  companies 
have  demonstrated  an  ability  to  earn 
very  high  returns  much  more  consis- 
tently than  either  the  semiconductor 
manufacturers  or  the  manufacturers 
of  computer  end  products,"  says  Mi- 
chaelis. "This  is  a  relatively  low-risk 
way  to  participate  in  the  whole  area  of 
technology." 

Earlier  this  year,  Michaelis  was  a 
buyer  of  Tandy  Corp.,  which  owns 
and  franchises  Radio  Shack  stores  and 
also  makes  pcFMiial  computers. 
"Tandy  as  a  retail  chain  is  a  pretty 
mature  vehicle,"  says  Michaelis. 
Wlrch  m>'ans  "hat  it  can't  reinvest 
earnings  U)  y'eld  the  30% -plus  return 
on  equity  it  e.  loyed  several  years  ago. 
But,  so  long  ;is  its  P/E  stays  low 
enough— it's  cu^^^  ntly  only  13 — 
Tandy  is  in  a  pnsuion  to  increase 
earnings  per  i-harc  ;  Imying  in  its 
own  stock.  "They've  done  it  aggres- 
sively, and  not  mst  in  the  last  year  or 
two  when  it's  bcv  omc  a  tad,"  says 
Michaelis.  Over  i   e  last  five  years 


Tandy  has  bought  in  17%  of  its  stock, 
allowing  the  company  to  boost  its 
earnings  per  share  by  38%,  while  net 
income  rose  at  just  half  that  rate. 

Another  Source  holding  is  Nalco 
Chemical,  now  trading  at  15  times 
earnings.  Nalco  sells  specialty  chemi- 
cals, such  as  those  used  in  water  pol- 
lution control.  Michaelis  reckons  its 
23%  retum  on  equity  is  sustainable: 
"What  Nalco  does  is  a  very  small  cost 
in  the  total  picture  of  its  customers." 

When  you  find  one  of  these  com- 
pound interest  machines,  you  stick 
with  it  as  long  as  it  shows  no  signs  of 


losing  its  ability  to  compound  at  a 
good  rate.  One  stock  that  Michaelis 
has  been  happy  to  sit  with  since  1984 
is  Melville  Corp.,  a  specialty  retailer 
that  has  had  a  return  on  equity  of  over 
22%  a  year  over  the  last  decade. 

Wonder  why  Ben  Graham,  that 
hard-nosed  old  thinker,  never  cot- 
toned to  the  value  of  intangibles?  In 
his  day,  he  didn't  have  to.  When  his 
seminal  work.  Security  Analysis,  ap- 
peared during  the  Depression,  there 
were  plenty  of  bargain  stocks  without 
even  giving  credit  to  franchises,  in- 
tangible assets  and  future  earnings.  ■ 


Value,  as  any  metaphysicist  knows,  is  in  the 
eye  of  the  beholder.  Jeremy  Grantham  has 
his  own  definition  of  value. 

To  all  yardsticks 
there  is  a  season 


By  David  Cfaurlrack 


Tl  ALK  ABOUT  an  about-face.  When 
Forbes  visited  Boston-based 
money  manager  Jeremy 
Grantham  1 1  years  ago,  the  cofounder 
of  Grantham,  Mayo,  Van  Otterloo  & 
Co.  was  buying  doggy  stocks:  stocks 
that  had  dropped  so  low  he  felt  they 
now  had  nowhere  to  go  but  up. 

They  were  stocks  full  of  unrecog- 
nized value,  a  la  Benjamin  Graham — 
stocks,  that  is,  that  for  various  rea- 
sons were  selling  cheap  in  relation  to 
earnings  or  book  value. 

And  go  up  they  did.  A  dollar  invest- 
ed with  Grantham  in  1977  is  worth 
$12  pretax  today.  Grantham's  firm 
now  manages  over  $6  billion,  suggest- 
ing an  annual  gross  of  at  least  $20 
million  a  year.  A  big  piece  of  this 
inevitably  comes  down  to  the  bottom 
line  for  Grantham,  50,  and  his  part- 
ners— Richard  Mayo  runs  the  traders, 
Eijk  Van  Otterloo  is  the  foreign  expert 
and  Kingsley  Durant  the  treasurer. 

What  docs  Grantham  like  now?  No 
more  dogs.  He's  into  growth  stocks — 
quality  companies  whose  stocks  do 
not  look  to  most  people  like  scream- 


ing bargains.  Growth  stocks?  That 
seems  like  heresy  for  a  firm  that  1 1 
years  ago  was  hunting  for  value. 

But  in  investing,  seasons  change. 
Today  every  stock  picker  trying  to 
hustle  up  a  portfolio  to  manage  is  a 
"value"  investor — meaning,  of 
course,  that  it's  difficult  to  find  good 
companies  whose  stocks  are  classic 
"value"  buys.  Back  in  1983  Grantham 
delivered  a  speech  to  analysts  titled 
"The  death  of  value." 

"That  title  was  overstated  to  make 
the  point  that  simpleminded  mea- 
sures like  low  p/es  and  price-to-book 
were  so  well  absorbed  in  the  market 
price  that  they  would  not  work  again 
in  the  long  run,"  recalls  Grantham. 

This  isn't  the  first  time  Grantham 
has  switched  directions.  He  moved 
from  dogs  in  the  late  1970s  to  defen- 
sive blue  chips  (like  Quaker  Oats  and 
H.J.  Heinz)  in  the  early  1980s  and 
then  tried  technology  stocks  for  a 
while.  At  that  time,  says  Grantham, 
"growth  stocks  were  the  only  thing 
we  hadn't  tried.  They  represented  the 
opposite  of  everything  we  valued. 
They  were  overpriced  and  well  fol- 
lowed and  people  liked  them." 
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V%  CSgilal  Is  Not 
GoodEnoudi 


100%  digital  does  not  mean  100%  digital  fiber  optic.  Though  the  difference  may 
strike  you  as  subtle,  the  impact  it  can  have  on  your  telecommunications  is  astounding. 


When  it  pours,  we  reign.  Any  network  containing  copper,  microwave  and  satellite 
is  at  the  mercy  of  the  elements.  And  so  is  every  customer  that  uses  that  kind  of 
network.  On  the  other  hand,  100%  digital  fiber  optics  is  immune  to  all  electromagnetic 
interference  commonly  caused  by  inclement  weather  and  surrounding  power  lines. 
So  your  voice,  data  and  video  transmissions  go  through  rain  or  shine. 

Best  of  all,  the  best  costs  less.  Not  only  can  every  customer 
save  on  their  long  distance  calls,  they  can  also  transmit  data 
for  the  price  of  voice,  save  countless  man-hours  with  faxes  that 
arrive  in  six  seconds  instead  of  60,  and  place  their  calls  quickly  on 
the  very  first  try.  In  short,  a  100%  digital  fiber  optic  telecom- 
munications tietworkenhancesyour  ability  to  run  your  business 
better,  rather  than  restricts  it. 

But  only  one  such  system  exists.  Ours.  So  even  though  AT&T 
doesn't  have  a  100%  digital  fiber  optic  network,yo\i  can.  Just 
call  1-800-877-2000  now  And  talk  with  the  best. 


Our  networii  offers  a  lot  to  a  lot. 

A  single  pair  of  hair-thin  optical  fibers 
can  carry  more  than  16,000  calls, 
compared  to  96  for  copper.That 
means  a  mere  100  pair  could  carry  the 
simultaneous  calls  of  everyone  in 
Manhattan.  100  pair  of  copper  wire 
couldn't  even  carry  one-fourth  the 
calls  of  Grand  Bahama  Island. 


US  Sprint 

Talk  With  The  Best.'^ 


C  1989  US  Sprim  Communications  Company  Limited  Partnership"  US  Sprint  is  a  registered  trademark  of  US  Sprint  Communications  Company  Limited  Partnership. 


r  forget  whose  promises  we're  keeping. 
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any  times  each  day  it  seems  nothing. 

~     "See  you  soon."  "Pleasant  trip."  "Welcome  home." 
^The  ordinary  promises  of  parting  and  reunion.  Made  special 
S  simple  gesture.  Promises  that  are  yours  to  keep. 
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Gt  Aircraft  Engines 

Keeping  the  Promise 


Jeremy  Grant/mm  of  Grantfxtm,  Mayo,  Van  Otter  loo 
"Sfanpleminded  measure*  Wee  low  PIEm  won't  work. 


Why  the  about-face?  Says 
Grantham:  "This  summer  I  attended 
four  consecutive  chcnt  meetmgs 
where  firmg  the  growth  stock  manag- 
er was  an  item  on  the  agenda." 

That's  an  important  reason  why 
Grantham  now  believes  that  the  best 
values  reside  m  the  stocks  of  old-line 
growth  companies;  They  bore  people. 
In  Grantham  book,  boring  is  good. 
PepsiCo,  Anh..  iSer  Busch,  Lilly  and 
Johnson  &.  lohnsou  number  among 
his  top  ten  holdings.  Other  sizable 
positions  include  General  Re,  Abbott 
Labs  and  Capital  Cities/ABC.  It's  a 
portfolio  of  the  sort  that  was  popular 
in  the  late  1960s  and  early  1970s  but 


has  long  since  lost  favor.  "The  stocks 
that  dominate  our  portfolio  look  eeri- 
ly like  a  1972  portfolio,"  says 
Grantham.  "It's  a  deja  vu  portfolio." 

What's  different  is  the  price  tag.  It 
seems  hard  to  believe,  but  in  1972 
institutional  favorites  like  Merck, 
Black  ik  Decker  and  Schering-Plough 
(all  of  which  Grantham's  funds  own) 
were  going  for  45  to  .SO  times  prior 
year  earnings — comparable,  in  terms 
of  rates  of  return,  to  long-term  bonds 
paying  2%.  No  wonder  the  Graham- 
ites  and  other  sensible  investors 
shtmned  these  stocks. 

Today,  however,  some  of  the  best 
drug  and  consumer  nondurables  com- 


panies are  available  at  p/es  a  third  to  a 
half  that  scale.  Consider  the  statistics 
kept  by  the  T.  Rowe  Price  New  Hori- 
zons Fund,  one  of  the  largest  small- 
company  growth  funds,  on  its  p/e  ra- 
tio. At  the  end  of  1972  the  New  Hori- 
zons multiple,  at  29,  was  almost 
double  that  of  the  market  as  a  whole. 
Now  it's  14,  only  a  point  or  two  ahead 
of  the  broad  market.  Says  Grantham: 
"Growth  stocks  have  gone  through  a 
complete  cycle  and  are  cheap." 

To  oversimplify  things  a  bit,  what 
Grantham  does  is  put  a  current  price 
on  a  company's  future  earnings. 
When  you  do  that,  what  looks  like  a 
high  p/e  no  longer  looks  so  high.  It's 
the  game  that  people  took  to  ridicu- 
lous lengths  in  the  early  1970s  and 
then  forgot  about. 

Helping  Grantham  and  his  partners 
is  their  dec  Microvax  II:  Three  of  the 
partners  were  founding  partners  at  the 
heavily  quantitative  Batterymarch  Fi- 
nancial before  opening  their  own  shop 
in  1978. 

Take  Anheuser-Busch,  one  of 
Grantham,  Mayo's  core  holdings.  The 
company  earned  $2.45  a  share  last 
year.  Its  earnings  have  been  growing 
steadily  over  the  past  decade  at  a  com- 
pound annual  rate  of  almost  20%. 
Suppose  that  growth  continues  for 
just  five  more  years;  then  earnings 
would  be  over  $6  a  share  by  1993. 

What's  36  in  1993  worth  today?  Us- 
ing a  10%  discount  rate,  it's  worth 
about  $3.90.  And  at  Anheuser-Busch's 
multiple  of  1 7,  the  stock  is  worth  $66. 
But  the  market  prices  it  at  only  $45. 
So  Grantham  is  a  buyer,  albeit  a  con- 
servative one:  He  uses  a  declining 
growth  rate. 

PepsiCo's  earnings  have  com- 
pounded at  17.8%  a  year  for  the  last 
ten  years,  Lilly's  at  12.5%,  and 
Merck's  at  14.3%. 

Lots  of  things  can  go  wrong.  The 
growth  rate  might  collapse:  Anybody 
who  bought  rapidly  growing  Wang 
Laboratories  in  the  early  1980s  has 
watched  most  of  his  capital  disappear 
as  earnings  have  turned  to  losses.  Or 
inflation  might  roar  back,  in  which 
case  the  discount  factor  would  have  to 
be  raised. 

But  Grantham  figures  he  has  a  nice 
margin — that  difference  between  a 
price  of  $45  and  value  of  $66 — to 
cushion  him  from  nasty  shocks. 
When  fund  managers  paid  40  and  50 
times  earnings  for  such  stocks  in  the 
1960s  and  early  1970s,  there  was  no 
such  cushion  against  the  unexpected. 

And  he  feels  good  that  his  switch  to 
growth  stocks  is  raising  so  many  eye- 
brows. "It's  the  people  who  are  un- 
comfortable," he  reminds  us,  "who 
will  make  the  money."  ■ 
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Coidd  someone  mate  a  federal  case 
out  of  the  W2^  you  teep  records?^ 
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We've  all  heard  the  stories.  Com- 
panies that  lose  major  liability  suits 
because  they  couldn't  produce  the 
necessary  documents  in  compliance 
with  federal  and  state  regulations 
to  defend  themselves.  Companies 
that  lose  a  major  client  because  they 
can't  document  third-party  charges 
on  behalf  of  that  client. 

And  it  all  comes  down  to  a  very 
simple  problem:  paper.  Paper  that 
when  misfiled  or  misplaced  could 
spell  disaster.  Paper  that  when 
destroyed,  could  possibly  destroy 
your  business. 


The  solution  is  a  computerized 
filing  system  from  3M  Information 
Systems  Group. 

3M  provides  systems  that  use 
computer  technology — very  likely  the 
computers  you  already  have  in  place 
— to  speed  and  secure  the  storage 
and  retrieval  of  documents  with 
evidentiary  value.  Documents  that 
can  be  combined  with  the  data  files 
you  already  generate  on  computer. 

For  many  businesses,  the 
storage  media  may  be  microfilm  or 
microfiche.  With  certain  applications, 
a  digital  document  management 


system  integrated  with  a  mainframe 
database  may  be  most  appropriate. 

Either  way,  the  system  you 
choose  will  work  with  the  technol- 
ogy 3M  is  developing  for  the  future. 
We've  already  assembled  packages 
for  Accounts  Payable,  Engineering, 
Manufacturing,  Financial  Records, 
Hospital  Records  and  more. 

For  more  information  on  how 
to  protect  your  company,  call 
3M  Information  Systems  at 
1-800-328-1684. 

But  act  soon.  Before  your  filing 
system  is  judged  to  be  out  of  order. 
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EVERY  YEAR 
THERE'S  ANOTHER 

SOLUTION  TO 
THE  HEALTH  CASE 

CRISIS. 

SIMPLE.  EASY 

WRONG. 
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It's  a  rare  crisis  that  responds  to  a  small  fix. 

Yet,  year  after  year,  that's  exactly  what's  been 
offered:  cost-containment  programs  that  were 
effective  in  the  areas  they  targeted  but  not 
broad  enough  to  truly  slow  surging  medical  costs. 

At  the  CIGNA  companies,  we  believe  what's 
needed  is  a  whole  new  framework  for  offering 
health  care.  And  so  we've  created  one: 

Integrated  Managed  Care. 

Simply  put,  we  form  a  long-term  partnership 
with  each  of  our  client  companies  and  with  local 
providers  of  medical  services. 

A  partnership  where  each  member  is  commit- 
ted to  two  simultaneous  goals:  ensuring  quality 
medical  core  and  containing  costs. 

Then,  drawing  from  a  brood  array  of  managed 
care  products  and  sen/ices,  we  design  health 
care  programs  to  meet  each  client's  short-  and 


long-term  objectives.  And  we  implement  them  in 
a  way  that  lets  clients  move  at  their  own  pace. 

What  does  this  mean  for  your  company? 

That  at  last  there  are  health  care  programs  that 
can  help  you  contain  escalating  medical  costs. 

And  what  does  it  mean  for  your  employees? 

That  they  hove  access  to  quality  medical  care 
through  the  health  care  delivery  system  that's  best 
suited  to  their  needs. 

To  learn  more  about  programs  already  benefit- 
ing companies  nationwide,  write  the  CIGNA  Com- 
panies, Dept.  R2,  1600  Arch  Street,  Philadelphia, 
Pennsylvania  19103. 

And  discover  a  long-term  health  care  solution 
that  may  not  be  simple  or  easy, 
but  does  have  one  important 
thing  going  for  it. 

It's  right. 


CIGNA 


and  100  company-owned  outlets. 
But  he  needed  only  months  to  exe- 
cute a  leveraged  buyout  of 
Church's  Fried  Chicken,  a  prime 
competitor,  and  leapfrog  into  sec- 
ond place  in  the  fried  chicken  in- 
dustry, right  behind  the  Colonel. 

The  fulcrum  of  the  deal?  Cope- 
land's  pledge  to  convert  400 
Church's  to  Popeyes,  sell  them  as 
franchises,  and  use  the  proceeds 
to  pay  off  $200  million  in  debt. 

According  to  Copeland,  the  sell- 
off  is  a  potential  bonanza  for  inves- 
tors leery  of  starting  new  fran- 
chises. 

"The  advantage  to  investors  is 
that  they  can  investigate  an  operat- 
ing business  with  management  and 
equipment  in  place,"  says  Cope- 
land.  "This  is  a  tangible  opportuni- 
ty, which  makes  it  a  more  viable 
one." 

Copeland  is  not  a  lone  innovator, 
however.  As  franchising  approach- 
es the  1990s,  a  stable  of  franchise 
companies,  old  and  new,  are  jock- 
eying for  position  and  strategically 
aligning  themselves  for  future 
growth.  Here's  an  overview  of 
what's  happening  in  franchising 
and  what  investors  need  to  know 
before  putting  money  on  the  line. 


The  Avis  Advantage 

Why  would  Avis,  an  industry 
leader  in  the  car  rental  industry, 
venture  into  the  highly  competitive 
world  of  quick  lubes  and  oil 
changes?  "We  believe  that  Avis, 
with  its  many  years  of  experience  in 
automotive  service  and  franchis- 
ing, has  the  legitimacy  needed  to 
score  big  in  an  industry  desperate- 
ly in  need  of.  credibility,"  says  Vin- 
pent  A.  Russo,  vice  president  and 
relies  on  investment  groups  to 
identify  and  acquire  profitable,  re- 
gional chains  and  convert  them  to 
Avis  Lubes. 

The  strategy  has  worked  for  the 
Winward  Capital  Group,  a  Manhat- 
tan-based firm  that  bought  a  Buffa- 
lo, N.Y.,  quick-lube  chain  and  con- 
verted it  to  the  Avis  name  and  oper- 
ating system. 

"The  Avis  name  gives  us  immedi- 
ate recognition,"  says  Lawrence 
Urman,  board  chairman  of  Win- 
ward.  "The  home  office  provides 
important  support  and  guidance." 


general  manager  of  Avis  Lube. 

Since  launching  its  franchise 
program  less  than  two  years  ago, 
the  company  has  opened  49  units 
and  plans  to  add  another  100 
shops  by  this  time  next  year.  Ulti- 
mately, the  chain  hopes  to  sponsor 
750  to  1,000  franchisees. 

To  meet  that  objective.  Avis  Lube 
is  courting  a  wide  range  of  entre- 
preneurs, from  single-unit  opera- 
tors to  multi-unit  developers.  One  of 
the  company's  more  creative  twists 


Gloria  Jean's  Strategy 

Multiple  ownership  is  also  help- 
ing Gloria  Jean's  Coffee  Bean,  a 
gourmet  coffee-bean  franchise,  to 
grow.  Founded  in  1979  by  a  hus- 
band-and-wife  team,  Ed  and  Gloria 
Jean  Kvetko,  Gloria  Jean's  has  sold 
92  franchises,  many  to  entrepre- 
neurs who  own  more  than  one 
shop.  "That  phenomenon  speaks 
highly  for  the  success  of  our  con- 
cept," says  Ed  Kvetko.  "If  the  op- 
portunity   wasn't    worthwhile,    our 


97% 

OF  FRANCHISED 

NEW  STORE  UNITS 

SUCCEED!* 

Compared  to  54%  of  independent  businesses  that  fail  in  the  first  year. 
After  5  years  only  15%  of  independent  businesses  are  still  operating.** 

.\  smart,  successful  business  person  recognizes  ways  to: 

•  Reduce  the  calculated  risks; 

•  Eliminate  the  unknowns; 

•  Save  start-up  costs 

Now,  you  can  further  increase  your  odds  by  joining  one  of  the  fastest  growing 
restaurant  groups  in  the  fast  food  industry'.  .\1  Copeland  Enterprises,  parent 
company  of  Popeyes  and  Church's,  is  the  #2  chicken  retailer  in  the  world 
with  over  $1  billion  dollars  in  annual  sales.  In  just  17  years,  the  company 
has  grown  from  1  to  2,000  locations. 

And  you  may  qualify*  to  be  awarded  some  of  the  515  business  units  available. 
These  are  on-going  businesses  with  immediate  cash  flow.  You  can  actually  see 
the  business  you're  buying  —  its  traffic,  management  team,  crew,  equipment, 
marketing  support,  etc.  A  normal  restaurant  start-up  takes  6-18  months  and  you 
still  have  many  unknowns  to  deal  with. 

If  you're  a  good  business  person  with  sohd  management  skills  and  a  strong 
financial  base,  you  may  be  selected  to  join  the  .\1  Copeland  Enterprises  team.  Don't 
miss  out  on  this  extraordinary  opportunity  to  be  a  part  of  the  11th  largest 
restaurant  company  in  the  world.  Call  today  for  complete  details. 

1-800-848-8248 


*Sourcc:  International  Franchise  Association 


**l  .S.  Department  of  Commerce 


Become  a  member  of  the  Popeyes/Church's  family 


I  CHICKEN  I 
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k\  Copeland  Enterprises  •  \^^^  South  Clearview  Parkway  'Jcfler.son.  Louisiana  "0121 


franchisees  wouldn't  be  buying  ad- 
ditional units." 

One  of  those  franchisees,  Chet 
Komos,  formerly  a  salesperson  for 
Intel  Corp.,  bought  an  additional 
unit  only  one  month  after  his  initial 
store  rocketed  to  success.  "The 
most  encouraging  aspect  of  own- 
ing my  stores  is  how  fast  the  con- 
cept was  embraced  by  consu- 
mers," says  Komos,  who  manages 
the  business  with  his  wife,  Gail.  "I 
originally  expected  to  stay  at  Intel 
for  three  years  while  my  wife  oper- 
ated the  stores.  But  after  18 
months,  I  left  Intel  to  come  on  board 
full  time." 


Pip's  New  Direction 

But  the  multiple-ownership  route 
isn't  the  only  path  franchisors  are 
taking  to  enhance  market  share 
and  improve  overall  profitability. 
PIP,  undeniably  one  of  the  coun- 
try's most  successful  franchises 
with  1,173  locations,  is  pinning  its 
future  growth  on  a  strategic  realign- 
ment of  the  24-year-old  company. 

"Our  challenge  is  to  take  a  highly 


successful  franchise  and  turn  it  in  a 
new  direction,"  says  Doug  Reiter, 
president  of  marketing  for  the 
Agoura  Hills,  Calif-based  chain. 
That  new  direction  requires  the  in- 
troduction of  state-of-the-art  print 
technologies,  such  as  desktop 
publishing  and  advanced  comput- 
er graphics.  It  also  includes  a  new 
shop  layout,  design,  and  corporate 
logo. 


Print  Shops  Of  The  Future 

One  print  franchise  that  doesn't 
want  to  change  is  Tucson-based 
AlphaGraphics  Print  Shops  of  the 
Future.  Founded  by  Roger  Ford  in 
1970,  AlphaGraphics  was  among 
the  first  print  firms  to  embrace  lead- 
ing-edge technologies. 

Using  computer  and  satellite 
technology,  AlphaGraphics  fran- 
chisees expedite  the  printing  proc- 
ess by  beaming  camera-ready 
copy  anywhere  in  the  world,  includ- 
ing the  company's  recently  opened 
Moscow  shop.  In  addition,  an  inno- 
vative electronic  routing  system 
permits  franchisees  to  automatical- 


ly farm  out  jobs  that  can't  be  per- 
formed profitably  in  their  storefront 
locations. 

"In  essence,  we've  transformed 
small  2,000-square-foot  print 
shops  into  1 .5-million-square-foot 
production  facilities,"  says  Ford. 
"By  using  this  electronic  pipeline 
for  farming  out  work,  our  franchi- 
sees are  able  to  tap  the  skills  of 
pnnt  specialists  throughout  the 
country." 


Simply  Filling  A  Need 

High  tech,  however,  isn't  the  only 
calling  card  franchisors  are  using 
to  entice  prospective  franchisees. 
A  simple  idea  that  fills  a  need  is  still 
a  valuable  commodity.  That's  what 
Joseph  Francis  has  with  Cost  Cut- 
ters, a  Minneapolis-based  339-unit 
discount  hair-styling  franchise,  of 
which  he  is  founder  and  chairman 
of  the  board. 

Francis,  who  also  owns  The  Bar- 
bers, a  full-service  hair-styling  fran- 
chise, conceived  of  Cost  Cutters  in 
1982  to  appeal  to  customers  who 
wanted  a  quick,  convenient,  and 


Avis  Lube 
Franchises 


The  fast  oil  change  industry. 

Opportunity  for  investors, 
entrepreneurs  and  operators. 

•  drow  and  expand  —  experience 
the  positive  impact  of  the  Avis 
name  in  raising  capital. 

•  Full  Avis  support  in  real  estate, 
training,  operations,  marketing 
and  more. 

•  Territorial  rights  and  individual 
franchises  are  available. 

•  Acquisitit)n  and  conversion  of 
existing  fast  oil  change  centers 
and  businesses. 

•  Minimum  net  worth  of  $2S(),()0() 
with  SI(K),()0()  liquid  capital 
required.  _ 

OKan 

■ore 

Mf I  sly  BE 

For  information,  call  toll-free: 
l-800-AVIS-UlBE. 


Education 

is  Good 

Business 

We  are  a  profit-motivated  commu- 
nity service  suitable  for  executives, 
professionals  and  educators.  We  pro- 
vide highest  quality  remedial  educa- 
tion in  basic  school  skills  to  students 
of  all  ages. 


Sophisticated  business  systems 
and  professional  sales  proce- 
dures support  our  solid  training 
program.  Venture  Magazine 
ranks  us  among  its  100  fastest 
growing  franchisors. 


We  seek  enthusiastic  franchisees 
who  take  a  "hands  on"  approach  to 
owning  or  operating  their  Hunting- 
ton Center.  A  teaching  certificate  is 
not  required,  but  you  do  need  strong 
communication,  management  and 
marketing  skills. 

Total     investment    ranges    from 
$70,000. 

Call  our  Franchise  Director  at 
800-692-8400  or  201-261-8400 

HUNTINGTON 
LEARNING  CENTER^^ 

660  Kinderkamack  Rd. 
Oradell,  NJ  07649 

Oflercd  t>vpTosp*?ciusonly 
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AlphaGraptiics  Franchisees 
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Performance 

in  the  Quick  I'rint  industr>'  there  exists  a 
company  committed  to  excellence. 

A  company  whose  franchise  owners'  sales 
are  255%  of  the  industry  average  and  75% 
higher  than  their  closest  competitor.  A 
company  that  is  not  only  #  1  in  sales,  but 
store  support  and  R&D  as  well.  A  company 
that  attracts  the  sharpest  business  people 
and  provides  them  with  a  proven  franchise 
launching  pad  to  achieve  their  personal 
and  professional  goals. 

The  company  that  won't  settle  for  second 
best  is  looking  for  more  franchise  owners 
who  share  the  same  philosophy. 

For  franchise  infomiation  call  toll-free. 
1-800-528-4885   In  Arizona.  293-9200. 
Minimum  cash:    ^^^m^^^^^^^^^m^^^ 
$50.000on  total 
investment  of 
$250,000. 
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inexpensive  way  to  care  for  their 
hair.  It  was  an  immediate  success, 
and  Francis  plans  to  open  1,000 
Cost  Cutters  by  the  early  1990s. 

According  to  Francis,  much  of 
the  company's  growth  is  due  to  ab- 
sentee owners  who  dominate  entire 
areas  with  multiple  units.  "By  con- 
trolling areas,  franchisees  don't 
have  to  worry  about  competition 
from  other  Cost  Cutters  franchi- 
sees," Francis  says.  "And  satura- 
tion allows  franchisees  to  control 
the  area's  ad  fund,  an  effective  way 
to  dominate  a  market." 


Franchised  Learning 

At  the  other  end  of  the  simplicity 
scale,  some  franchisors  are  suc- 
ceeding by  offering  more  compli- 
cated opportunities.  And  what 
could  be  more  complex  than  the 
human  mind,  or  rather,  educating 
the  human  mind?  Huntington 
Learning  Centers,  with  102  outlets 
throughout  the  U.S.,  is  capitalizing 
on  this  nation's  educational  defi- 
ciencies by  offering  supplemental, 
one-on-one  tutoring  for  struggling 


children. 

"We  realized  during  the  late 
1 970s  that  kids  having  difficulties  in 
school  could  be  helped  by  concen- 
trated learning  in  basic  educational 
skills,"  says  Ray  Huntington,  who 
along  with  his  wife  Eileen,  founded 
the  company  in  1977.  Parents 
plunk  down  on  the  average  $300  a 
month  for  Huntington  instructors  to 
help  their  children  learn. 

"These  are  not  necessarily  trou- 
bled kids,"  says  Huntington.  "They 
just  need  to  learn  in  an  environment 
other  than  school." 

The  Huntington  franchise  con- 
cept appeals  to  a  wide  range  of 
opportunity-seekers  who  want  to 
make  money,  but  also  want  the  sat- 
isfaction of  helping  others.  "We  at- 
tract highly  educated  franchisees, 
75%  of  whom  have  some  level  of 
advanced  education." 


The  Deal  Makers 

But  education  isn't  the  only  com- 
plex business  currently  being  fran- 
chised. Business  brokering,  a  com- 
plicated mix  of  psychology,  busi- 


ness acumen,  and  old-fashioned 
matchmaking,  is  the  specialization 
of  VR  Business  Brokers,  a  160-unit 
franchise  based  in  Boston.  Ac- 
quired in  March  1 988  by  The  Chris- 
tie Group,  the  largest  business  bro- 
ker in  Great  Britain,  the  company 
has  been  undergoing  a  face  lift 
over  the  past  year,  and  is  now 
ready  to  re-stoke  its  growth  fur- 
nace. 

"The  exciting  aspect  about  our 
industry  is  that  it's  so  new  in  the 
U.S.,"  says  Kevin  Eakin,  chief  exec- 
utive officer.  "And  VR  Business 
Brokers  has  a  substantial  lead  over 
competitors." 

Part  of  that  lead  is  attributable  to 
the  company's  computer  network 
that  permits  franchisees  to  share 
information,  much  like  realtors  do, 
through  multiple  listing  services. 
"Through  the  system,  offices  can 
work  with  each  other,  helping  each 
other  match  business  sellers  with 
prospective  buyers,"  explains 
Eakin. 

VR's  franchisees  come  from  a 
wide  range  of  backgrounds,  in- 
cluding corporate  executives,  for- 


CLIMBING  THE 
CORPORATE  LADDER? 

WHY  NOT  OWN  A 
PIZZA  DE  ACTION! 

FRANCHISES  AVAILABLE  NOW! 

Pizza  Inn,  Inc.,  the  2nd  largest  full- 
service,  family-style,  pizza  restaurant 
chain,  with  over  650  locations  and  28 
years  experience,  has  more  to  offer 

•  Commitment  to  Quality 

•  Comprehensive  Training 
Programs 

•  On-going  Professional 
Support  Services 

•  Proven  Marketing  Programs 

We  are  aggressively  seeking 
qualified  investors  w/ho  possess  a  net 
worth  of  approximately  $150,000 
(excluding  primary  residence)  and 
liquidity  of  $75,000. 

Please  contact 

Charles  L.  Woolweaver, 

Director,  Franchise  Development, 

Pizza  Inn,  Inc. 

1-800-527-1483  National  Watts 

1-800-422-0653  Texas  Watts 


Pizza  inn 


Capitalize 
on 

business 
sales. 


Thousands  of  businesses  change 
hands  every  year.  VR  Business 
Brokers  franchise  owners  play  a 
major  role  by  selling  many  of 
these  businesses. 

To  qualify  for  this  professional, 
nationally  networked  franchise, 
you  need: 

■  A  solid  marketing  /  manage- 
ment background 

■  Liquid  assets  of  $75,000 

■  Entrepreneurial  spirit. 

Call  today.  The  growth  potential 
of  this  business  is  unlimited. 

1-800-343-4416 


Mi 


BUSINESS 
BROKERS® 


In  Boston  (617)  254-4100 


The  Perfect 

Franchise  for 

the  Passive 

Investor. 


ftifecl  because  of  moderate  per  unit  start 
up  costs,  nrfect  because  of  superior  return 
on  investment.  Hrfect  because  of  minimal 
hands-on  time  required.  Total  support 
services  provided  including  proven 
advertising  and  marketing  programs.  Now 
you  can  be  part  of  one  of  the  top  1(X)  fastest 
growing  franchises  in  America  today. 
Franchise  rights  are  still  available  in  prime 
areas.  Join  Cost  Cutters,  a  national 
franchise  company  with  a  26-year-old 
proven  system  with  many  Passive  Investors. 
Minimum  investment  $100,000.  For  more 
information,  please  call  or  write  our 
Franchise  Department. 


Cosi  Cutlere 
Depl.  FM  889 
m  Industrial  Blvd.  N.E. 
Minneapolis.  MN  Mi 


1-800-433-1884 


Free  Brochure. 


YOUR  GATEWAY  TO  A 
$15  BILLION  INDUSTRY. 


Fueled  by  intense  consumer  demand, 
business  printing  has  skyrocketed  to  a 
$15  billion  business.  PIP  Printing  has 
led  the  way.  We've  been  rated  the 
top  printing  franchise  by  Entrepreneur 
magazine.  Come  join  the  ranks  of 
1200  locations  worldwide. 


over 


•  Millions  of  dollars  hove  been 
invested  in  research,  technology, 
training,  advertising  and 
corporate  identity. 

•  Strong  financial  support. 

•  World's  largest  business  printer. 


Prime  locations  available.  1  ■o00"292-4747 


PRINTING 


WE  m\j  SUCCESS  smuES 


Storting  o  PIP  Printing  franchise  requires  $60,000  liquid  copiiol  Offefir>g  made  by  prospectus  only 

Cosh  requirements  of  525,000  down  witfi  $35  000  working  copitol  plus  one  year's  living  expenses 

Finoncing  ovoiloWe  through  PIP  Printing  or  the  5BA       1989  PIP'  Pnnting 


If  You  Could  Smell  This  M, 

You'd  Tcy  To 
Blew  It! 

You  walk  through  the  mall  and 
start  to  pass  by  a  unique  looking 
store  called  Gloria  Jean's 
Coffee  Bean.  Your  pace  slows 
as  your  senses  awaken  to  the  aroma  of 
fresh,  whole  bean,  gourmet  coffee  drifting 
out  of  the  store  You  can't  resist  the  temptation 
to  enter  the  world  of  Gloria  Jean's  and  choose 
from  up  to  64  varieties  of  quality  gourmet  coffees  from 
America's  Largest  Purveyor  of  Fine  Coffees.  Celebrating 
our  10th  anniversary,  Gloria  Jean'  s  has  been  chosen  by 
Entrepreneur  magazine  as  America  s  #1  retail  gourmet  coffee  store 
franchiser  for  1988  and  1989  and  has  been  listed  among  the 
prestigious  Top  500  Best  Franchising  Companies.  Gloria  Jean's  has 
potential  openings  in  regional  malls  around  the  country.  Call  today  for 
more  information  about  Gloria 
Jean's  and  awaken  your  ^^™™-____- 

senses  to  the  world  of  ^BSSD^^I 

gourmet  coffee. 


12  West  College  Drive  •  Arlington  Heights,  IL  60004  •  1-800-333-0050 


mer  business  owners,  sales  profes- 
sionals, CPAs,  and  just  about  any- 
one else  intrigued  by  the  art  of  the 
deal. 


Fast-Food  Frenzy 

Any  discussion  of  franchising 
would  be  incomplete  without  men- 
tioning its  leading  benefactor:  fast 
food.  As  the  foundation  that  sup- 
ported franchising's  early  develop- 
ment, fast  food  is  still  an  important 
component  in  its  continued  growth. 
And  even  the  big  names  in  fran- 
chised  food  are  still  looking  to 
grow. 

"We're  planning  to  open  100  new 
restaurants  in  1989,"  says  Charles 
Woolweaver,  director  of  franchise 
development  for  Pizza  Inn,  the  na- 
tion's second  largest  full-service 
pizza  franchise  with  670  restau- 
rants concentrated  in  the  South- 
west and  Southeast. 

Like  many  established  franchi- 
sors, Pizza  Inn  is  searching  for 
multi-unit  developers  who  can  ex- 
ploit large  chunks  of  territory. 

The  Pizza  Inn  investment  is 
unique  because  it  provides  the  in- 
vestor with  a  rare  opportunity  to 
buy  a  sizable  territory  within  a  29- 
year-old  company.  "We've  proven 
ourselves  over  time,"  says  Wool- 
weaver.  "Our  methods  have  been 
developed  through  years  of  testing 
and  refinement.  Other  franchises 
our  age  are  either  sold  out  or  out  of 
step  with  the  times.  But  pizza  is 
only  now  achieving  its  rightful  place 
in  the  American  economy,  and  we 
have  a  leg  up  on  our  competitors." 


Continued  Growth 

As  franchising  enters  its  fourth 
decade  of  expansion,  it  stands 
poised  to  capture  an  even  larger 
share  of  the  American  economy. 
"Franchising's  track  record,  cou- 
pled with  its  flexibility,  makes  it  the 
marketing  system  of  choice  for 
businesses  that  want  to  grow  and 
entrepreneurs  who  want  a  safe  way 
to  own  a  business,"  says  attorney 
Sherman.  For  investors,  that  quali- 
fies franchising  as  the  hot  property 
for  the  1990s  ■ 

Greg  Matusky  is  the  co-author  of  Blueprint  for 
Franctiising  a  Business  and  vice  president  of 
Comprehensive  Communications.  Inc  ,  a 
franchise  marketing  and  public  relations 
company 


Taxing  Matters 


Edited  by  Laura  Saunders 


How  will  future  health  benefits  for  retired 
employees  affect  corporate  fortunes?  An 
obscure  old  tax  break  promised  some  wel- 
come help.  Now  Congress  is  wiping  it  out. 


Now  you  see  it... 


By  Janet  Novack 


AMERICAN  BUSINESSES  are  staring 
at  a  bill  for  at  least  $200  bil- 
b  lion.  That's  the  estimated  cur- 
rent dollar  cost — and  growing — of 
providing  promised  postretirement 
health  care  to  current  workers  and 
already  retired  employees. 

Understandable,  then,  that  a  lot  of 
businesses  have  been  looking  for  a 
way — a  tax-deductible  way,  of 
course — to  reduce  this  unfunded  li- 
ability. They  figured  that  they  had 
found  it  in  an  obscure  and  largely  un- 
used 26-year-old  tax  break,  which 
would  enable  them  to  fund  the  costs 
in  advance. 

Then  congressional  lightning 
struck.  Literally  within  days  after  the 
Internal  Revenue  Service  acknowl- 
edged that  the  old  tax  break  could  be 
used,  revenue-greedy  Capitol  Hill 
staffers  were  plotting  to  abolish  it. 
Treasury  Department  numbers 
crunchers  had  estimated  the  break,  if 
widely  used,  could  cost  $500  million  a 
year  in  lost  revenue — less  than  the 
price  of  one  B-2  Stealth  bomber. 

The  little-known  provision  allows 
businesses  to  make  tax-deductible 
contributions  to  so-called  401(h) 
plans  to  fund  future  retiree  health 
benefits.  Until  recent  years,  this  was 
unimportant,  since  big  companies 
covered  the  costs  of  such  benefits  out 
of  current  income  when  the  bills 
came  due.  But  runaway  health  care 
costs  and  early  retirement  programs 
have  run  up  the  future  cost  for  such 
promises. 

In  February  the  Financial  Account- 
ing Standards  Board  got  into  the  act  by 
proposing  that  companies  start  book- 


Terry  Ashe/Gamma-Liaison 


Congressman  Rostenkowski 
Tax  break?  What  tax  break? 

ing  the  cost  of  new  promises  against 
income  in  1992,  rather  than  waiting 
until  the  costs  are  actually  incurred. 
In  1997  companies  would  be  required 
to  start  showing  on  their  balance 
sheets  the  still  unfunded  obligation 
for  those  fully  eligible  for  retiree 
health  benefits.  One  more  potential 
liability  for  many  companies  that  are 
already  heavily  leveraged. 

In  any  case,  the  old  law.  Section 
401(h)  of  the  tax  code,  permits  compa- 
nies to  deduct  contributions  to  a  fund 
set  up  to  cover  future  medical  ex- 
penses. But  the  law  also  says  that  a 
company's  tax-deductible  contribu- 
tion to  a  401(h)  plan  for  health  bene- 
fits can't  be  more  than  a  third  of  its 
tax-deductible  contribution  to  its 
pension  plan.  If,  for  example,  a  com- 
pany was  contributing  $3  million  a 
year  to  its  pension  plan,  it  could  con- 
tribute (and  deduct)  no  more  than  $1 


million  to  its  401(h)  plan.  But  many 
big  companies,  thanks  to  the  bull 
market,  have  fully  funded  or  .over- 
funded  pension  plans  and  therefore 
under  the  law  aren't  allowed  to  make 
any  tax-deductible  pension  contribu- 
tions at  all.  So  it  seemed  they  couldn't 
deduct  a  penny  in  401(h)  plan  contri- 
butions, either. 

Then,  in  March  of  this  year,  irs 
technocrats  issued  a  private  letter  rul- 
ing, to  an  unnamed  company,  that  put 
a  new  and  fairer  spin  on  the  old  fund- 
ing formula.  The  ruling  said  the  com- 
pany can  contribute  to  its  401(h)  plan 
up  to  a  third  of  the  amount  it  could 
have  put  into  its  pension  plan,  if  that 
plan  weren't  already  overfunded. 

Yes,  we  know  this  is  getting  arcane. 
But  don't  stop  reading.  Unfunded  re- 
tiree benefits  are  exactly  the  kind  of 
situation  that  can  blow  up  in  an  in- 
vestor's or  a  business  person's  face  in 
the  future. 

The  House  Committee  on  Ways  &. 
Means  has  already,  as  part  of  a  so- 
called  deficit  reduction  package, 
okayed  a  provision  reversing  the  fa- 
vorable IRS  ruling.  The  bill  must  still 
go  through  the  full  House  and  Senate, 
but  it's  unlikely  the  401(h)  break  for 
companies  with  fully  funded  pensions 
will  survive. 

On  the  other  hand,  you  may  have 
read  that  Representative  Dan  Rosten- 
kowski (D-Ill.)  and  his  Ways  &.  Means 
Committee  actually  gave  business  a 
break  in  that  deficit-cutting  package, 
for  retiree  health  benefits.  Some 
break.  In  compensation  for  wiping  out 
the  401(h)  ruling.  Ways  &  Means 
would  allow  companies  with  over- 
funded  pension  plans  a  brief,  one-time 
opportunity  to  transfer  excess  pen- 
sion funds  to  pay  for  retiree  health 
bills  that  come  due  only  over  the  next 
two  years. 

Of  course,  this  so-called  break  does 
nothing  to  resolve  the  long-term  prob- 
lem. Just  as  important,  another  catch 
is  that  a  company  taking  advantage  of 
this  would  have  to  buy  expensive  an- 
nuities to  cover  all  its  existing  pen- 
sion obligations,  turning  over  control 
of  its  pension  assets  to  an  insurance 
company.  "No  company  in  its  right 
mind  would  take  advantage  of  it  [the 
Ways  &.  Means  provision).  Compa- 
nies can  provide  the  benefits  more 
cheaply  themselves  than  through  an 
insurance  company  guarantee,"  says 
John  E.  Stair  Jr.,  Du  Font's  manager  of 
compensation  and  benefits  analysis. 

Too  bad  congressmen  aren't  as  zeal- 
ous in  cutting  some  of  their  favorite 
pork  barrel  programs  as  they  are  in 
finding  ways  to  make  businesses — 
and  ultimately  the  consumer — pay 
more  in  taxes.  ■ 
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In  an  era  when  many  managements  are 
more  concerned  with  deals  than  with 
minding  the  store,  Royal  Dutch/Shell  is 
rather  old-fashioned.  It  concentrates  on 
the  very  long  term  and  does  extremely  well. 

Time,  money 
and  patience 


By  Tool  Mack 


IN  THE  END  it  will  probably  be,  to 
put  it  mildly,  an  asset  to  be  finan- 
cially strong,"  says  Royal  Dutch/ 
Shell  Group  Chairman  Lodewijk  van 
Wachem.  That's  not  the  sort  of  state- 
ment one  expects  to  hear  these  days 
from  corporate  brass.  To  be  "finan- 
cially strong"  implies  a  timid  outfit 
afraid  to  use  leverage  and  out  of  step 
in  these  days  of  go-go  deals.  But  here's 
Royal  Dutch  sitting  v^ith  $8  billion  in 
cash  and  equivalents.  Here  is  money 
that  could  swing  deals  of  gargantuan 
proportions,  money  that  could  buy  up 
the  additional  oil  reserves  Royal 
Dutch  clearly  needs.  But  here  is  the 
Royal  Dutch/Shell  Group's  manage- 
ment not  only  sitting  on  all  this  mon- 
ey but  also  counting  the  cash  as  a  sign 
of  shrewd  foresight. 

Royal  Dutch/Shell,  with  expected 
1989  revenues  of  around  SI 00  billion, 
has  nosed  ahead  of  Exxon  for  the  title 
of  world's  largest  oil  company  (see  ta- 
ble, p.  ()J)  But  slightly  smaller  Exxon, 
spending  freely  to  acquire  its  own 
shares,  currently  has  only  one-third  as 
much  cash  as  Royal  Dutch/Shell. 

To  understand  why  the  Anglo- 
Dutch  oil  giant  IS  letting  the  cash  pile 
up.  It  IS  necessary  to  understand  the 
company's  strategy.  At  a  time  when 
few  managements  can  think  beyond 
tomorrow's  headlines,  van  Wachem 
and  the  rest  of  Royal  Dutch  manage- 
ment is  thinking  and  managing  in 
terms  of  major  cycles. 

"You  have  to  exercise  a  certain  pa- 
tience," says  van  Wachem  (pro- 
nounced van  VACK-cm).  "Markets  go 
up  and  down,  prices  go  up  and  down, 
and  therefore  if  opportunities  don't 
materialize  today,  they'll  come  to- 
morrow." Behind  this  homily  lies  a 
carefully  thought-out  corporate  view 
of   the    oil    business'   future.    Royal 
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Dutch/Shell  predicates  all  its  plan- 
ning on  the  belief  that  oil  prices  will 
be  weak  for  years  to  come.  Thus  there 
is  no  point  in  reaching  to  buy  reserves 
when  they  will  probably  be  available 
at  lower  prices  in  the  not-so-distant 
future. 

Royal  Dutch/Shell  has  enough  cash 
on  hand  to  buy  Unocal  or  Phillips 
without  borrowing  a  dime  and  still 
have  a  billion  left  over. 

Just  imagine,  then,  what  Royal 
Dutch/Shell  could  buy  if  it  chose  to 
spend  not  only  its  cash  but  its  credit. 
A  study  in  underleverage.  Royal 
Dutch/Shell  has  about  15  cents  in 
long-term  debt  for  every  dollar  of  eq- 
uity. In  the  spirit  of  the  times,  van 
Wachem  could  easily  leverage  his  as- 
sets into  adequate  resources  to  buy 
Occidental,  Texaco,  Atlantic  Rich- 
field or  even  Mobil,  and  still  have  a 
fairly  clean  balance  sheet. 

Not  that  such  acquisitions  would 
pass  muster  with  antitrusters.  But  the 
arithmetic  gives  an  idea  of  how  rich 
and  how  liquid  Royal  Dutch  is. 

The  Royal  Dutch/Shell  Group  has  a 
weakness:  It  produces  only  35%  of  the 
oil  It  refines  and  markets,  buying  the 
rest  from  others.  Exxon  is  by  contrast 
42%  self-sufficient  in  crude  oil.  Brit- 
ish Petroleum  is  60%  self-sufficient. 
Thus  not  even  the  antitrusters  could 
object  if  Royal  Dutch  used  some  of  its 
billions  to  buy  not  whole  oil  compa- 
nies but  vast  additional  reserves  of 
crude  oil. 

In  light  of  that,  some  observers  are 
puzzled  about  why  Royal  Dutch  is 
sitting  on  its  cash  at  a  time  when 
other  companies  are  snapping  up  re- 
serves. But  van  Wachem  thinks  that 
the  prices  being  paid  for  reserves  are 
too  high.  "We  never  wish  to  succumb 
to  the  temptation  to  lower  our  invest- 
ment criteria  )ust  because  wc  have  the 
money,"  he  says. 


Group  Clxiinnan  Locietiijk  rem  Wcicben/ 
"Cash  is  not  a  bad  problem." 

Any  number  of  incompetent  man 
agements  have  tried  to  hide  their  fail- 
ures behind  the  cloak  of  "we  manage 
for  the  long  term."  But  the  results  ol 
several  successive  managements  ol 
the  Royal  Dutch/Shell  Group  have 
earned  for  van  Wachem  and  his  crew 
the  right  to  boast  about  the  compa 
ny's  long-term  orientation.  Consult 
any  stock-price  chart  going  back  ovei 
many  years.  A  S  10,000  investment  in 
Royal  Dutch  made  at  the  end  of  1965, 
reinvesting  dividends,  would  today  be 
worth  $361,800.  The  investment's,  , 
compounded  annual  return  over  thatl  | 
period  is  16%.  Annual  consumei 
price  inflation  over  that  time:  6% 
(Actually  there  are  two  ways  to  buy 
stock  in  the  Royal  Dutch/Shell 
Group,  which  is  itself  ov^med  by  twc 
publicly  held  companies — 60%  by 
Royal  Dutch  Petroleum,  headquar- 
tered in  The  Hague,  and  40%  by  Shell 
Transport  &  Trading,  headquartered 
in  London.  Both  trade  on  the  New 
York  Stock  Exchange,  Royal  Dutch 
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Petroleum  as  ordinary  shares  and 
Shell  Transport  via  American  Deposi- 
tary Receipts.) 

Now  compare  Royal  Dutch/Shell's 
inflation-beating  stock  market  perfor- 
mance with  that  of  rival  oil  giants.  A 
$10,000  investment  in  Royal  Dutch 
Petroleum  made  ten  years  ago  would 
.  now  be  worth  $89,000  (assuming  rein- 
vested dividends  and  no  taxes  paid), 
and  the  same  investment  in  Shell 
Transport  would  be  worth  $77,190. 
Invested  in  Exxon,  the  $10,000  would 
have  grown  to  $78,450  over  the  ten 
years.  In  Texaco  the  investment 
would  be  worth  $50,220;  in  Chevron, 
$43,150. 

Russell  Hawkins  of  Houston  money 
manager  Fayez  Sarofim  &  Co.,  whose 
accounts  hold  about  3  million  Royal 
Dutch  and  Shell  Transport  shares,  ar- 
gues that  the  Group's  willingness  to 
think  not  just  year  to  year  but  decade 
to  decade  is  responsible  for  much  of 
this  performance.  "Because  they  were 
thinking  longer  term  during  the  very 


turbulent  decade  between  1975  and 
1985,"  he  says,  "they  have  positioned 
themselves  in  such  a  way  that  their 
momentum  is  going  to  carry  them  for 
five  or  ten  years.  They're  bound  to  do 
extremely  well,  and  there's  little  that 
could  hurt  them." 

Why,  if  its  strategy  is  sound,  does 
Royal  Dutch  produce  a  return  on  capi- 
tal that  is  lower  than  that  of  rival 
Exxon?  Since  1984  Royal  Dutch  and 
Exxon  have  invested  about  the  same 
in  capital  and  exploration  spending, 
around  $40  billion  in  total.  Royal 
Dutch  has  grown  faster  than  Exxon, 
but  Exxon  almost  always  earns  more 
on  capital  than  does  Royal  Dutch/ 
Shell.  Last  year  the  Anglo-Dutch 
group  earned  just  over  12%  on  average 
capital,  to  Exxon's  14%.  Royal 
Dutch's  return  is  penalized,  of  course, 
by  its  large  holdings  of  cash.  It  is  also 
penalized  by  the  Group's  willingness 
to  invest  in  projects  where  the  payoff 
is  extremely  long  term.  Says  van  Wa- 
chem:  "It's  not  easy  both  to  grow  and 
be  Top  of  the  Pops  in  return  on  capi- 
tal, because,  generally  speaking,  new 
investment  doesn't  initially  give  you 
the  returns  you're  looking  for." 

For  example.  Royal  Dutch  discov- 
ered the  gigantic  Troll  natural  gas 
field  in  the  Norwegian  sector  of  the 
North  Sea  in  1979  and  is  overseeing 
its  development,  which  will  cost  $3 
billion.  But  the  gas  won't  start  flow- 
ing until  1996  and  won't  reach  peak 
deliveries  until  2002.  Yet  much  of  the 
investment  must  be  made  today. 

Producing  only  a  third  of  the  crude 
oil  it  needs  means  that  Royal  Dutch 
must  buy  more  of  its  oil  in  the  open 
market  than,  say,  British  Petroleum 
does— 65%  versus  40%.  The  differ- 
ence between  those  figures  is  a  lot  of 
oil:  1.3  million  barrels  a  day. 

Because  it  has  to  buy  so  much 
crude.  Royal  Dutch/Shell  has  had  to 
live  by  its  wits  in  the  buying,  refining, 
marketing  and  transporting  of  oil.  Its 
refining  and  marketing  operations  are 
highly  efficient.  When  oil  prices  are 
depressed,  as  now,  the  margins  at 
those  operations  widen.  In  1988  Royal 
Dutch  earned  $1 .24  for  every  barrel  of 
refined  product  it  sold.  In  1983,  when 
oil  prices  were  much  higher,  it  earned 
only  83  cents  a  barrel. 

Clearly,  were  crude's  price  to  climb 
again,  the  Anglo-Dutch  firm  would 
again  be  at  a  disadvantage  to  Exxon, 
British  Petroleum  and  other  compa- 
nies that  supply  more  of  the  oil  they 
need.  And  now  we  come  to  the  nub  of 
Royal  Dutch's  long-term  strategy:  It 
is  betting  that  oil  prices  are  going  no- 
where over  the  next  few  years,  and  it 
is  investing  in  projects  that  will  pay 
off  even  if  oil  prices  remain  at  current 


low  levels. 

In  Gabon,  in  equatorial  Africa,  Roy- 
al Dutch  in  1985  found  thp  Rabi- 
Kounga  field.  This  field  is,  in  industry 
terms,  an  elephant,  meaning  it  con- 
tains at  least  400  million  barrels — 
and,  rumor  has  it,  possibly  I  billion 
barrels — of  oil.  Royal  Dutch/Shell 
owns  32%  of  Rabi-Kounga,  and  the 
field  is  profitable  at  today's  prices. 
More  recently,  the  Group  paid  $1.5 
billion  for  properties  in  promising, 
relatively  unexplored  Colombia, 
where  it  has  a  chance  to  find  more 
low-cost  reserves. 

Add  it  all  up,  and  over  the  last  five 
years  the  Royal  Dutch/Shell  Group 
has  been  adding  new  reserves  faster 
than  it  has  been  using  up  older  re- 
serves. Over  this  period  it  has  used  up 
5  billion  barrels  of  its  own  oil  and  gas 
while  adding  6.4  billion  barrels  in  new 
reserves.  Oilmen  call  the  ability  of  a 
company  to  offset  the  reserves  it  pro- 
duces its  "replacement  ratio."  Royal 
Dutch's  replacement  ratio  of  127% 
compares  favorably  against  Exxon's 
105%,  in  itself  a  respectable  figure. 

"Royal  Dutch/Shell,"  says  Albert  J. 
Anton,  an  energy  analyst  at  Carl 
Pforzheimer  &  Co.,  "has  turned  into  a 
first-rate  exploration  and  production 
company." 

But  note  that  most  of  this  spending 
has  been  in  exploration,  not  for  buy- 
ing oil  reserves  in  the  marketplace. 
Unlike  a  lot  of  its  competitors.  Royal 
Dutch/Shell  doesn't  believe  that  it  is 
cheaper  to  drill  for  oil  on  Wall  Street. 
In  the  marketplace,  Arco,  Conoco  and 
others  paid  $7  on  average  for  each 
barrel  of  Tenneco's  reserves  last  year. 
The  big  British  independent  Enter- 
prise Oil  recently  agreed  to  pay  $1.4 
billion,  just  under  $7  a  barrel,  for  Tex- 
as Eastern's  mostly  North  Sea  proper- 
ties. In  1988  British  Petroleum  paid 
nearly  $5  billion,  almost  eight  times 
cash  flow,  for  Britoil.  Gas  reserves, 
too,  are  changing  hands:  Chevron,  for 
example,  paid  nearly  $3  billion  for 
Tenneco's  Gulf  of  Mexico  reserves. 
Amerada  Hess  plans  to  pay  over  $900 
million  for  Transco  Energy's  mostly 
gas  reserves. 

Where  in  all  this  activity  was  Royal 
Dutch/Shell?  "I  can  assure  you  we've 
looked  at  virtually  everything  that's 
been  on  the  market,  and  in  many 
cases  we  have  bid,"  says  van  Wachem. 
"But  I  don't  understand  at  all  the  [oth- 
er] bids  which  have  been  made  and 
the  deals  which  have  been  consum- 
mated. We  won't  let  ourselves  be 
caught  up  in  auction  fever." 

The  Royal  Dutch  strategy  assumes 
that  oil  prices  will  remain  weak  for  a 
long  time  to  come.  The  group's  plan- 
ners believe  that  the  increase  in  de- 
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Ranking  big 

oil 

The  colossus   here,  the   Royal   Dutch/Shell   Group, 
which  includes  Royal  Dutch  Petroleum   and  Shell 

Transport  &  Trading,  could  easily  engulf  Phillips  or 
Unocal,  and  even  Mobil  wouldn't  be  too  great  a  stretch. 

Company 

Market 
capitalization           Recent 
($mil)                    price 

Dividend 
yield 

Latest  12  months 

Earnings 

Revenues             per  share 

($mil)                 or  ADR 

Reserves 

(in  oil- 
equivalent 

barrels) 
Per  share 

Refined 

product 

sales 

(in  banels) 

or  ADR 

Amoco 

$24,305 

47 

4.1% 

$25,377 

$3.64 

11.7 

0.8 

Atlantic  Richfield 

17,370 

98y4 

4.6 

17,400 

11.05 

24.8 

1.3 

British  Petroleum 

26,803 

605/8 

5.1 

43,022 

5.09 

16.3 

2.1 

Chevron 

18,665 

54'/i 

5.1 

29,200 

3.83 

14.9 

2.6 

Exxon 

57,689 

45 

5.3 

89,760 

3.11 

10.9 

1.2 

Mobil 

21,167 

51 W 

5.1 

54,511 

4.50 

17.9 

2.2 

Occidental  Petroleum 

7,431 

27% 

9.1 

20,390 

0.93 

4.5 

NA 

Phillips  Petroleum 

5,637 

23 '/8 

4.3 

12,070 

3.03 

6.9 

0.9 

Royal  Dutch  Petroleum 

36,120 

67% 

5.0 

59,959' 

7.17' 

17.1' 

2.1' 

Shell  Transport  &  Trading 

23,409 

42% 

5.6 

39,972' 

3,96' 

11.1' 

1.3' 

Texaco 

14,066 

53 

5.7^ 

35,209 

9.65 

14.7 

3.8 

Unocal 

5,573 

47V4 

2.1 

10,951 

3.81 

15.3 

1.6 

'Company's  share  of  Royal  Dutch/Shell  Group. 

^Excludes  special 

iividends. 

NA:  Not  applicable 

mand  for  oil  will  be  modest  for  quite 
some  time.  This  will  strain  opec's 
discipline.  Even  if  opec  maintains 
discipline,  said  John  Jennings,  a  Royal 
Dutch/Shell  managing  director,  in  a 
speech  to  European  oil  executives  in 
Norway,  "the  paradox  is  that  the 
higher  the  price  they  successfully  de- 
fend, the  slower  demand  will  grow, 
and  the  longer  non-oPEC  production 
will  hold  up."  The  speech  was  deliv- 
ered last  year,  but  it  still  characterizes 
the  Group's  thinking. 

The  upshot,  predicts  Jermings:  "Oil 
prices  may  well  stay  in  the  $10-to-$20 
range — in  money  of  the  day — until 
well  into  the  1990s.  Moreover,  these 
prices  will  only  materialize  if  opec 
keeps  its  act  together." 

The  strategy  thus  becomes  clear: 
Why  pay  up  for  reserves?  Better  to 
invest  for  the  very  long  term  and,  in 
the  interim,  concentrate  on  squeezing 
every  drop  of  efficiency  out  of  what 
remains  a  highly  competitive  busi- 
ness. Remember  this:  Royal  Dutch/ 
Shell  has  always  been  short  of  crude 
oil.  It  has  compensated  for  this  by 
being  the  world's  most  efficient  refin- 
er and  marketer. 

Van  Wachem  has  been  investing  to 
keep  those  efficient  refineries  and 
marketing  operations  efficient.  At  the 
Perms  refinery  in  the  Netherlands,  for 
example,  Royal  Dutch/Shell  is  using  a 
completely  new  technology  to  inject 
bv<!rogen  into  the  residue  left  after 
ordmary  renning  of  crude  oil,  thereby 
increasing  the  yield  of  high-margin 
products  like  gasoline  and  jet  fuel  and 
halviiig  the  output  of  the  remaining 
residue  to  14%.  Sa\s  van  Wachem: 


"Over  time,  as  long  as  we  maintain  a 
competitive  edge,  we  dam  well 
should  get  a  return  on  our  refining 
investment." 

Certainly  the  chemical  business  is 
one  area  where  Royal  Dutch/Shell  is 
getting  a  healthy  return.  Royal 
Dutch's  chemical  operations  are  big- 
ger than  those  of  any  of  its  oil  indus- 
try rivals.  Its  forte  is  bulk  chemicals 
such  as  polypropylene,  used  in  prod- 
ucts like  car  bumpers  and  packaging 
and  where  Royal  Dutch  is  the  world's 
second-largest  producer.  Last  year  the 
Group  earned  $1.8  billion  in  chemi- 
cals, up  almost  fourfold  since  1984. 
Dow  Chemical,  by  way  of  context, 
earned  $2.4  billion. 

In  natural  gas,  too.  Royal  Dutch/ 
Shell  has  placed  its  long-term  bets 
wisely.  The  Group  is  today  the 
world's  largest  private  gas  producer 
and  its  largest  liquefied  natural  gas 
trader.  In  October  Royal  Dutch  will 
begin  delivering  more  than  2  million 
tons  of  LNG  annually  from  Australia's 
North  West  Shelf  to  Japan,  a  $9  billion 
project  five  years  in  the  works  and 
23%  owned  by  Royal  Dutch. 

"With  current  crude  oil  prices,  [the 
North  West  Shelf  project's]  return 
will  be  fairly  modest,"  says  van  Wa- 
chem. "But  it  has  a  very,  very  long  life 
span,  20  years  or  longer,"  for  a  hand- 
some lifetime  return.  And  in  May  the 
Group  announced  a  huge  project  to 
export  LNG  from  Nigeria  to  European 
and  U.S.  East  Coast  markets,  starting 
in  1995. 

One  place  Royal  Dutch  does  need  to 
invest  more  capital  is  in  the  refining 
business  of  Shell  Oil,  the  U.S.  compa- 


ny whose  last  minority  shares  Royal 
Dutch/Shell  bought  in  four  years  ago. 
Shell  Oil's  refining  and  marketing 
profits  have  begun  to  lag  competi- 
tors'. Dean  Witter  analyst  George 
Friesen  estimates  that  even  without  a 
nasty  refinery  explosion,  Royal  Dutch 
would  have  earned  only  SI .35  a  barrel 
in  the  U.S.  last  year,  below  Exxon's 
$1.64  and  Mobil's  $1.50.  Van  Wa- 
chem says  the  damaged  refinery  will 
be  restored  with  state-of-the-art 
equipment  and  that  other  U.S.  refin- 
ery modernizations  are  contemplated. 
"Acquisitions,"  he  says,  "don't  neces- 
sarily appeal  to  me  more  than  a  sound 
investment  based  on  one's  own  exist- 
ing holdings  or  technology." 

Over  the  last  several  years,  Exxon 
has  spent  $15  billion  buying  in  about 
28%  of  its  shares.  In  effect,  that's 
what  Royal  Dutch/Shell  did  with  the 
purchase  of  Shell  U.S.,  but  British  and 
Dutch  tax  laws  make  stock  buybacks 
of  Royal  Dutch  Petroleum  and  Shell 
Transport  unattractive.  Given  this  re- 
striction. Royal  Dutch  has  settled  on 
a  policy  of  building  cash,  not  stinting 
on  attractive  long-term  projects — and 
waiting  for  future  opportunities  in  a 
business  that  is  likely  to  remain  in- 
tensely competitive  for  years  to  come. 
A  smaller  company  could  perhaps  be 
more  opportunistic,  but  Royal  Dutch 
is  not  a  small  company.  Its  steady-at- 
the-helm,  never-mind-the-squalls- 
and-breezes  approach  is  probably  just 
right  for  a  company  of  its  size  and 
spread. 

This  being  so,  says  van  Wachem, 
"Building  up  cash  is  not  a  bad  prob- 
lem to  have."  ■ 
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A  little  while  back,  John  Barracato  went  out  leads  Aetna's  Fire  and  Fraud  Investigation  Team. 

car  shopping.  He  bought  ten.  And  because  he  burned  those  ten  cars,  law 

Then  he  did  something  really  unusual.  enforcement  agencies  nationwide  can  more  eas 

He  torched  them.  detect  the  difference  between  accident  and  arsi 
You  see,  John  happens  to  be  one  of  America's  As  a  result,  this  research  has  had  the  benef  i 

leading  arson  experts.  Not  colncldentaiiy;  he  also  ciai  effect  of  putting  more  arsonists  behind  bars. 


lied  car  from  Aetna. 


More  tangibly  for  Aetna's  customers,  John's 
earn  is  saving  millions  every  year  by  identifying 
ittempted  arson  and  prosecuting  the  criminals 
/ho  attempt  to  profit  from  It. 

No  other  insurance  company  that  we  know 
)f  goes  to  the  sometimes  extreme  lengths  that 


/Etna 


Aetna  does  In  order  to  fight  fraudulent  claims. 

But  that  works  to  the  advantage 
of  every  customer  who  Invests  In  one  of 
our  Insurance  policies. 

If  not  one  of  our  many  used  cars. 
AETNA.  WE  GIVE  NEW  MEANING  TO  THE  WORD  DILIGENT 
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Infighting  off  Paramount,  Time  Inc.  had 
to  take  on  a  load  of  debt.  Infighting  off  a 
similar  unwanted  bid,  Dunkin  Donuts' 
Robert  Rosenberg  also  had  to  pay  a  high 
price:  His  successful  defense  complicated 
his  divorce  settlement. 

Win  one,  lose  one 


By  Stuart  Flack 


So  FAR  1989  HAS  BEEN  a  bittcr- 
sweet  year  for  Dunkin'  Donuts 
Chairman  Robert  M.  Rosen- 
berg. He's  had  his  highs  but  also  more 
than  his  share  of  lows.  Rosenberg 
must  have  swelled  with  pride  early  in 
the  year  when  Fidelity's  investment 
genius  Peter  Lynch,  in  his  bestseller 
One  Up  On  Wall  Street,  cited  Dvmkin' 
Donuts  as  one  of  his  prize  holdings. 
Headquartered  in  Randolph, 
Mass.,  Dunkin'  Donuts  fran- 
chises doughnut  shops  through- 
out the  world.  Peter  Lynch  not 
only  liked  the  stock,  he  said  he 
loved  the  coffee  and  the  dough- 
nuts as  well. 

Then  came  a  downer  when 
Canadian  oil  and  real  estate  mo- 
gul— and  sometime  green- 
mailer — George  Marm,  presum- 
ably attracted  by  the  same  value 
that  excited  Lynch,  moved  on 
the  company  last  April.  Dun- 
kin' Donuts  stock  began  to 
move  up  even  though  earnings 
had  been  flat  for  a  couple  of 
years. 

As  Mann  moved  in.  Lynch 
moved  out.  By  Jime  Fidelity  had 
cashed  in  most  of  its  Dunkin'  shares 
as  the  stock  rose  to  an  alltime  high  of 
$41  in  response  to  Marm's  unsolicited 
$43  acquisition  bid.  Lynch  still  liked 
the  coffee  and  doughnuts,  but  he  de- 
cided that  with  prices  as  high  as  $41  a 
share,  he  preferred  cash  to  the  stock. 

Now  Bob  Rosenberg  was  in  the 
dumps.  A  Harvard  Business  School 
graduate,  he  faced  losing  control  of 
the  company  his  father  had  founded 
and  that  he  had  run  for  26  of  his  51 
years.  He  decided  to  fight  back — 
danm  the  cost. 


Adrenalin  flowing,  Rosenberg 
called  in  an  expensive  defense  team 
headed  by  Goldman,  Sachs  and  the 
New  York  law  firm  of  Fried,  Frank, 
Harris,  Shriver  &.  Jacobson.  Within 
days  of  raider  Mann's  announcement 
that  he  owned  a  chunk  of  Dunkin', 
Rosenberg  took  action.  He  strength- 
ened the  company's  poison  pill,  and 
also  placed  a  large  block  of  Dunkin' 
common  stock  into  a  newly  formed 
employee     stock     ownership     plan. 


John  Segal 


Then  Rosenberg  put  $28  million  of 
convertible  preferred  in  the  friendly 
hands  of  General  Electric  Credit 
Corp.;  what's  more,  because  of  a 
clever  arrangement  by  Goldman, 
Sachs,  GE  gets  to  vote  the  preferred 
as  if  it  were  already  converted  to 
common.  With  the  proceeds  from 
the  sale  of  the  preferred  stock,  Ro- 
senberg has  since  bought  back  nearly 
2  million  shares  of  common. 

Raider  Mann  ended  up  with  15%  of 
the  stock,  and  another  20%  was  ten- 
dered him  in  the  offer.  Not  nearly 


enough  for  control.  He  is  challenging 
the  antitakeover  package  in  the  Dela- 
ware chancery  court,  but  it  looks  as  if 
Dunkin's  defense  will  hold  up.  At 
least  the  market  thinks  so:  At  press 
time,  the  stock  was  trading  at  37%. 
That  leaves  Mann  in  the  uncomfort- 
able position  of  owning  a  lot  of  the 
stock  but  being  unable  to  influence 
the  outcome.  Mann  says  that  he  still 
wants  to  buy  the  company,  but  his 
chances  of  landing  Dunkin'  Donuts 
look  slim  today. 

If  Mann  is  a  loser,  however.  Dun- 
kin's  other  shareholders  may  not  be. 
The  takeover  attempt  shook  up  the 
company  in  a  beneficial  way.  Even  as 
Rosenberg  mounted  his  takeover  de- 
fenses, he  began  slashing  overhead  by 
dumping  14%  of  his  work  force,  and 
thus  saving  about  $7  million  a  year. 
To  keep  employee  morale  high  in 
light  of  the  layoffs,  he  established  the 
employee  stock  ownership  plan  for 
the  benefit  of  the  450  workers  that 
remained. 

Now,   with  costs  down,   Dunkin' 
will  have  more  than  enough  cash  flow 
to  service  its  $68  million  in  additional 
debt  and  preferred  stock.  The  stock 
buyback  will  probably  boost  earnings 
per  share  50%,  to  about  $3,  in  the 
company's  next  fiscal  year,  beginning 
in  October. 
A  happy  ending?  For  the  compa- 
ny,   yes.    For    Rosenberg,    not 
quite.  He  is  in  the  midst  of  a 
divorce  from   his   wife   of  28 
years,     Loma.     She    wants    a 
piece    of    Rosenberg's    wealth, 
which  includes  200,000  Dun- 
kin' Donuts  shares.  When  the 
_        divorce  proceedings  began,  Ro- 
senberg   valued    his    stake    at 
about  $26  a  share.  But  in  re- 
jecting Mann's  $43-a-share  bid 
as     ^'inadequate,"     Rosenberg 
implicitly  suggested  that  Dun- 
kin' stock  could  be  worth  as 
much  as  $50  a  share.  At  that 
price,  Rosenberg's  stake  would 
be  worth  nearly  $10  million. 
That  hardly  makes  Rosenberg 
happy.  If  his  wife  is  entitled 
to,  say,  half  his  stock,  it  would 
boost   her   settlement   by   close    to 
$2.5  million. 

How  can  you  tell  your  shareholders 
one  thing  and  your  wife  another? 

No  surprise:  Rosenberg  doesn't 
want  to  talk  about  the  whole  situa- 
tion. Mrs.  Rosenberg's  lawyer,  Joel 
A.  Kozol,  says  that  the  timing 
couldn't  have  been  worse  for  Rosen- 
berg. If  it  hadn't  been  for  the  take- 
over, Rosenberg  might  have  been 
able  to  value  his  stock  at  $26  a  share 
for  settlement  purposes.  But  Kozol 
isn't  complaining.  ■ 
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"Annual  income  twenty  pounds,  annual  expenditure  nineteen 
nineteen  six,  result  happiness.  Annual  income  twenty  pounds, 
annual  expenditure  twenty  pounds  ought  and  six,  result  misery. " 

Why  George  Bush  wants 
to  bring  IRAs  back 


By  Howard  Banks 


WHEN  THE  SMOKE  CLEARS  in 
Congress,  some  kind  of  a  cut 
in  capital  gains  taxes  is  a  good 
probability — encouraging  news  for 
the  markets  and  for  the  economy. 
More  good  news  may  lie  a  bit  down 
the  road  when  the  Bush  Administra- 
tion begins  a  push  for  restoring  wide- 
spread tax  deferments  for  Individual 
Retirement  Accounts.  Combined, 
these  moves  could  be  the  most  eco- 
nomically favorable  long-range  devel- 
opments since  the  Reagan  tax  cuts 
and  the  great  bull  market  these  cuts 
fueled. 

How  to  restore  tax  deferment  to 
IRAS  without  deepening  the  federal 
deficit?  A  leading  candidate  in  a  list  of 
possibilities  now  being  examined  by 
the  White  House  is  a  modified,  so- 
called  back  end  tax  deferment. 

What's  a  back  end  deferment?  In 
1986  Individual  Retirement  Accounts 
were  severely  curtailed  in  the  Tax  Re- 
form in  that  for  most  taxpayers,  annu- 
al contributions  could  no  longer  be 
made  from  pretax  income.  Backend- 
ing  the  tax  deferment  would  mean 
that  the  armual  contributions  would 
have  to  be  made  with  aftertax  dollars, 
but  the  eventual  withdrawals  of  accu- 
mulated income  would  be  free  from 
income  tax.  The  retiree  could  take  his 
or  her  money  out  without  paying  a  tax 
on  the  accumulated  income  and  prof- 
its. Thus  there  would  be  no  loss  of 
current  income  for  the  Treasury,  but  a 
substantial  reward  would  be  available 
for  people  saving  tor  retirement. 

George  Bush  may  go  down  in  histo- 

We  are  ijuoting  Mr  hUcauijer  in  Oko-lcs  DicJeetis 
David  CopperHeld 


ry  as  the  President  who  made  thrift 
and  savings  popular  again.  Increasing 
personal  savings  is  strongly  favored 
by  the  troika  that  runs  economic  poli- 
cy in  the  Bush  Administration — Of- 
fice of  Management  &  Budget  Direc- 


tor Richard  Darman,  Chairman  of  the 
Council  of  Economic  Advisers  Mi- 
chael Boskin,  Treasury  Secretary 
Nicholas  Brady.  Darman  in  his  "May- 
po"  speech  gave  thrift  strong  support. 
It  has  also  been  supported,  in  words  if 


High  savings  is  the  fuel  for  economic  growth 


High  national  savings  clearly  has  led  to  high  investment  and  hence  high 
productivity,  as  seen  here  averaged  over  1960  to  1983.  That  raises  the 
policy  question:  Can  low-savings  America  restore  its  competitiveness 
without  first  achieving  a  major  surge  in  savings? 
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not  yet  in  deeds,  by  President  Bush. 

Since  savings  means  investment, 
there  is  general  agreement  that  the 
U.S.  could  use  additional  savings  if 
the  economy  is  to  compete  effectively 
with  high-investment,  high-growth 
economies  like  Japan. 

Dickens'  reformed  Mr.  Micawber 
would  feel  downright  uncomfortable 
m  today's  U.S.  economy,  where  tax 
laws  and  yuppie  tastes  encourage 
spending  over  thrift,  consumption 
over  investment.  In  1981  personal 
savings  in  this  country  was  nearly 
$160  billion,  hi  1987  it  was  under 
$105  billion.  It  has  recovered  to 
around  $140  billion  now,  but  adjusted 
for  inflation,  personal  savings  have 
dropped  by  half. 

Fortunately,  some  of  the  slack  has 
been  taken  up  by  corporate  profits, 
which  are  another  form  of  savings  (see 
chart,  p.  71).  But  despite  their  healthy 
growth,  corporate  profits  have  not 
taken  up  all  of  the  slack,  in  good  part 
because  of  the  federal  budget  deficit, 
which  is  a  charge  against  total  sav- 


ings. The  difference  has  been  made  up 
by  borrowing  abroad,  which  is  fine  as 
long  as  foreigners  are  willing  to  invest 
in  the  U.S.  and  to  hold  U.S.  securities. 

Why  not  just  go  on  borrowing  from 
abroad?  A  dollar's  a  dollar,  after  all, 
and  it  buys  a  job  wherever  it  comes 
from.  Yes,  but  it  takes  relatively  high 
interest  rates  to  attract  foreign  money 
here,  restricting  the  Federal  Reserve 
Board's  ability  to  lean  against  reces- 
sionary trends  by  lowering  interest 
rates.  This  may,  in  fact,  have  caused 
the  Fed  to  wait  too  long  to  let  rates 
drop  and  thus  made  a  recession  more 
likely  this  year.  It  comes  down  to  this: 
When  foreign  investment  becomes  a 
necessity,  not  a  luxury,  it  limits  na- 
tional economic  sovereignty. 

This  is  not  to  argue  against  the  free 
flow  of  investment  funds  across  na- 
tional borders.  The  flow  should  be 
encouraged.  But  if  the  U.S.  saved 
more,  the  growth  of  foreign  invest- 
ments here  would  be  better  counter- 
balanced by  the  growth  of  U.S.  invest- 
ments abroad.  The  investment  sym- 


Factors  other  than  savings  affect  overall  growth,  including  the  starting 
point  for  the  individual  countries  in  terms  of  development,  troublesome 
labor  unions,  and  so  on.  But  the  general  relationship  between  high 
savings  and  growth  is,  nevertheless,  clear  enough. 
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Sources.  Lovnence  H.  Summers.  Harvard  University:  Chris  Carroll,  MIT 


metry  would  be  restored.  And  real 
interest  rates,  everywhere,  would 
probably  decline. 

The  Bush  people  would  like  to  en- 
courage domestic  capital  formation 
through  thrift,  in  part  because  doing 
so  is  a  lot  easier  politically  than  bal- 
ancing the  budget.  Even  among  con- 
gressmen, there  is  a  growing  apprecia- 
tion of  the  more  subtle  problem  of 
U.S.  savings  rates. 

Though  the  savings  rate  has  recov- 
ered somewhat  in  recent  months, 
since  1980  U.S.  national  savings  (pub- 
lic and  private)  have  been  running  at 
about  one-third  of  the  average  in  the 
other  industrialized  countries. 

Thus  worry  has  shifted  from  the 
size  of  the  federal  deficit  to  this  less 
visible  problem.  The  Japanese,  after 
all,  run  a  perpetual  budget  deficit  (2% 
of  GDP  in  1988),  but  their  very  high 
savings  rate  more  than  offsets  the  def- 
icit (the  rate  has  been  dropping  recent- 
ly, but  at  13%  in  1987,  is  still  far 
above  ours).  With  a  high  savings  rate, 
the  Japanese  can  absorb  bonds  needed 
to  finance  the  deficit  and  still  have 
plenty  left  over  for  industrial  invest- 
ment— without  having  to  go  overseas 
for  capital. 

Contrast  Japan  with  Britain,  which 
has  run  a  budget  surplus  recently,  but 
where  private  savings  have  collapsed. 
Result;  high  14%  interest  rates  in 
Britain  and,  over  the  last  12  months, 
8%  inflation  and  a  $41  billion  current 
account  deficit. 

Clearly,  balanced  budgets  as  such 
do  not  defeat  inflation  or  drive  down 
interest  rates.  But  high  savings  rates 
can  help  on  both  scores.  If  there  are 
plenty  of  savings  available,  interest 
rates  tend  to  drop  and  investment,  by 
enhancing  productivity,  helps  offset 
inflations 

It  is  easy  in  theory,  hard  in  political 
practice  to  reverse  many  years  of  U.S. 
national  policies  that  have  encour- 
aged, even  subsidized,  consumption, 
while  penalizing  investment.  Until 
recently,  Americans  were  able  to  de- 
duct from  their  taxable  income  the 
interest  on  money  borrowed  for  con- 
sumption; they  still  can  do  so  on 
money  borrowed  to  buy  a  first  or  sec- 
ond home  or  through  home  equity 
loans.  Income  on  savings,  on  the  other 
hand,  is  taxed  and  double-taxed  and 
eroded  by  inflation. 

Take  corporate  dividends.  To  pay 
$1  million  in  dividends,  a  company 
must  earn  about  $1.5  million  pretax. 
If  the  recipient  of  the  dividend  lives  in 
a  high-tax  state,  he  surrenders  a  third 
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What's  to  be  done? 
Reducing  corporate  t€uces 
would  be  a  great  place  to 
start.  Incretising  €rftertax 
profits  would  increase  the 
money  available  for 
business  investment.  But 
what  politician  in  his  right 
mind  would  sh^t  the 
burden  from,  ^faceless" 
corporations  to  living, 
breathing  voters? 


of  the  dividend  to  the  various  tax  peo- 
ple. Thus  $1.5  million  in  pretax  cor- 
porate income  produces  just  $667,000 
in  real  investment  income. 

Or  consider  fixed-income  invest- 
ments. At  a  shade  under  8%,  U.S. 
Treasury  bonds  currently  look  like  an 
attractive  investment.  But  not  neces- 
sarily for  individuals.  After  deducting 
the  28%  federal  income  tax  rate,  the 
aftertax  return  drops  to  a  shade  under 


6%.  Then  deduct  another  5  percent- 
age points  for  inflation  and  the  real 
return  is  dovvrn  to  1%.  A  1%  return 
isn't  much  incentive  for  deferring 
consumption  in  favor  of  saving. 

It  wouldn't  take  all  that  much  to 
change  the  situation  here.  A  calcula- 
tion by  the  Institute  for  Research  on 
the  Economics  of  Taxation  |iret)  sug- 
gests that  every  2'/2-point  increase  in 
the  national  savings  rate  increases  the 
U.S.  capital  stock  by  $100  billion  a 
year,  and  would  add  1  point  to  average 
annual  growth  of  gdp. 

The  charts  on  pages  68  and  69  show 
the  relationship  in  15  developed 
countries  between  their  economic 
performance  and  their  savings  rates. 
In  general,  the  higher  the  national 
savings  rate,  the  greater  the  growth  in 
national  investment,  productivity 
and,  hence,  wealth. 

The  savings  numbers  are  what 
economists  call  a  residual.  It's  what's 
left  after  toting  up  the  national  in- 
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First  principle,  cut  the  btuiget  deficit,  then  help  personal  savings. 


come  and  expenditures — just  like  Mr. 
Micawber's  sixpence.  Officially,  the 
private  savings  rate  in  the  U.S. 
dropped  from  its  long-running  average 
of  7%  to  8%  of  disposable  income  in 
the  Sixties  and  Seventies  to  a  low  of 
2.8%  in  August  1987.  Since  then  it 
has  recovered  to  maybe  an  average  of 
5.5%  for  1989. 

It  has  been  argued  in  many  places, 
including  this  magazine,  that  the  na- 
tional savings  statistics  in  one  way 
seriously  understate  the  actual  sav- 
ings of  U.S.  citizens.  They  don't  in- 
clude the  value  of  people's  homes  and 
their  other  property,  like  autos  and 
refrigerators,  which  would  add  maybe 
three  to  four  points  to  the  personal 
savings  rate.  Americans,  despite  their 
breast-beating,  are  still  the  richest 
people  in  the  world. 

However,  even  with  these  items 
added  back  in,  the  U.S.  personal  sav- 
ings rate  is  among  the  lowest.  It  re- 
mains among  the  lowest  even  when 
corporate  profits  are  added  to  the 
equation.  Not  a  pretty  picture  for  a 
nation  that  wants  to  retain  preemi- 
nence in  a  dynamic  world  economy. 

The  empirical  evidence  suggests 
that  if  U.S.  savings  were  higher,  the 
economy  would  be  growing  faster  on 
average,  and  we  would  all  be  growing 
wealthier  faster. 

What's  to  be  done?  Reducing  corpo- 
rate income  taxes  would  be  a  great 
place  to  start.  By  increasing  aftertax 
corporate  profits,  this  would  increase 
the  money  available  for  business  in- 
vestment. However,  what  politician 
in  his  right  mind  would  vote  to  shift 
the  tax  burden  from  "faceless"  corpo- 
rations to  living,  breathing  taxpayer- 
voters?  It's  politically  far  more  palat- 
able to  give  the  breaks  to  individuals 
to  get  them  to  save  more. 

Much  of  the  saving  we  do  have  is 
channeled  into  uses  that  do  not  neces- 
sarily increase  our  national  competi- 
tiveness. The  mortgage  interest  de- 
duction, so  beloved  of  the  middle 
class,  reduces  the  personal  income 
tax,  according  to  Treasury  estimates, 
by  over  $30  billion.  In  addition,  being 
able  to  deduct  property  taxes,  plus  the 
special  treatment  of  capital  gains  on 
housing,  costs  almost  another  $20  bil- 
lion more  a  year. 

It  would  make  good  economic 
sense  to  transfer  at  least  some  of  this 
$50  billion  in  tax  savings  to  business 
investment,  making  housing  a  bit  less 
attractive  and  liquid  savings  (which 
would  fuel  industrial  investment)  a 
bit  more  so.   For  a  start.   Congress 
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could  limit  mortgage  interest  deduc- 
tions to  the  15%  rate  available  to  low- 
income  taxpayers  or  to  mortgages  of 
less  than  a  couple  of  hundred  thou- 
sand dollars. 

Down  the  road,  then,  it  is  possible 
the  Administration  might  at  least 
chip  away  at  the  tax  preferences  for 
housing.  But,  politically,  this  is  a 
tough  row  to  hoe.  Restoring  iras 
would  be  politically  more  popular  and 
could  yield  fast  results  for  savings. 

Can  savings  habits  be  that  easily 
influenced?  A  study  of  Canadian  ex- 
perience, by  Lawrence  Summers  of 
Harvard  and  Chris  Carroll  of  mit,  sug- 
gests that  it  can.  Canadians  cannot 
deduct  mortgage  interest,  but  since 
the  1970s  have  been  able  to  invest  in 
generous,  tax-deferred  Registered  Re- 
tirement Savings  Plans.  Until  then, 
Canada's  savings  rate  was  identical  to 
that  of  the  U.S.'  In  the  meantime  it 
has  risen  sharply  and  steadily,  from 
around  7%  to  over  12%. 

In  the  U.S.,  iras  were  severely  re- 
stricted in  the  1986  tax  reform,  to 
save  the  $12  billion  annual  cost  in 
lost  tax  revenue  to  the  Treasury.  It 
was  easy  for  the  politicians  to  do  at 
the  time,  since  the  theory  then  was 
that  IRAS  were  mostly  a  break  for  the 
rich,  who  generally  transferred  sav- 
ings from  a  taxable  to  a  tax-sheltered 
account.  Moreover,  since  the  overall 
savings  rate  was  falling,  it  was  said 
that  IRAS  weren't  working. 

Now  most  economists,  including 
CEA  Chairman  Boskin,  believe  they 
did  work.  Some  calculations  say  that 
IRAS  added  $138  billion  to  private  liq- 
uid saving  between  1982  and  1986. 

And  httle  wonder.  A  $2,000  ira 
contribution  cost  only  $1,000  in  after- 
tax income  to  a  taxpayer  in  the  then 
50%  bracket.  With  the  income  from 
that  money  also  tax-deferred,  the  ira- 
er  was  getting  the  full  power  of  com- 
pound interest  working  on  his  or  her 
behalf.  The  arithmetic  is  impressive: 
A  30-year-old,  putting  in  $2,000  a  year 
until  age  65  and  earning,  say,  just  8% 
on  the  money,  would  retire  with 
$372,000  in  an  ira.  Multiplied  by  mil- 
lions of  people,  savings  at  this  level 
would  create  a  tremendous  pool  of 
capital  in  addition  to  assuring  a  com- 
fortable retirement  for  a  large  part  of 
the  population. 

While  its  spokesmen  won't  say  so 
in  so  many  words,  the  Administration 
generally  regards  an  enhanced  savings 
rate  as  the  best  means  for  dealing  with 
the  federal  deficit.  That  won't  elimi- 
nate the  deficit  but  would  make  it 


more  easily  bearable.  "Our  first  prin- 
ciple is  that  the  best  and  surest  way  is 
to  cut  the  budget  deficit,  which  gives 
a  doUar-for-dollar  effect  on  national 
savings,"  says  Michael  Boskin.  But, 
he  says,  reducing  the  budget  deficit  by 
raising  taxes  would  "merely  transfer 
the  problem  from  too  much  govern- 
ment borrowing  to  even  less  private 
saving."  He  also  notes  that  we  have  to 
be  cautious  about  cutting  the  budget 
too  sharply.  Trimming  the  deficit  so 
hard  or  fast  as  to  lead  to  a  recession,  or 
cutting  it  by  jacking  up  taxes  and 
sucking  wealth  out  of  the  private  sec- 
tor, would  do  more  harm  to  the  econ- 
omy than  good.  "That  would  be 
dumb,"  he  says. 

Boskin's  statement  suggests  that 
the  Administration  will  avoid  both 
raising  taxes  and  pushing  for  sharp 
spending  cuts,  but  instead  will  put  a 
lot  of  effort  into  measures  that  will 
encourage  private  savings.  The  Ad- 
ministration's current  study  into  new 
forms  of  personal  savings  incentives 
will  probably  be  followed  by  a  budget 
proposal  in  1990. 

One  of  the  leading  candidates,  pro- 
posed by  IRET  in  a  study  sponsored  by 
Merrill  Lynch,  is  the  one  for  back- 
ending  the  tax  deferral.  The  investor 
would  fund  the  ira  with  aftertax  dol- 
lars but  would  enjoy  tax-free  income 
in  retirement.  This,  of  course,  has  the 


Personal  savings  lags 


Though  corporate  saving  is  doing 
well  and  helping  offset  the  federal 
budget  deficit,  personal  saving  is 
flat.  It  is,  therefore,  likely  to  be  the 
target  of  new  tax  incentives  by  the 
Bush  Administration. 


Gross  private  saving  (Sbillions) 


$800 
700 
600 
500 
400 
300 
200 
100 


Total 


Personal  savings 


'80    '81     '82     '83     '84     '85     '86     '87     '88" 
•  Third  quarter.     Source:  Department  of  Commerce 


Reducing  the  deficit  by 
raising  taxes  would  "merely 
transfer  the  problem  from 
too  much  government 
borrowing  to  even  less 
private  saving,"  says 
Boshin.  Trimming  the 
deficit  so  fast  as  to  lead  to  a 
recession  or  by  jacking  up 
t€ixes  and  sucking  wealth 
out  of  the  private  sector 
would  be  dumb,  he  says. 


disadvantage  of  delaying  the  gratifica- 
tion (and  of  trusting  that  an  interven- 
ing Congress  will  not  snitch  the  bene- 
fit in  the  interval).  But  it  would  not 
cost  the  Treasury  much  in  the  early 
years.  In  fact,  an  ira  of  this  sort  is 
being  proposed  in  a  bill  by  Senator 
William  Roth  Jr.  of  Delaware,  the 
ranking  Republican  on  the  Joint  Eco- 
nomic Committee. 

Merrill  Lynch  has  begun  consumer 
testing  such  an  ira  on  a  "what  if  Con- 
gress approves  it"  basis.  The  initial 
response  is  good,  says  Merrill  Lynch's 
vice  president  for  consumer  markets, 
William  Henkel.  "I  believe  it  would 
sell,"  he  says. 

What  about  the  argument  that  tax- 
deferred  IRAS  are  a  giveaway  to  the 
rich?  This  is  sheer  demagoguery. 
About  one-fifth  of  all  dollars  contrib- 
uted to  IRAS  between  1982  and  1986 
was  from  taxpayers  with  adjusted 
gross  incomes  of  $25,000  or  less.  And 
83%  came  from  taxpayers  with  an 
adjusted  gross  income  of  $75,000  or 
less.  If  these  taxpayers  can  be  persuad- 
ed to  spend  a  bit  less  and  save  a  bit 
more,  they  will  be  helping  create  jobs 
that  will  benefit  the  entire  society. 

One  doesn't  have  to  be  a  Warren 
Buffett  to  guess  what  savings  incen- 
tives would  do  for  the  stock  and  bond 
markets.  As  securities  became  more 
attractive  on  an  aftertax  basis,  their 
prices  would  certainly  rise.  The  in- 
crease in  savings — coupled  with  con- 
tinued attractiveness  of  the  U.S.  to 
foreign  investors — would  drive  down 
interest  rates,  pushing  up  bond  prices. 
The  federal  deficit  would  shrink  as 
the  net  cost  of  servicing  the  federal 
debt  dropped  sharply  from  around 
$159  billion  this  year. 

In  addition  to  being  a  kinder  and 
gentler  President  and  the  education 
President,  George  Bush  also  seems  in- 
clined to  be  the  President  who  made 
savings  and  investment  respectable 
again.  It  wouldn't  be  a  bad  way  for 
him  to  leave  his  mark  on  history.  ■ 
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The  Up  &  Comers 


Is  there  any  place  in  the  world  where  peo- 
ple will  be  safe  from  being  beeped,  vibrated 
or  otherwise  paged?  Not  if  Mississippi's  fohn 
Palmer  has  his  way. 


Why  new  beepers 
vibrate 


By  Fleming  Heeks 


I  GUESS  I'm  like  those  old  tennis 
pros,"  replies  John  Palmer  when 
asked  why  he's  working  so  hard 
on  building  his  second  successful 
telecommunications  company.  "Peo- 
ple say  they're  not  trying  to  win  an- 
other match,  it's  just  that  they  don't 
like  to  lose.  And  I  don't  like  to  lose." 

A  lanky  Mississippian  who  stands  6 
foot  5,  Palmer,  55,  is  central  casting's 
idea  of  an  entrepreneur  from  the  new 
South:  gracious,  aggressive,  cosmo- 
politan and  deeply  rooted  in  his  native 
soil.  His  family — great-great-grandfa- 
ther John  D.  Palmer  sold  a  small  rail- 
road to  William  Faulkner's  father — 
counts  seven  generations  in  Missis- 
sippi. Twin  brother  James  heads  the 
Prudential-Bachc  office  in  Jackson, 
and  older  brother  David  runs  Bell  Gas 
Inc.,  the  family's  130-year-old  fuel 
company  in  Corinth. 

In  1960,  with  undergraduate  and 
MB. A.  degrees  from  the  University  of 
Mississippi,  Palmer  set  up  a  one-man 
accounting  firm  at  the  Walthall  Ho- 
tel, on  downtown  Jackson's  Capitol 
Street.  In  exchange  for  his  stark 
fourth-floor  quarters,  the  25-year-old 
Palmer  audited  the  hotel's  books. 

Five  years  later  Palmer  bought  a 
local  telephone  answering  service. 
Along  vvuli  the  service's  300  custom- 
ers, Palmer  got  a  Federal  Communica- 
tions Conunission  license  to  operate 
a  then  priijiitive  radio  paging  service 
with  about  40  customers.  "I  said,  'You 
know,  that  license  is  probably  going 
to  be  valuable  one  day.'  " 

By  1973  Palmer  had  acquired  nine 


more  paging  companies  in  Mississip- 
pi, Alabama,  Texas  and  Louisiana  and 
won  FCC  licenses  to  operate  paging 
services  in  much  of  the  South.  He 
merged  his  company  with  a  regional 
paging  firm  in  western  New  York 
State  and  called  the  combined  compa- 
ny Mobile  Communications  Corp.  of 
America.  In  1981  the  company  raised 
$5  million  in  a  public  offering,  giving 
it  a  market  value  of  $35  million. 

By  this  time  Palmer  was  well  aware 
of  the  value  in  telecommunications 
licenses.  When  the  first  independent 
cellular  telephone  licenses  were  of- 
fered, he  responded  eagerly.  In  1983 
and  1984  Mobile  Communications 
won  licenses  to  operate  cellular  tele- 
phone systems  in  five  cities,  includ- 
ing the  now  extremely  lucrative  fran- 
chises in  Los  Angeles  and  Houston.  In 
1985  he  sold  a  50%  interest  in  Mo- 
bile's cellular  properties  to  BellSouth 
for  $67  million,  with  BellSouth  agree- 
ing to  finance  the  acquisition  of  addi- 
tional cellular  properties  and  to  ab- 
sorb 99%  of  the  partnership's  losses. 

In  February  1988  Palmer  decided 
cellular  properties  were  getting  over- 
priced. He  agreed  to  merge  his  compa- 
ny with  BellSouth  for  stock  worth 
$710  million.  The  remaining  cellular 
properties  alone  were  valued  at  over 
$400  million,  or  $85  per  potential  sub- 
scriber. That  seemed  a  good  price  at 
the  time.  But  within  a  year  good  cellu- 
lar franchises  were  going  for  over  $200 
a  "pop"  and  Palmer  was  under  heavy 
pressure  from  shareholders  to  back 
out  of  the  BellSouth  deal.  He  refused. 
"We  stood  by  our  contract,"  he  says. 
"And  I'm  not  a  bit  ashamed  of  that." 


Palmer,  whose  interest  in  his  com- 
pany had  been  steadily  diluted  with 
each  equity  offering,  walked  away 
with  BellSouth  stock  that,  along  with 
his  family's  shares,  is  currently  worth 
$43  million — plus  1.2  million  shares 
of  a  new  company  called  Mobile  Tele- 
communications Technologies,  Mtel 
for  short.  With  a  book  value  of  $60 
million  when  the  BellSouth  deal 
closed,  Mtel's  market  value  has  al- 
ready been  bid  up  to  $275  million 
(recent  stock  price:  11). 

Mtel  is  a  grab  bag  of  telecommuni- 
cations-related businesses  and  invest- 
ments that  BellSouth  either  didn't 
want  or  couldn't  own  under  the  terms 
of  the  Bell  system  breakup.  For  1988 
Mtel  had  pro  forma  operating  losses  of 
$12  million  on  revenues  of  $21  mil- 
lion. Donaldson,  Lufkin  &  Jenrette's 
well-known  media  analyst  Dermis 
Leibowitz — who  is  very  high  on 
Mtel — expects  the  company  to  lose 
$17  million  this  year  on  revenues  of 
$37  million.  Mtel  Treasurer  Robert 
Fugate   does  not   disagree  but   says 
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Mtel's  cash  flow  should  turn  positive 
by  the  third  quarter  of  1990. 

Mtel's  most  promising  property  is  a 
90%  interest  in  National  Satellite 
Paging,  a  two-year-old  nationwide 
paging  network  with  30,000  subscrib- 
ers, currently  growing  by  2,000  a 
month.  In  1978  Palmer  began  lobby- 
ing the  FCC  to  set  aside  frequencies  for 
nationwide  paging  networks.  In  1984 
the  FCC  did,  and  a  joint  venture  led  by 
Mobile  Communications  won  one  of 
the  three  national  licenses  issued.  Na- 
tional Satellite  Paging  began  offering 
service  three  years  later. 

National  paging  is  like  local  paging, 
only  the  reach  is  broader.  To  contact, 
say,  one  of  your  traveling  salesmen, 
you  call  a  toll-free  number,  punch  in 
the  salesman's  access  code  and  then 
the  phone  number  he's  to  call  back. 
This  message  is  sent  up  to  a  satellite 
and  beamed  back  down  to  one  of  Na- 
tional Satellite  Paging's  1 78  transmit- 
ters in  100  metropolitan  areas.  The 
transmitters — which  cover  85%  of 
the  country's  population — then 
broadcast  the  message  to  the  sales- 
man's pager.  The  process  takes  about 
three  seconds.  Subscribers  pay  around 
$60  a  month  for  the  service,  including 
the  cost  of  the  pager.  (By  contrast, 
typical    local    paging    services    cost 


around  $25  a  month.) 

Reasonably  priced,  pocket-size  cel- 
lular phones  could  offer  some  compe- 
tition in  the  future.  However,  their 
limited  battery  life — portables  cur- 
rently must  be  recharged  daily — and 
the  fact  that  a  called  party  pays  for 
cellular  airtime  make  it  more  likely 
that  gadget-rich  executives  would  use 
paging  to  screen  calls  to  their  cellular 
phones. 

To  expand  his  customers'  ability  to 
reach  one  another.  Palmer  is  actively 
pushing  Mtel  into  the  international 
market.  A  recently  signed  joint  ven- 
ture agreement  with  Telesat  Canada 
will  extend  National  Paging's  overall 
footprint  into  Canada.  A  joint  venture 
with  Singapore  Telecom  has  been 
formed  to  develop  satellite  paging  for 
the  Pacific  Rim.  And  an  agreement  in 
Mexico,  Palmer  says,  is  imminent. 
Mtel  will  also  get  marketing  help 
from  US  West  and  Nynex,  which  re- 
cently signed  on  as  resellers  for  nsp. 

Clifford  Bean,  an  analyst  at  Arthur 
D.  Little  Inc.,  projects  that  by  1995 
the  nationwide  paging  industry  will 
grow  from  its  current  100,000  cus- 
tomers to  1.5  million,  with  revenues 
of  close  to  $1  billion.  (Of  the  other 
two  licenses  that  were  awarded,  one 
has  been  forfeited  back  to  the  govern- 


ment; the  other,  now  owned  by  Con- 
temporary Communications  of  New 
Rochelle,  N.Y.,  has  transmitters  in 
only  20  cities  and  has  yet  to  begin 
marketing  its  service.) 

For  all  its  potential,  however,  Mtel 
is  far  from  a  sure  thing.  Many  upper- 
level  managers,  at  whom  the  national 
paging  service  is  aimed,  dislike  the 
idea  of  being  tied  to  a  beeper.  National 
Satellite  Paging's  latest-model  Sky- 
pagers,  manufactured  by  Motorola 
and  NEC,  weigh  less  than  3  ounces  and 
can  be  carried  in  pants  or  jacket  pock- 
ets rather  than  clipped  onto  a  belt. 
And  the  "beep"  can  be  switched  off; 
the  pager  vibrates  when  a  message  is 
received.  To  further  counter  the 
"electronic  leash"  image.  National 
Satellite  Paging's  president,  James 
Phillips,  says  that  "paging"  will  be 
dropped  from  the  corporate  name. 

What  prods  Palmer,  whose  elegant 
and  rambling  British  colonial-style 
home  on  the  outskirts  of  Jackson 
overlooks  a  peaceful  bass-filled  pond, 
to  spend  weekends  and  12-hour  days 
scrambling  to  establish  another  busi- 
ness? "I  don't  know  whether  I'm 
blessed  or  cursed  to  be  driven  the  way 
I  am,"  he  says.  For  Palmer's  share- 
holders, it  has  certainly  been  a  bless- 
ing thus  far.  ■ 


Mobile  Telecommunications  Chief  Executive  John  Palmer 

**We  atood  by  our  contract.  And  I'm  not  a  bit  ashamed,  of  that. 
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IBM.  PS/2  and  SyslRn/370  or  nastena  Iradamaiks  and  RT  »  a  liadamarti  ol  International  Business  Macftines  Corpwation  AIX  is  IBMs  Advanced  Interactive  Executive  whicn  is  a  trademark  ol  Intemalional  Business  Machines  Corporation 
ATA1  a'^  UMX  are  regisMred  tLiAmarks  ol  Amencan  Tetepnona  and  IWagrapn  Company  DEC  is  a  registefed  trademark  ol  Digital  Equipment  Corporation  SUN  is  a  registered  trademarti  ol  Sun  Microsystem,  Inc  HP  is  a  registered  iraOemark 
Hi-wKHi  Packard  Company  S>t989  BM  Corp 


As  you'll  see,  a  lot  goes  on.  Because  sud- 
denly, 16  users  can  share  their  ideas,  files  and 
printers.  Thanks  to  the  Micro  Channel"'  bus  on 
the  PS/2®  they  can  all  work  simultaneously, 
without  hampering  each  other  s  performance. 
If  these  are  things  you'd  Like  to  see  happen 
g^  ■■  1  -|         in  your  company,  then  ere- 

Connect  all  your  people    atlng  a  multiuser  system  on 

to  the  PS/2  386  with  AIX,  and  Sf  ™ 
just  watch  what  goes  on.  fs' n  IrX""* 

bright  idea. 
The  fact  that  the  PS/2  runs  with  AIX^ 
IBM  s  enriched  version  of  the  UNIX®  operating 
I  system,  turns  up  the  wattage  even  more.  Because 

AIX  happens  to  be  the  system 
1  r  recently  chosen  by  the  Open 

j  Software  Foundation  as  its  core 

Q^  operating  system. 

If  And  AIX  runs  like  a 

dream  on  the  PS/2  platform. 
It  allows  you  to  merge  DOS 
and  UNIX  functions, 
which  protects  your  cur- 
rent DOS  investment.  At  the  same 
time,  it  gives  you  access  to  all  the  AIX  and 
other  UNIX  applications  appearing  daily  for 
this  popular  platform. 

cy  r\        And  with  AIX,  your  network  is  expand- 
^  ^  able  in  many  directions.  Both  across  multi- 
vendor  platforms,  from  SUN®  to  HP®  to 
5f     AT&T®  and  across  a  broad  range  of  IBM 
systems — from  the  PS/2  to  the  RTr  all 
L  1  the  way  up  to  the  System/370® 

If  you'd  Like  to  see  a  system  like 
this  turning  on  the  juice  in  your  company, 
call  1  800  IBM-2468,  ext.  150  to  find  your 
nearest  IBM  Authorized  Dealer.  Or  contact 
your  IBM  marketing  representative  or  IBM 
Business  Partner  today.  Both  will  gladly  shed 
additional  light  on  this  exceptional  system  from 
IBM.  The  IBM  PS/2  with  AIX.  Making  your 
business  come  together. 


Richard  Lehmann  knew  he  was  taking  a 
risk  when  he  left  his  promising  career  at 
Citicorp  to  run  Arizona's  Valley  National 
Bank,  but  he  didnt  know  just  how  big  that 
risk  would  prove  to  be. 

Thumb  in  the  dike 


By  John  H.  Taylor 


Everybody's     worried     about 
junk  bonds,"  a  financial  man 
was  saying  the  other  day,  "but 
what  about  junk  real  estate?" 

It's  a  question  Richard  J.  Lehmann 
may  wish  he'd  thought  more  about. 
Lehmann,  45,  is  the  president  of  Phoe- 
nix, Ariz.'  venerable  Valley  National 
Corp.,  whose  principal  asset.  Valley 
National  Bank,  is  the  state's  largest 
independent  bank,  with  assets  of  $10 
billion.  He  was  recruited  to  Valley 
early  last  year  after  an  impressive  20- 
year  career  with  Citicorp  that  includ- 
ed a  three-year  stint  as  senior  corpo- 
rate officer  for  Europe,  Africa  and  the 
Middle  East. 

When  Lehmann  arrived  in  Arizona, 
he  thought  his  job  would  be  to  trans- 
form the  underperforming  Valley  into 
the  kind  of  earnings  machine  one 
would  expect  of  a  bank  controlling 
37%  of  the  state's  bank  deposits.  But 
things  have  not  quite  worked  out  that 
way.  On  Lehmann's  first  day,  he  sat  in 
on  a  15-hour  loan  review  session  that 
ended  with  the  bank  adding  $100  mil 
lion  to  nonperforming  loans,  priman 
ly  real  estate  loans  that  were  begin- 
ning to  smell. 

In  early  1989  appraisals  on  Valley- 
financed  real  estate  revealed  that 
some  property  values  had  fallen  as 
much  as  50%  from  the  prior  year. 
Lehmann  and  Robert  Walker,  the 
bank's  new  chief  credit  officer,  re- 
viewed all  of  the  bank's  major  real 
estate  loans.  In  June  they  added  $181 
million  to  reserves  and  took  $82  mil- 
lion in  chargeoffs.  As  a  result,  for  the 
first  half  of  1989,  the  bank  lost  $64 
million  ($3.25  a  share).  Almost  20% 
of  Valley's  $2  billion  real  estate  port- 
folio now  consists  of  problem  assets. 

And  still  Valley  National's  real  es- 
tate problems  are  not  behind  it.  Sit- 


Valky  National's  Richard  Lebmatm 
"We  need  help  from  the  economy." 

ting  in  a  modest  office  decorated  with 
a  faded  oriental  rug  and  some  aging 
furniture,  Lehmann  says  candidly: 
"We're  not  saying,  'This  is  the  end  of 
the  losses.'  If  the  economy  continues 
to  deteriorate,  then  we  will  have  to 
take  further  steps." 

In  Its  heyday,  during  the  1950s,  Val- 
ley National  controlled  60%  of  Ari- 
zona's bank  deposits  and  made  more 
than  70%  of  the  state's  bank  loans.  Its 
branch  network  dwarfed  its  competi- 
tors. But  in  the  mid-1980s  Arizona 


went  into  one  of  its  periodic  real  es- 
tate booms,  and  former  chairman  and 
chief  executive  Howard  McCrady 
jumped  in  foursquare.  In  1985  and 
1986,  McCrady  added  a  total  of  $1 
billion  of  new  real  estate  loans — most 
of  them  construction  and  develop- 
ment loans. 

McCrady  retired  in  1988  and  was 
replaced  by  Lehmann  and  longtime 
Phoenix  banker  James  P.  Simmons. 
But  the  damage  was  done.  Arizona 
real  estate  prices  have  fallen  between 
25%  and  50%  in  the  last  year.  Both 
Phoenix  and  Tucson  have  office  va- 
cancy rates  of  25%  or  more.  That's  a 
three-to-five-year  oversupply.  On  the 
residential  side,  over  40%  of  the 
homes  that  changed  hands  in  Mari- 
copa County  (Phoenix)  during  the 
first  quarter  were  foreclosures. 

Lehmann  and  Walker  have  been 
trying  to  sell  some  of  the  smaller  re- 
possessed properties,  often  at  30% 
discounts  from  their  carrying  prices. 
Even  so,  sales  have  been  slow.  Poten- 
tial buyers  are  waiting  to  see  what  the 
federal  government  will  do  with  the 
real  estate  it  has  taken  back  from  sev- 
eral failed  Arizona  thrifts. 

"Right  now,  you  can't  establish  a 
bottom  price  because  nothing  much 
IS  moving,"  says  a  longtime  Arizona 
developer.  "Everybody  is  waiting  for 
the  govenmient."  Valley  could  well 
take  another  $200  million  in  losses 
before  the  real  estate  market  recovers. 

Not  surprisingly,  short  sellers  have 
swarmed  all  over  Valley  National's 
stock.  Yet  the  stock  has  held  fairly 
close  to  its  book  value  of  $27.40  a 
share,  in  part  because  Valley  has  con 
tinned  to  pay  its  36-cent  quarterly 
dividend.  And  there  is  still  plenty  ol 
equity,  $541  million  at  the  end  o) 
June,  to  ride  out  the  storm  or  at  least 
to  make  the  bank  an  attractive  mergei 
candidate  for  an  out-of-state  bank  iJ 
things  get  unbearably  bad. 

If  Lehmann  can  increase  consumei 
lending  and  more  aggressively  man 
age  its  assets  and  liabilities  until  Ari 
zona's  real  estate  rights  itself.  Valley 
could  be  a  very  attractive  bank.  De 
spite  all  the  bank's  problems,  Leh 
mann  has  recruited  a  top  manage 
ment  team,  including  several  formei 
Citicorp  executives,  regarded  as  fa) 
superior  to  its  predecessors.  He  ha; 
reduced  Valley's  payroll  by  10% 
closed  35  branches  and  improvec 
credit  controls. 

But  until  Arizona's  property  prob 
lems  subside,  Lehmann  can  do  litth 
more  than  keep  his  thumb  in  the  diki 
and  hope  the  wall  holds.  As  Lehmam 
puts  it:  "We  clearly  need  some  helj 
from  the  economy  for  a  turnaround  t( 
occur."  ■ 
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Witness  the  destruction 
of  an  entire  department. 


Don't  blink.  Six  months  worth  of 
new  orders  and  over  fift\'  thousand 
customers  are  about  to  be  wiped  off  the 
face  of  the  earth. 

By  accident. 

62%  of  all  hard  disk  data  loss  is  due 
to  operator  error.  Unless  you  back  up 


your  department  with  3M  data  cartridge 
tape  technology',  you're  at  the  mercy  of 
ever\-  finger  tip  in  the  company. 

All  our  data  cartridge  tapes  are  backed 
with  20  years  of  experience.  12  revo- 
lutionary patents.  And  are  the  choice 
of  IBM.  Apple.  And  Hewlett-Packard. 


Fact  is,  you  simplv  can't  find  better 
protection  for  your  company  docu- 
ments. So  don't  take  chances.  Back  up 
everything  on  a  3M  data  cartridge  tape. 
It's  the  safest  way  to  avoid  destruction. 

Call  1-800-888-1889  ext.  5 
for  more  information. 


C  )M  1989 


Ralston  Purina,  with  its  big  brand  names, 
has  a  lot  of  fans  on  Wall  Street  these  days. 
How  solid  are  those  brands? 


Chow  down 


Jt  Mlp^  ll 

t 

1   ^^^^^H^^ft- 

By  Oretehen  Morgensoa 

WALL  Street  is  having  a  love 
affair  with  Ralston  Punna, 
pushing  its  shares  to  over 
$100  apiece,  or  19  times  last  year's 
earnings.  Ralston's  appeal:  a  sizable 
cash  flow  and  a  collection  of  well- 
knov^i  products,  including  Dog 
Chow,  Cat  Chow,  Hostess  Twmkies, 
Eveready  batteries,  Wonder  Bread. 
Thf'-je  days  cash  flow  and  brand 
nanici  ^re  all  the  rage  among  the  le- 
veraged buyout  boys. 

But  a  ;  oser  look  at  Ralston's  busi- 
nesses reveals  that  all  is  not  rosy  in 
Checkerboard  Square.  In  Ralston's  St. 
Louis  headquarters,  dark  mutterings 
have  been  heard  from  managers  fall- 
ing short  of  their  sales  and  eammgs 
goals  for  the  current  fiscal  year,  which 
ends  Sept.  30.  Indeed,  Ralston's  big- 
gest  and   most   profitable   pet   food 


brands,  Dog  Chow  and  Cat  Chow,  are 
stumbling.  Sales  in  Ralston's  baked 
goods  division  are  flat.  Advertising 
and  promotion  expenses,  meanwhile, 
are  rising  steeply — necessarily  so  at  a 
time  when  its  leading  brands  are  un- 
der challenge. 

These  problems  are  just  beginning 
to  show  up  in  Ralston's  earnings.  Af- 
ter showing  earnings  increases  that 
averaged  1 7%  a  year  for  the  past  five 
years,  Ralston's  earnings  from  con- 
tinuing operations  are  advancing  at 
less  than  half  that  pace  in  the  current 
fiscal  year. 

Will  the  squeeze  continue?  Ralston 
management  declined  to  be  inter- 
viewed for  this  story,  creating  the  sus- 
picion that  earnings  are  a  subject  they 
would  rather  not  talk  about  right 
now.  The  suspicion  has  a  lot  to  sup- 
port It. 

The   company,    founded   in    1894, 


came  of  age  in  the  1930s  when  mar- 
keting pet  food  was  relatively  unre- 
fined; the  pace  of  product  iimovation 
was  glacial.  Ralston's  Chex  cereals, 
for  example,  now  look  outdated  up 
against  health-oriented  products  like 
Kellogg's  Almond  Raisin  Nutri-Grain 
and  Post's  Fruit  &.  Fibre. 

Many  of  Ralston's  consumer  busi- 
nesses were  bought,  not  built.  Ralston 
got  hold  of  Wonder  and  Hostess 
brands  when  it  bought  the  Continen- 
tal Baking  Co.  in  1984;  Eveready  Bat- 
tery was  acquired  in  1986.  Advertis- 
ing such  name  brands  heavily  is  the 
equivalent  of  capital  spending  to  keep 
a  factory  running  smoothly;  name 
brands  simply  must  be  kept  fresh  in 
the  public's  mind.  Yet  Ralstbn  has, 
until  very  recently,  tried  to  get  by 
with  as  little  advertising  spending  as 
possible. 

In  1988,  for  instance,  apparently  to 
nurture  the  impression  of  steady  earn- 
ings growth,  Ralston  increased  its  ad- 
vertising and  promotion  outlays  by 
just  2%,  less  than  half  the  pace  of 
inflation.  Now,  rather  belatedly,  Ral- 
ston is  increasing  its  spending,  with 
advertising  and  promotion  costs 
scheduled  to  rise  nearly  16%  this 
year.  But  as  Ralston  plays  catch-up, 
its  competitors  continue  to  spend 
heavily  on  advertising  as  well. 

Ralston's  biggest  problem  is  in  its 
mainstay  dog-  and  cat-food  business- 
es. One  reason  is  demographic:  The 
dog  population  is  declining,  part  of 
the  trend  to  apartment  living;  also, 
the  number  of  two-career  couples — 
with  little  time  to  take  Rover  for  a 
walk — keeps  rising.  According  to 
John  Maxwell  of  Wheat,  First  Securi- 
ties, more  than  two-thirds  of  Ral- 
ston's dry  dog  food  brands  show  flat  or 
falling  sales,  while  competitive  prod- 
ucts such  as  Grand  Metropolitan's 
Alpo  and  Quaker  Oats'  Gravy  Train 
are  gaining.  Food  giants  such  as  Nes- 
tle and  Heinz  are  also  muscling  their 
way  into  the  business. 

Ralston  is  proving  a  laggard  in  cat 
food,  too.  Since  1985  the  U.S.  cat  pop- 
ulation has  grown  15% — cats  need 
less  care  than  dogs — but  Ralston's 
market  share  is  falling.  Dry  cat  food 
sales  are  up  nationwide,  while  Cat 
Chow,  the  world's  largest  dry  brand 
and  a  big  moneymaker  for  Ralston,  is 
down  to  19%  of  the  market,  from 
nearly  21%  two  years  ago. 

The  competition  is  especially  in- 
tense on  the  bargain  shelf.  Low-priced 
private-label  cat  and  dog  foods  put  out 
by  supermarket  chains  are  getting 
larger  amounts  of  shelf  space  nowa- 
days and  are  being  noticed  by  con- 
sumers. Sam  Walton's  Wal-Mart  dis- 
count store  chain,  a  fearsome  force 
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with  its  1,316  stores  across  the  coun- 
try, is  one  of  the  latest  entries  into  the 
private-label  cat  food  business. 

Inroads  by  private  labels  reflect  a 
change  in  consumer  buying  habits, 
one  that  hurts  Ralston.  Some  pet 
owners  are  becoming  more  price-con- 
scious these  days,  more  willing  to 
trade  down  in  their  purchases.  Ral- 
ston has  responded  to  this  trend  by 
introducing  lower-priced  brands.  Here 
again,  however,  the  company  seems 
to  lack  the  marketing  savvy  to  realize 
how  lovingly  most  people  think  of 
their  pets:  Ralston  named  one  of  its 
latest  cut-rate  brands  Alley  Cat.  Call 
my  tabby  an  alley  cat,  will  you? 

Another  trouble  spot  for  Ralston  is 
Its  Eveready  battery  business,  pur- 
chased three  years  ago  from  Union 
Carbide.  Number  two  behind  closely 
held  Duracell  in  alkaline  batteries, 
Eveready  accounts  for  19%  of  Ral- 
ston's  $6  billion  in  annual  sales,  ver- 
sus 26%  for  cat  and  dog  foods.  Dura- 
cell  spent  $33  million  on  print  and  xv 
advertising  last  year,  versus  $22.5 
million  for  Ralston.  The  battle  for 
buyers  will  only  intensify  now  that 
Kodak,  another  big  advertiser,  has  en- 
tered the  market. 

Baked  goods  is  no  cakewalk  for  Ral- 
ston, either.  With  consumer  hysteria 
about  nutrition  growing,  sales  and 
earnings    of   Hostess'    cakes — Twin- 


kles, Cup  Cakes  and  Pudding  Pies  — 
have  fallen.  Competitors,  meanwhile, 
are  rushing  new  products  to  bakery 
shelves  across  the  country,  products 
like  Arnold's  Bran'nola  and  Pepper- 
idge  Farm's  Sprouted  Wheat  bread. 
Ralston,  for  its  part,  has  come  up  with 
only  two  new  ideas:  Oatmeal  Good- 
ness and  Wonder  Light  bread. 

Then  there's  cereal,  a  booming  mar- 
ket. Sales  of  ready-to-eat  cereals  in  the 
U.S.  have  increased  31%  since  1986, 
while  hot  cereals  rose  45%.  But  Ral- 
ston has  missed  this  boat.  As  a  per- 
centage of  total  revenues,  Ralston's 
cereal  sales  have  barely  budged.  The 
company's  Chex  brands,  the  same  of- 
ferings that  have  been  around  for 
years,  are  tired  at  best,  and  Ralston's 
new  offerings  have  been  less  than 
spectacular. 

Ignoring  these  signs  of  fundamental 
deterioration,  investors  seem  happy 
with  Ralston.  They  point  to  the  com- 
pany's hefty  $4  a  share  in  excess  cash 
flow  and  the  considerable  stock  buy- 
backs  management  has  been  making. 
They  bask  in  the  warm  conviction 
that  Ralston's  consumer  franchises 
have  a  tremendous  value  not  reflected 
on  the  balance  sheet — value  that 
might  attract  a  nice  takeover  offer. 

There's  this  about  consumer  fran- 
chises, however:  If  not  well  tended 
and  watered,  they  can  quickly  wilt.  ■ 


Two-thirds  of  Ralston's  dry 
dog  food  brands  show  flat  or 
falWtg  sales.  Cat  Chow,  the 
world's  largest  dry  brand, 
and  a  big  moneymalcerfor 
Ralston,  is  down  to  19%  of 
the  marUet, front  nearly 
21%  a  few  years  ago.  This, 
in  spite  of  an  increasing 
cat  population. 


With  the  way  some  facsimiles  make  you  wait, 
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The  Larger  Context 


Hong  Kong  has  shown  the  world  that 
system  matters.  Are  we  about  to  let  its 
hardworking  citizens  fall  to  tyranny? 

THE  TRAGEDY  OF 
HONG  KONG 


By  Michael  Novak 


How  would  you  like  to  be  one  of  the 
6  million  citizens  of  Hong  Kong, 
having  watched  the  massacre  at 
Tiananmen  Square  on  June  4, 
knowing  that  Red  China  will  swal- 
low you  m  1997?  To  grasp  the  full 


extent  of  this  tragedy,  you  must  sa- 
vor the  miracle  of  Hong  Kong's  pres- 
ent achievement. 

Before  a  recent  visit,  I  was  last  in 
Hong  Kong  22  years  ago,  and  the 
progress  since  then  is  simply  aston- 
ishing. Shining  skyscrapers,  hotels, 
multileveled  arcades  of  dazzling 
shops,  apartment  buildings,  fac- 
tories, warehouses,  ships  in  the  har- 
bor— the  entire  island  is  abuzz.  And 
prosperous. 

From  the  dire  poverty  of  1945, 
when  the  ruins  of  war  lay  all  about, 
per  capita  income  in  Hong  Kong  has 
shot  up  to  $8,000.  In  1987  the 
growth  rate  of  its  gdp  was  13.6%. 


Life  expectancy  has  climbed  to  76 
years.  Infant  mortality  is  lower  than 
in  the  U.S.  Literacy  is  90%. 

Hong  Kong  challenges  many 
"progressive"  axioms. 

According  to  some  theories,  for 
example,  economic  development  in 
Hong  Kong  should  not  be  possible. 
Third  World  countries  that  lack 
natural  resources,  some  say,  are 
doomed  to  be  poor.  Yet  under  the 
heading  "natural  resources,"  books 
on  Hong  Kong  correctly  list  "none." 
Worse  still,  only  9%  of  Hong  Kong's 
rocky  soil  is  arable.  Most  of  its  food 
must  be  imported. 

The  prosperity  of  Hong  Kong 
proves  conclusively  that  the  cause 
of  economic  development  is  not 
natural  resources.  Hong  Kong's 
wealth  springs  from  hard  work, 
imagination  and  enterprise;  from 
free  markets;  from  the  absence  of 
crippling  tariffs  and  taxes;  from  ease 
of  business  incorporation;  and  from 
the  accessibility  of  credit  for  all 
comers,  however  poor  or  unknown 
they  may  be. 

Another  prominent  theory  holds 
that  overpopulation  retards  devel- 
opment. Not  in  Hong  Kong.  Its 
6  million  citizens  huddle  within 
400  square  miles,  at  a  density  of 
13,000  citizens  per  square  mile. 
Overpopulation     theorists     forget 


you'd  think  that  you  had  nothing  better  to  do  w 


No  matter  how  fast  a  high-performance  facsimile  transmits, 
it  doesn't  matter  if  you  have  to  w-ait  for  it  to  perform.  Waiting  for  an 
incoming  fax  to  print.  Waiting  for  the  line  to  dear.  Waiting  while 
your  document  is  scanning. 

Waiting.  Waiting.  Waiting. 

But  with  a  Canon  FAX- 705,  you  don't  have  to  wait  at  all.  Because 
the  F^AX-705  works  as  hard  as  you  do.  With  performance  features 
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that  let  you  do  the  work  of  several  facsimiles  at  once. 

While  someone  else  is  receiving  a  fax,  you  can  be  sending  or 
Or  while  you're  storing  or  receiving  documents  in  memory,  yoi  ? 
also  record,  print  or  make  copies  of  other  documents. 

You  no  longer  need  to  wait  for  the  fax  to  transmit  your  origii 
before  removing  them,  either.  With  InstaScan,  your  document 
read  and  stored  in  memory  in  just  4  seconds? 
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that  each  human  being,  given  a  fa- 
vorable economic  system,  has  a  ca- 
pacity to  create  more  wealth  in  a 
lifetime  than  he  or  she  consumes. 

Next,  Hong  Kong  also  knocks 
down  the  theory  that  economic  de- 
velopment must  be  tediously  slow. 
In  just  over  20  years  Hong  Kong's 
per  capita  income  has  doubled  and 
redoubled  several  times  over  (from 
$477  in  1965). 

For  the  poor  of  the  world  Hong 
Kong  lights  the  way.  Its  enterprises 
are  mostly  small.  Its  unskilled  labor 
has  advanced  most.  Its  poorest  20% 
vaulted  above  the  all-Asia  poverty 
index  in  1976,  and  is  still  climbing. 

Of  course,  economic  culture  does 
seem  to  help.  The  fact  that  the  Chi- 
nese value  family  and  mind,  imagi- 
nation and  invention,  hard  work 
and  discipline,  affords  a  significant 
comparative  advantage.  Given  a 
chance  in  a  favorable  system,  these 
cultural  endowments  have  helped 
to  generate  social  wealth  in  an  ex- 
plosively short  time. 

In  this  sense.  Hong  Kong  also  il- 
lustrates the  importance  of  system. 
The  Chinese  of  the  mainland — the 
very  same  people — achieve  vastly 
inferior  results.  The  1.06  billion 
mainland  Chinese  have  a  gdp  of  a 
mere  $272  billion  dollars.  With  less 
than  1%  of  that  population.  Hong 


Kong  has  a  gdp  ($45  billion)  nearly 
one-fifth  as  large.  Per  capita  income 
on  the  mainland  is  only  $258,  com- 
pared with  Hong  Kong's  $8,000. 

Since  the  Hong  Kong  Chinese  are 
of  the  same  stock  as  the  mainland 
Chinese,  we  see  clearly  that  system 
matters.  Individuals  depend  (more 
than  we  often  notice)  upon  a  benefi- 
cent political  economy,  a  system 
that  brings  out  the  creativity  of 
which  they  are  capable. 

There's  another  lesson  for  the 
world  in  Hong  Kong.  Apologists  for 
Latin  America  often  attribute  its 
relative  poverty  to  "dependency" 
on  U.S.  corporations.  But  more  than 
800  U.S.  corporations  thrive  in 
Hong  Kong,  and  have  invested  $6 
billion  there.  Ln  1986  Hong  Kong 
imported  over  one-fifth  of  all  U.S. 
fresh  produce  sold  overseas.  If  de- 
pendency made  poverty,  Hong  Kong 
would  be  the  poorest  of  the  poor. 

In  brief,  the  Free  World  owes  an 
enormous  intellectual  debt  to  Hong 
Kong,  whose  hardworking  and 
quick-witted  people  have  vindicat- 
ed the  fruitfulness  of  capitalist  the- 
ories of  development.  Nonetheless, 
Hong  Kong  is  about  to  be  turned 
over  to  the  tender  mercies  of  the 
People's  Republic  of  China.  The 
clock  ticks,  and  fears  grow. 

Since  the  mainland  massacre  of 


June  4,  these  fears  have  turned  ice 
cold.  The  official  agreement  be- 
tween Great  Britain  and  the  P.R-.C. 
"guarantees"  that  Hong  Kong  will 
maintain  its  existing  political  and 
economic  system  for  50  years.  But 
how  can  it?  Won't  the  dead  hand  of 
totalitarian  power  suffocate  it? 

Many  citizens  of  Hong  Kong 
would  like  to  develop  strong  demo- 
cratic leadership — would  like  to 
elect  a  president  and  a  full  panoply 
of  local  representatives — before  the 
Chinese  takeover.  They  want  lead- 
ers with  legitimacy  and  a  clear  man- 
date to  represent  their  wishes.  They 
also  want  a  provision  that  would 
keep  the  red  army — which,  after 
June  4,  terrifies  them — outside  the 
territories. 

To  deliver  Hong  Kong  into  tyran- 
nical hands  would  be  a  shocking 
blow,  not  only  to  6  million  brave, 
hardworking,  free  citizens  but  also 
to  our  own  ideals.  Sound  the  alarms, 
everyone — the  world  must  organize 
to  offer  protection  to  this  splendid 
experiment  in  liberty.  ■ 


Philosopher,  journalist  and  ex-US.  ambas- 
sador Michael  Novak  directs  social  and  po- 
litical studies  at  the  American  Enterprise 
Institute  in  Washington,  DC.  Among  his 
recent  books  are  Taking  Glasnost  Seriously 
and  Free  Persons  and  the  Common  Good. 


Urtime. 


ij  d  with  Canon's  exclusive  UHQ  image  processing  system, 
:  \X-705  can  reproduce  images  with  such  clarity  and  detail  you 
jtavetrouble  telling  the  fax  from  the  original.        ■    |^J^^" 
5  if  your  high-performance  fax  doesn't  really         ^Jfl^JK 
'the  performance  you  need,  see  the  FAX- 705  at  CESSS^aESiia 
I  Authorized  Canop  Facsimile  Dealer.  Or  call  1-800-OK-CANON. 
I  ly  wait  around  any  longer?  -siandard  mode 
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^   Canon 
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COMMUNICATING  QUALITY 


En^y  easy  «iterv3e<3  payments 

with  the  Canon  CreAl  Card  Astt  tor  cJelarfS 

at  panic<p3iir>g  C^non  <iea<ers  and  reta'e's 

AvaxaDleoniy  mUS      C  l9BSi  Canorous  a  *« 
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▼  ▼ 


QUESTION  ISN'T  WHIG 
BUT  WHICH  AIRBU 


T^ 


K 


CRAFT, 


The  bulk  of  passenger  aircraft 
flying  today  owe  their  origins  to  designs 
fronn  the  early  sixties. 

When  it  connes  to  replacing 
thenn,  there's  just  one  real  alternative. 

Airbus  Industne  has  the  only 
al  l-new  fami  ly  of  ai  rcraft  avai  lable . 

Since  the  conception  of  the 
world's  first  twin-aisle  twin,  the  A300, 
Airbus  Industrie  has  led  the  way  in  dvil 
aviation  technology  bringing  greater 
efficiency  and  higher  profits  to  the 
world's  airlines. 

And  now  that  the  Airbus 
fannily  of  aircraft  has  the  world's  route 
networks  covered,  there's  only  one 
question  left  unanswered. 

Which  Airbus? 


^AIRBUS  INDUSTRIE 


Sure,  it  may  be  Just  garbage  to  you,  but  the 
nation's  railroads  are  calling  it . . . 


ii 


Urban  ore" 


By  Ruth  Simoo 


SUDDENLY  RAILROADS  are  falling 
over  one  another  to  get  into  the 
garbage  business.  Conrail  re- 
cently began  hauling  trash  from  the 
New  York  City  area  to  landfills  in 
Ohio.  Burlington  Northern,  Union 
Pacific  and  Washington  Central  are 
all  competing  to  ship  Seattle's  garbage 
to  dumps  in  eastern  Washington  or 
Oregon,  csx  recently  agreed  to  carry 
waste  m  Montgomery  County,  Md. 
"It's  a  tremendous  growth  oppor- 


tunity," says  Bruce  Wilson,  senior 
vice  president-law  at  Conrail.  It's  an 
opportunity  in  its  early  stages:  Last 
year,  according  to  alk  Associates,  a 
Princeton,  N.J. -based  rail  consultant, 
the  railroads  took  in  less  than  S2  mil- 
lion hauling  trash.  But  by  the  mid- 
1990s  the  railroads'  total  take  on  gar- 
bage hauling  nationwide  could  be  as 
much  as  $400  million,  according  to 
Roderick  Willey,  csx'  senior  market- 
ing manager  for  solid  waste. 

Conrail,  one  of  the  pioneers  in  trash 
hauling,  hopes  to  take  in  SlOO  million 


annually  from  garbage  contracts  with 
in  the  next  five  years.  Officials  ai 
Conrail  have  taken  to  calling  garbage 
"urban  ore." 

Working  in  the  railroads'  favor  is 
the  not-in-my-backyard  syndrome. 
Local  opposition  in  urban  and  subur- 1 
ban  areas  has  made  it  nearly  impossi- 1 
ble  to  establish  new  municipal  land- 
fills near  large  garbage-producing ! 
areas.  Generally  speaking,  the  farther 
you  get  from  major  population  cen- 
ters, the  easier  it  should  be  to  open  a 
new  landfill.  New  Jersey,  for  example, 
now  sends  half  its  waste  to  Pennsyl- 
vania, West  Virginia  and  Ohio.  When 
cities  ship  their  garbage  longer  dis- 
tances, rails  make  sense.  That's  be- 
cause once  the  garbage  is  loaded  on  a 
railcar,  it  costs  very  little  to  ship  it  a 
few  hundred  miles  or  even  a  thousand 
miles  more. 

Conrail  wants  to  do  more  than  just 
move  garbage.  This  spring  it  an- 
nounced plans  to  own  and  operate 
landfills  through  a  joint  venture  with 
OHM  Corp.,  a  Findlay,  Ohio  environ- 
mental services  firm.  Conrail  is  in- 
vesting $105  million  in  the  new  com- 
pany, which  by  1992  hopes  to  own 
three  landfills,  all  situated  on  rail 
lines  and  probably  far  from  densely 
populated  areas. 

Western  U.S.  railroads,  too,  are  ea- 
ger to  dig  their  shovels  into  the  trash 


.1 


FORBES,  AUGUST  21,  1989 


heap.  The  Santa  Fe,  Union  Pacific  and 
Southern  Pacific  railroads  submitted 
proposals  this  spring  to  carry  away 
Los  Angeles  County's  waste  east- 
ward. Santa  Fe's  plan,  proposed  with 
joint  venture  partner  Waste  Manage- 
ment, Inc.,  calls  for  a  landfill  to  be 
built  on  the  railroad's  property  in  the 
Mojave  Desert,  225  miles  northeast  of 
Los  Angeles. 

Union  Pacific  is  now  one  of  the 
nation's  largest  carriers  of  hazardous 
waste.  It  paid  out  $415  million  last 
year  to  acquire  uspci,  a  hazardous 
waste  disposal  company  whose  opera- 
tions include  a  Utah  landfill  adjacent 
to  the  railroad's  tracks. 

The  rails'  expectations  of  helping 
solve  the  nation's  garbage  problem  de- 
pend, however,  on  continuing  to  find 
a  place  to  dump  the  stuff.  People  in 
remote  areas  don't  like  garbage  any 
more  than  urbanites  do.  New  Mexico 
declared  a  moratorium  on  new  land- 
fills this  spring,  after  a  Maryland  con- 
struction firm  attempted  to  build  a 
23,000-acre  landfill  there  that  would 
have  received  East  Coast  waste  via  a 
Southern  Pacific  rail  line.  "We  don't 
want  to  be  trashed  on  by  the  whole 
country,"  says  Clark  Smith,  mayor  of 
Lordsburg,  the  small  (pop.  3,700) 
town  closest  to  the  landfill  site.  Clark 
says  that  landfills  will  be  the  number 
one  issue  in  state  elections  next  year. 


States  carmot  ban  out-of-state 
waste,  according  to  a  1978  Supreme 
Court  interpretation  of  the  Com- 
merce Clause  of  the  Constitution.  But 
state  lawmakers  across  the  country 
are  looking  for  loopholes.  An  Ohio 
law,  for  instance,  allows  state  officials 
to  charge  higher  fees  for  out-of-state 
garbage  than  in-state  garbage.  The 
law,  which  is  under  challenge  by  the 
National  Solid  Wastes  Management 
Association,  also  permits  cities  and 
towns  to  ban  out-of-state  garbage  al- 
together if  the  waste  would  make  it 
impossible  for  them  to  meet  their 
own  disposal  needs. 

"We  felt  we  were  not  too  far  from 
becoming  another  New  Jersey,"  ex- 
plains Richard  Sahli,  deputy  director 
of  Ohio's  Environmental  Protection 
Agency.  Sahli  says  that  he  has  talked 
to  a  dozen  states  that  may  copy 
Ohio's  law. 

Under  the  federal  Superfund  law, 
anyone  who  generates,  transports  or 
disposes  of  hazardous  waste  can  be 
liable  for  cleanup  costs  should  envi- 
ronmental damage  occur.  This  could 
be  troublesome  for  the  railroads,  even 
if  they  do  everything  right.  What  hap- 
pens if  a  landfill  owner  improperly 
disposes  of  garbage  that  a  railroad  has 
carried?  Ordinary  trash  (as  distinct 
from  hazardous  waste)  isn't  covered 
by  the  Superfund  law,  but  it's  hard  to 


prove  that  a  truck  or  railcar  carried 
only  city  trash.  And  in  the  event  of 
trouble,  the  railroads  "are  the  deep 
pocket,"  says  Tucker  Lamkin,  chief 
executive  of  d6lh  Terminals,  a  New- 
ark, N.J.  rail  yard. 

In  dealing  with  garbage,  the  rails 
sometimes  find  themselves  dealing 
with  unsavory  characters.  Conrail  is 
now  carrying  waste  to  an  Ohio  land- 
fill owned  by  Crossridge  Corp.,  of 
Wintersville,  Ohio.  The  Ohio  Attor- 
ney General  raised  questions  about 
Crossridge  once  he  found  that  the 
company's  owner,  Joseph  Scugoza, 
pleaded  guilty  in  1982  to  a  charge  of 
attempting  to  monopolize  the  garbage 
trade  in  New  Jersey.  Scugoza  is  cur- 
rently under  indictment  in  New  Jer- 
sey for  racketeering,  conspiracy,  falsi- 
fying records,  improperly  billing  cus- 
tomers, and  violating  New  Jersey 
waste  disposal  rules. 

Scugoza's  attorney  says  the  charges 
are  without  merit.  As  a  common  car- 
rier under  Interstate  Commerce  Com- 
mission regulations,  Conrail  cannot 
discriminate  against  customers  based 
on  their  previous  criminal  record  or 
anything  else. 

The  cargo,  in  short,  isn't  necessar- 
ily the  messiest  part  of  the  garbage- 
hauling  business.  Still,  to  the  rail- 
roads, the  opportunity  seems  too  good 
to  pass  up.  ■ 


THE  MONEY  MAKERS: 


The  Economics 
of  Aerodynamic 
Class  Trucks 


. . .  and  Class  Drivers. 

Peterbilts  are  engineered 
to  slip  through  the  wind  like  the 
most  advanced  aircraft  and  are 
unmatched  for  their  efficiency 
in  reducing  fuel  costs.  Add  to 
this  the  kind  of  class  operators 
who  are  attracted  to  Peterbilt 
trucks,  and  you  have  a  pair  of 
real  money  makers  that  show 
up  where  it  counts  -  on  your 
bottom  line. 

Call  1-800-447-4700  for 
the  Peterbilt  dealer  nearest  you. 
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what  do 


World's  first  35'inch 
direct-view  TV. 


Worlds  first 
vertical  linear 
tracking  tumtab 


World's  first  still-picture 
video  telephone. 


One  of  the  biggest  discoveries  weve  made  is  tha 
lot  of  people  dorit  know  weve  made  so  many  discove  i 

But  in  fact,  over  the  years,  Mitsubishi  engineers  A 
designers  have  quietly  earned  some  25,000  patents  a:| 
developed  over  100,000  different  products. 

Because  weve  always  adhered  to  one  simple  phii 
ophy  Give  the  right  people  the  right  environment  ani 
anything  can  happen. 

So  the  next  time  you're  looking  for  an  innovativ( 
solution  in  any  field  of  electronics,  perhaps  now  you 
think  of  us  first. 

At  last. 

A  MITSUBISHI  ELECTRIC  AMERICA 

TECHNICALLY.  ANYTHING    IS   POSSIBLE       .^ 
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link  of  first? 


Worlds  first 
consumer  golf 
swing  analyzer. 


World's  first  spiral 
escalator 


Mrst  70'inch 
/\jectionTV  for 
I  umer  market. 


World's  first  video 
copy  processor. 


World's  first  full-color  outdoor  video 
display  screen  in  a  major  sports  stadium. 


Computers/Communications 


You  think  that  the  local  telephone  compa- 
ny has  a  monopoly?  Well,  not  anymore. 

How  to  bypass 

your  friendly 

phone  company 


By  Charles  Siler 


Roben  Marufic-ld 


Keeping  the  phone  company  out  of  the  loop 


All  you  need  to  get  into  the  bypass  business  is  a  shovel,  optical  fiber 
and  some  big  companies  that  need  to  communicate.  Bypassers  typical- 
ly bury  fiber-optic  loops  beneath  main  streets  in  downtown  business 
districts.  The  loops  link  customers  and  long-distance  carriers  through 
optoelectronics  in  basements.  Customers  use  bypassers  to  get  lower 
long-distance  access  charges  and  to  back  up  phone  company  lines. 


T|hese  days,  anybody  can  be- 
come a  phone  company.  Mc 
Donnell  Douglas  Corp.,  the 
aerospace  firm,  qualifies  as  the  na 
tion's  20th-largest  phone  company 
with  its  far-flung  telecommunica 
tions  network.  Meanwhile,  everybody 
from  commercial  landlords  to  cabl 
television  operators  is  creaming  cus- 
tomers from  the  poor  telephone  com- 
panies. "We  may  still  have  a  lega 
franchise,  but  it's  in  name  only,"  says 
Robert  Eckenrode,  vice  chairman  oi 
Nynex  Corp. 

Hamstrung  as  they  are  by  high  busi- 
ness rates  aimed  at  subsidizing  uni- 
versal residential  service,  the  tele- 
phone companies  are  easy  targets 
Nowhere  are  the  pickings  easier  than 
in  the  emerging  industry  of  providing 
bypass  services  that  cut  out  the  loca 
phone  company.  This  involves  string- 
mg  up  a  city  with  fiber-optic  cable 
that  cormects  companies  to  long-dis 
tance  carriers  and  undercutting  th< 
local  company  on  access  charges. 

Sound  easy?  Though  the  industry  is 
in  its  infancy,  local  bypass  is  already  & 
$400  million  business  growing  at 
22%  a  year.  Twelve  cities  from  New 
York  to  Orlando  and  Chicago  to  Bos 
ton  are  wired  with  774  miles  of  fiber 
and  another  three  cities  and  215  milej 
are  planned  by  the  end  of  this  year. 

By  1995  bypass  could  be  a  $2.5  bil 
lion  business.  Though  most  of  the 
bypassers  are  skimming  profitabk 
business  customers,  residential  by 
pass  is  an  even  greater  potential  threat 
to  telephone  companies  since  it  couk 
be  handled  by  cable  tv  operators  usinj^ 
the  existing  coaxial  cable  that  now 
connects  60%  of  U.S.  homes.  Fear  o) 
residential  bypass  is  a  powerful  incen 
tive  for  phone  companies  to  speec 
their  plans  to  wire  the  nation  with 
optical  fiber  (Forbes,  Aug.  7). 

You  don't  have  to  be  Alexandei 
Graham  Bell  to  succeed  in  the  local 
bypass  business.  Metropolitan  Fibei 
Systems  Inc.,  founded  just  last  year 
already  has  bypass  networks  in  more 
major  cities  than  any  non-Bell  com 
petitor.  Met  Fiber's  privately  held  par 
ent  is  Peter  Kiewit  Sons'  Inc.,  of  Oma 
ha,  a  construction  and  mining  compa 
ny  with  revenues  of  $4.9  billion  last 
year.  Kiewit,  which  owns  80%  of  Met 
Fiber,  learned  about  telecommunica 
tions  by  stringing  long-distance  fibei 
for  US  Sprint  and  others.  But  by  1986 
that  business  started  to  slow  down 
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Anthony  J.  Pompliano,  chief  executive  of  Metropolitan  Fiber  Systems 
TtUdng  customers  from  the  phone  companies  one  city  at  a  time. 


David  Caner 


and  Kiewit  ran  into  Chicago  Fiber  Op- 
tics Corp.,  a  startup  looking  to  build  a 
downtown  fiber  network  in  Chicago. 

Kiewit  constructed  the  Chicago 
network  in  1987  and  then  last  year 
formed  Met  Fiber  to  go  national  with 
the  concept.  Akeady,  Met  Fiber  is  in 
Chicago,  Baltimore,  Boston,  Minne- 
apolis and  Philadelphia,  with  San 
Francisco,  Los  7\ngeles  and  Houston 
due  to  turn  on  by  year-end.  The  com- 
pany plans  to  be  in  15  cities,  including 
New  York,  Washington  and  Atlanta, 
by  the  end  of  next  year.  Total  con- 
struction bill:  $100  million  through 
the  end  of  next  year.  Though  revenues 
this  year  are  a  measly  $5  million, 
Metropolitan  Fiber's  hope  is  that  cash 
flow  will  start  to  support  future  con- 
struction by  1992. 

The  bypassers'  sales  pitch  to  big 
corporate  telecommunications  users 
is  simple:  We  provide  a  backup  to  the 
telephone  cothpany  in  the  imlikely 
event  that  its  lines  are  knocked  out  by 
some  disaster,  and  we  help  you  save 
on  your  phone  bill.  By  stringing  fat 
cables  full  of  optical  fibers  in  prime 
downtown  business  districts,  the  by- 
passers  can  offer  less  expensive  links 
to  long-distance  carriers  like  AT&.T, 
MCI  and  US  Sprint.  Their  costs  are 
lower  than  the  phone  companies'  and 
^ey  aren't  compelled  by  law  to  pro- 


vide universal  service. 

These  are  no  ordinary  phone  lines, 
but  rather  high-capacity,  unswitched, 
digital  leased  lines  that  carry  streams 
of  digitized  voice  and  data  simulta- 
neously. (Customers  who  get  their 
own  dedicated  lines  are  actually  re- 
serving bandwidth  on  a  high-speed 
trunk  shared  with  others.)  To  create  a 
leased  line  between,  say,  Philadelphia 
and  Los  Angeles,  you  need  three 
pieces — a  link  between  your  office 
building  and  the  building  where  your 
long-distance  carrier  has  its  connec- 
tion point;  the  transcontinental  link; 
and  the  local  link  on  the  other  coast. 
The  leased  line  business,  which  en- 
ables companies  to  set  up  private  net- 
works, is  a  $7.1  billion  business  grow- 
ing at  6%  a  year. 

The  savings  on  local  bypass  can  be 
substantial.  In  Chicago,  for  example, 
Ilhnois  Bell  charges  $751  a  month  for 
a  dedicated  leased  line  and  Met  Fiber 
charges  $675.  These  so-called  Tl  lines 
are  high-speed  circuits  that  carry  1.5 
million  bits  of  data  per  second  or  24 
times  the  capacity  of  an  ordinary  cop- 
per phone  line. 

Met  Fiber  is  scarcely  alone  in  the 
bypass  business.  Merrill  Lynch's 
Teleport  Communications  Group 
will  have  revenues  this  year  of  about 
$35  million,  mostly  from  its  two  net- 


works in  the  telecommunications-in- 
tensive cities  of  New  York  and  Bos- 
ton. Teleport,  headquartered  on.Stat- 
en  Island,  plans  to  have  three  more 
cities  wired  by  year-end.  Also,  Di- 
ginet  Inc.  of  Milwaukee  has  networks 
there  and  in  Chicago,  and  has  big 
growth  plans. 

Today  the  bypassers  sell  leased 
lines,  but  eventually  they  want  to 
handle  switched  calls,  expanding 
their  market  beyond  big  corporate 
customers.  Switches  are  expensive. 
Bypassers  would  like  to  pay  the  phone 
companies  to  do  the  switching,  but 
the  phone  companies  will  never  will- 
ingly do  that.  Why  not?  Because  it 
means  rejiggering  phone  prices.  Now, 
the  cost  of  switching  a  call  is  bvmdled 
together  with  the  costs  of  carrying  the 
call  from  the  customer  to  the  switch 
and  from  the  switch  to  the  long-dis- 
tance carrier. 

"The  local  switched  market  is 
something  we  are  most  interested 
in,"  says  Anthony  J.  Pompliano,  chief 
executive  of  Met  Fiber.  Bypassers 
have  been  trying  to  persuade  tele- 
phone companies  and  regulators  to 
unbundle  local  services,  but  have  had 
little  success. 

Bypassers  are  betting  that  in  the 
long  term,  they  will  play  a  key  role  in 
the  future  deregulation  of  the  nation's 
telecommimications  business.  The 
telephone  companies  want  to  get  into 
everything  from  equipment  manufac- 
turing to  selling  long-distance  calls. 
If,  as  many  observers  expect,  the  gates 
of  competition  are  thrown  open  en- 
tirely within  the  next  decade,  oppor- 
tunities will  open  up  for  bypassers. 
Say  that  Nynex  could  sell  phone  ser- 
vice to  customers  in  California  or  that 
AT&T  could  offer  local  phone  service. 
Every  phone  company  would  then 
need  to  arrange  local  access  around 
the  country.  The  bypass  networks 
could  become  those  local  links. 

So  far,  the  bypassers  have  taken 
only  an  infinitesimal  bite  of  the 
phone  companies'  business,  but  the 
Bells  are  taking  them  very  seriously. 
To  fight  back,  the  Bells  are  gradually 
getting  rid  of  regulatory  shackles.  In 
some  states,  such  as  California,  Bells 
can  cut  private  line  prices  to  meet 
competitors  like  MetropoUtan  Fiber 
without  prior  regulatory  approval.  Pa- 
cific Bell,  getting  ready  for  the  debut 
of  Teleport  and  MetropoUtan  Fiber  in 
San  Francisco,  reduced  the  cost  of  its 
high-capacity  digital  services  by  an 
average  of  40%  in  March. 

Once  again,  technology  has  accom- 
plished what  Congress  and  Judge 
Greene  could  not.  It  has  created  natu- 
ral competition  and  lowered  the  cost 
of  communicating.  ■ 
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INTRODUCING  THE  COMPAQ  DESKPRO 
386/33  PERSONAL  COMPUTER. 

Never  before  has  so  much  performance, 
expandabihty  and  storage  been  put  into  one 
desktop  PC.  And  never  before  has  one  PC  been 
capable  of  so  much. 

hiside  its  new  system 
unit,  you'll  find  that  our 
engineers  have  redesigned 
just  about  every  component 
to  deUver  a  minicomputer 
level  of  power  with  unmatched  PC  flexibility. 

So  you  can  use  it  as  a  stand-alone  PC,  putting 
its  power  to  work  on  the  most  demanding 
CAD/CAE,  financial  analysis,  database  manage- 
ment and  personal  productivity  applications. 

Or  you  can  spread  the  power  around, 
using  the  COMPAQ  DESKPRO 
386/33  as  the  driving 

force  for  a  network  or 
I    multiuser  system 
At  the         ■ 


ANYTHING 
IT  WANTS. 


W( 


A  total  of    * 
eight  expansion  slots 
let  you  customize  the  system 
to  your  needs  by  expanding 
memory  and  choosing  from 
thousands  of  industry- 
standard  expansion  boards. 


eart  of  the 
system  is  the 
Intel  386™ 
microprocessor. 
Running  at  a 
blazing  33  MHz, 
it  works  in 


concert  with 
a  series  of  technological  advancements. 
Like  a  33-MHz  cache  memory  controller 
with  64K  of  high-speed  static  RAM. 
Interleaved  memory  architecture. 
And  the  exclusive  COMPAQ  Flexible 
Advanced  Systems  Architecture. 

This  high-performance  combination 
delivers  a  35%  performance  improve- 
ment in  CPU-intensive  appHcations 
over  25-MHz  386  cache-based  PC's. 

Or  said  another  way  nothing  will 
slow  you  down.  No  matter  what  you 
want  to  do.  You  can  expand  the  2  MB 
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of  standard  RAM  up  to  16  MB  using  the  high- 
speed 32-bit  slot.  That  leaves  up  to  six  industry- 
standard  slots  free  to  customize  the  system  to  the 
demands  of  the  application  you're  using. 

If  your  job  is  particularly  demanding,  you  can 

use  up  to  five  high-performance 
internal  storage  devices  to 
hold  up  to  L  3  gigabytes  of 
data.  And  if  that's  not  enough, 
bring  total  system  storage  to 
2.6  gigabytes  with  the  optional 
COMPAQ  Fixed  Disk  Expansion  Unit. 

There's  more.  You  can  run  MS-DOS*  MS*  OS/2, 
Microsoft"  Windows/386  and  the  XENIX* 
and  UNIX®  operating  systems. 
Access  memory  over  640K  under 
DOS  with  the  COMPAQ 
Expanded  Memory  Manager 
that  supports  Lotus/Intel7 
Microsoft  (LIM)  4.0. 
And  speed  through 

calculations 

with  33-MHz 

Intel  387^^^ 

and  Weitek 

3167  coprocessor  options. 

All  the  new  advancements  engi- 
neered into  the  COMPAQ  DESKPRO 
386/33  deliver  an  unmatched  level  of 
power,  expandability  and  storage.  To 
do  anything  you  want. 

To  find  out  more,  please  call 
1-800-231-0900,  Operator  97.  In  Canada, 
1-800-263-5868,  Operator  97.  We'll 
send  you  a  free  brochure  and  give  you 
the  location  of  your  nearest  Authorized 
COMPAQ  Computer  Dealer. 


Built-in 

interfaces  make 

it  easy  to  connect  pointing 

devices,  printers,  plotters  or 

other  peripherals  without  using 

an  expansion  slot. 


High-speed  VGA  graphics 
are  built  in.  And  for  greater 
graphics  capabilities,  add  the 
optional  COMPAQ  Advanced 
Graphics  1024  Board. 


COMPAQ?  It  simply  works  better?  Registered  U.S.  Patent  and 
TVademark  Office.  Intel?  Intel  386  and  Intel  387  are  trademarks 
of  Intel  Corporation.  Microsoft?  MS?  XENIX*  and  MS-DOS*  are 
trademarks  of  Microsoft  Corporation.  MS*  Windows/386  and 
MS*  OS/2  are  products  of  Microsoft  Corporation.  UNIX*  is  a 
registered  trademark  of  AT&T? 'Registered  U.S.  Patent  and 
TYademark  Office.  Product  names  mentioned  herein  may  be 
trademarks  and/or  registered  trademarks  of  other  companies. 
©1989  Compaq  Computer  Corporation.  All  rights  reserved. 
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Silicon  Valley's  hottest  startup  these  days  is 
MIPS  Computer  Systems.  But  where  are  the 
boy  geniuses  and  Friday  beer  bashes? 

Management  by 
parking  your  car 


By  Julie  PitU 


Tl  HE  HOTTEST  POSSIBLE  nCW  StOCk 
offering  in  the  computer  indus- 
try this  year  is  mips  Computer 
Systems  Inc.,  a  Suimyvale,  Calif.- 
based  chip  and  computer  outfit.  With 
sales  of  $40  milhon  in  1988  and  $100 
million  projected  this  year,  the  com- 
pany has  the  potential  to  become  a 
major  challenger  to  its  lately  troubled 
neighbor,  Sun  Microsystems  Inc.,  in 
the  booming  market  for  a 
new  breed  of  powerful  log- 
ic chips  called  reduced-in- 
struction-set comput- 
ing— or  RISC,  for  short — 
processors. 

RISC  is  a  style  of  build- 
ing a  computer.  Com- 
pared with  their  predeces- 
sors, RISC  designs  require 
fewer  software  instruc- 
tions to  burden  the  cen- 
tral processor.  As  a  result, 
these  machines  are  the 
sports  cars  of  computing. 
Market  researcher  Inter- 
national Data  Corp.  pro- 
jects that  the  market  for 
RISC-based  workstations 
will  grow  to  a  $5.6  billion 


was  the  second  in  command  at  Data 
General  Corp.,  has  assembled  a  team 
of  computer  industry  veterans  like 
himself.  And  like  him,  they've  sa- 
vored success  and  weathered  adversi- 
ty elsewhere — in  places  like  Data 
General,  ibm  and  Digital  Equipment 
Corp.  Is  MIPS  the  over-the-hill  gang  of 
Silicon  Valley?  The  normally  low-key 
Miller  gets  defensive.  "Over-the-hill 
implies  that  a  person  has  peaked,"  he 
says.  "These  people  are  long-distance 


million  for  a  20%  stake  in  mips.  Then 
Miller  turned  his  attention  to  attract- 
ing blue-chip  customers  to  mips'  risc 
design.  He  convinced  Digital  Equip- 
ment Corp.  to  abandon  its  ovra.  in- 
house  RISC  development  project  and 
license  mips'  technology.  Digital  was 
SO  impressed  it  bought  5%  of  mips' 
stock  and  helped  the  startup  shore  up 
its  relations  with  the  semiconductor 
foundries  that  actually  manufacture 
chips  to  mips'  specifications.  As  a  re- 
sult, MIPS  got  NEC  and  Siemens  to 
license  its  semiconductor  designs. 

In  something  like  a  tortoise-and- 
hare  matchup,  it's  going  to  to  be  Mil- 
ler's slow-but-sure  approach  versus 
the  go-for-broke  growth  strategy  of 
Sun  (1988  revenues,  $1.8  billion),, 
which  is  run  by  34-year-old  wunder- 
kind  Scott  McNealy.  "Scott's  favorite 
saying  was,  'Shoot  everything  that 
moves,'  "  says  John  Hime,  vice  presi- 
dent of  mips'  system  product  group, 
who  was  earlier  a  marketing  director 
at  Sun.  "Here  we  choose  our  targets." 
But  last  month  Sun  stunned  Wall 
Street  when  it  reported  its  first-ever 
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Ri)lHrt  Milkr.  MIPS  ciMiintuui  and  chief  exccutiiv 
Happiness  is  less  than  10  minutes  to  yourpartctng  space. 


market 

worldwide  in  1993,  from  $888  million 
last  year,  mips  designs  not  only  chips 
but  also  midrangc  computers  using 
these  chips. 

But  MIPS  is  not  your  average  Silicon 
Valley  hotshot.  For  starters,  there  is 
no  boy  genius  at  the  helm;  mips 
Chairman  and  Chief  Executive  Rob- 
ert Miller  is — gasp — 45  years  old — the 
average  age  of  a  mips  executive.  Friday 
afternoon  beer  busts?  Forget  it.  mips 
has  biweekly  ice  cream  socials. 

What  mips  may  lack  in  raw  youth- 
ful energy  is  more  than  compensated 
for  by  savvy  and  experience.  Miller,  a 
15-year  iBMer  who  until  two  years  ago 


runners,  not  100-yard  sprinters." 

MIPS  was  nearly  bankrupt  when 
Miller  arrived  in  1987.  It  had  run 
through  $22  million  in  venture  capi- 
tal. In  1985  MIPS  was  first  to  ship  a 
RISC  microprocessor,  based  on  the  de- 
sign of  cofounder  and  Stanford  profes- 
sor John  Hennessey,  mips  didn't  do 
much  to  generate  interest  among 
computer  companies.  Says  one  long- 
time customer:  "You'd  get  bounced  to 
three  or  four  people  to  try  to  get  a 
problem  resolved.  You  didn't  know 
who  was  responsible  for  what." 

Miller's  first  task  was  to  put  mips 
on  firm  financial  footing.  Kubota  Ltd., 
a  Japanese  tractormaker,  put  up  $25 


quarterly  loss. 

It's  way  too  early  to  call 
a  winner  in  the  Rise  bat- 
tle, but  MIPS  has  an  early 
lead.  Sun's  big-name  cus- 
tomer— AT&.T — has  yet  to 
incorporate  Sun's  Rise 
chip  into  its  product  line, 
while  Digital  already 
shipped  its  first  mips- 
based  workstation  last 
winter.  As  Rise  gains  in 
popularity,  competition 
for  both  MIPS  and  Sun  will 
intensify.  Already  chip- 
makers  like  Motorola  Inc. 
and  Intel  Corp.  offer  their 
own  versions  of  Rise  pro- 
cessors. And  computer 
maker  Hewlett-Packard  Co.  has  be- 
gun licensing  its  Rise  design  to  com- 
panies like  Hitachi  Ltd. 

Can  Miller  do  it?  Plenty  of  big-com- 
pany executives  can't  adjust  to  small- 
company  life.  Miller  prefers  things 
lean.  "If  it  takes  you  more  than  ten 
minutes  to  park  your  car,  you  know 
you  have  too  many  employees,"  he 
says.  "I  used  to  despise  it  when  I 
walked  around  Data  General  and  I'd 
ask  an  employee  how  many  people 
between  him  and  the  president,  and 
he  was  some  18  layers  removed." 

Don't  look  for  Miller  and  his  posse 
of  aging  gunslingers  to  ride  into  a  Sili- 
con Valley  sunset  anytime  soon.  ■ 
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In  the  few  short  years  since  introducing 
their  first  computers,  Epson'  has 
catapulted  into  fourth  place  among 
ComputerLand's  ranks  of  pc  suppliers. 
And  no  wonder.  Epson,  with  its  array  of 
solidly-built,  well-priced  systems, 
admirably  meets  two  critical  needs  of 
many  business  customers:  compatibility 
and  affordability. 

As  one  of  Epson's  largest  and  most 
established  dealers,  ComputerLand" 
boasts  a  vast  worldwide  network  of  trained 
Epson  technicians  and  a  close  working 
relationship  with  the  Epson  organization. 

And  now  that  Epson  has  joined  the 
ranks  of  ComputerLand's  top  names, 
businesspeople  who  like  to  keep  their 
options  open  are  finding  ComputerLand 
(more  than  ever)  the  place  of  choice. 


"We're  supplying  thousands  of 
EPSON  computers  to  large  accounts 
-  often  to  ttie  same  firms  who  buy 
IBM"  Compaq,  or  Apple"  from  us!' 


Marian  Murphy, 
Vice-President 
of  Marl(eting, 
ComputerLand 
Corporation. 


One  smart 
business  solution 
from  Epson. 

EPSON 


ComputerLand 


Business  to  business.  Person  to  person. 

©  1989  ComputerLand  Corporation.  Epson  Is  a  retiislered  trademark  of  Seiko  Epson  Corporation.  IBM  is  a  re^islered  trademark  of  Internalional  Business  Machines  Corporation. 
COMPAQ  is  a  registered  trademark  of  Compaq  Computer  Corporation.  ®  Registered  US  Patent  and  Trademark  Office.  Apple  is  a  registered  trademark  of  Apple  Computer.  Inc. 


Marketing 


Edited  by  Joshua  Levine 


A  funny  thing  happened  to  the  Metropoli- 
tan Museum  of  Art  on  its  way  to  marketing 
its  highfalutin  reputation.  It  became  a 
wildly  successful  retailer. 


Art  chic 


TIhe  minute  she  saw  the  painting  of 
Venus  that  Peter  Paul  Rubens  did 
in  1616,  Joanne  Lyman  knew  she  had 
a  hot  seller.  Not  the  painting.  The 
lovely  teardrop-shaped  pearl  earrings, 
one  black  and  one  white,  that  Venus 


wears  in  the  painting.  "It  was  perfect- 
ly obvious  we  should  make  the  ear- 
rings. They  were  just  marvelous," 
said  Lyman,  who  runs  the  Metropoli- 
tan Museum  of  Art's  objects  repro- 
duction department. 


The  Rubens  was  part  of  a  special 
exhibit  at  the  Met  in  1985.  Four  years 
later  the  elegant  earrings,  reproduced 
in  glass  and  gold  plate,  are  still  flying 
off  the  shelves  of  the  museum's  six 
retail  stores,  priced  at  an  affordable 
$45.  "We  can't  keep  them  in  stock," 
says  a  saleswoman  at  the  Met's  mer- 
chandise outpost  in  Macy's  Herald 
Square  store  in  Manhattan. 

In  the  past  year  alone,  the  Metro- 
politan has  sold  over  7,000  pairs  of 
those  Venus  earrings.  But  they  are  just 
one  of  some  4,000  art  reproductions, 
including  jewelry,  scarves  and  statu- 
ary, that  in  the  fiscal  year  ended  June 
30  produced  sales  of  more  than  $65 
million  for  the  financially  hard- 
pressed  museum.  Profits?  About  $6.2 
million  last  year,  every  penny  of  it 
blissfully  tax-free. 

No  other  museum  in  the  U.S. — and 
probably  the  world — does  as  well. 
Only  the  Smithsonian  in  Washington, 
D.C.  comes  close,  with  sales  last  year 
of  $52  million  worth  of  mostly  rou- 
tine souvenirs.  Most  museums  are 
lucky  if  they  take  in  $1  million  a  year 
from  their  usually  modest  in-house 
gift  shops. 

The  majority  of  the  Met's  sales  are 
made  in  the  museum  proper,  where 
the  Met  has  run  an  expanded  10,000- 
square-foot   store   for   the   past   ten 
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"People feel  secure  that  anything  that's  been  in  a  museum  has  good  taste." 
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How  to  get  quality  freight  transportation 

at  55  mph  or  550  mph. 


Whether  it's  on  the  ground  or  in  the  air,  CF  gives  its 

customers  a  full  spectrum  of  freight  transportation  services. 

Out  on  the  highway  our  Motor  Freight  company  has  been 

making  on-time  and  efficient  dehveries  for  60  years.  In  fact  we 

were  the  first  truly  nationwide  trucking  company  While  today, 

the  most  advanced  computer  center  in  the  industry  allows  us 

to  give  our  customers  the  most  cost-efficient  service  possible. 

Meanwhile  up  in  die  skies,  Emery  Worldwide,  our 

air  freight  company,  gives  you  door-to-door  delivery  for  any 

size  shipment  anywhere  in  the  world.  Emery  Worldwide 

serves  you  with  one  of  die  world's  largest  air  freight  fleets,  a 

network  of  more  than  350  facihties  diroughout  North  America 

and  88  countries,  and  a  range  of  services  to  meet  every 

business  need.  All  this  is  made  possible  by  The  CF  Company 

with  the  financial  strength  and  the  management  commitment 

to  cover  all  bases.  Because  no  matter  what  the  alutude, 

we've  got  the  aputude. 

COnSOLIDRTED 
FREIGHTUJnVS,  IRC. 


The 
Companq 


Miles  aheaD 


years.  In  addition,  it  sends 
out  a  catalog  with  1,500 
different  items  six  times  a 
year  to  almost  3  million 
people. 

The  Met  has  also  had 
outlets  in  the  New  York 
Public  Library  and  Macy's 
for  the  past  seven  years. 
Only  recently,  however, 
has  it  pushed  outside  New 
York  City  into  the  hinter- 
lands. 

At  ritzy  malls  in  Short 
Hills,  N.J.  and  Stamford 
and  West  Hartford,  Conn., 
for  example,  well-heeled 
shoppers  can  buy,  among 
many  other  things,  the 
Met's  unofficial  mascot,  a 
small  blue  12th-dynasty 
Egyptian  hippopotamus 
affectionately  named  Wil- 
liam ($48.50)  or  a  lapis  lazuli,  jade  and 
camelian  necklace  ($495)  taken  from 
an  A.D.  7th-century  Japanese  Kofun 
design.  Says  Bradford  Kelleher,  the  40- 
year  Met  veteran  who  heads  merchan- 
dising operations,  "We  are  not  fash- 
ion-oriented." 

This  month  the  Met  will  open  a 
shop  in  a  mall  in  Columbus,  Ohio. 
The  Met's  ultimate  goal?  If  all  goes 
well,  you  could  see  a  chain  of  Met 
stores  across  the  country. 

When  you  think  about  it,  market- 
ing the  Met's  collections  is  a  natural. 
"People  feel  secure  that  anything 
that's  been  in  a  museum  has  good 
taste.  Often  they  don't  really  know," 
says  Lyman.  No  one  ever  went  broke 
playing  to  the  basic  insecurity  of  the 
American  shopper.  After  all,  anythmg 
in  the  Met  has  been  endorsed  by  gen- 
erations of  art  critics.  That's  snob  ap- 
peal for  you. 

The  museum  also  is 
careful  not  to  foist  shoddy 
reproductions  on  its  cus- 
tomers. Take  its  fake 
pearl  earrings.  The  Met 
farmed  them  out  to  a  Japa- 
nese manufacturer  to  re 
produce,  but  it  sent  the 
glass  model  back  for  cor 
rections  four  times  before 
the  Japanese  got  it  right.  It 
also  took  the  Japanese 
several  tries  before  they 
got  the  model  for  the  gold- 
plated  metal  loop  right. 
The  reproduction  studio's 
shelves  are  lined  with 
Williams  that  didn't  make 
the  grade. 

Most  museums  traffic 
in  mementos  of  a  visit — 
postcards,  art  books,  re- 
productions of  items  on 


Met  craftsnui)!  reproducing   "KC'illiani.    the  ancient  Egyptian  hippo 
Curators  veto  replications  that  aren't  true  to  the  original. 


display  in  the  museum.  The  Met  goes 
much  further  in  capitalizing  on  its 
lofty  image  to  move  large  amounts  of 
merchandise.  Jewelry  is  a  big  seller. 
So  is  stationery.  Sure,  the  Met  sells  its 
share  of  Etruscan  Aphrodite  statues 
for  $295,  but  inexpensive,  functional 
items  such  as  the  $10  book-shaped 
handwarmcr  sell  better.  Modeled 
from  an  18th-century  English  ceramic 
ancestor  of  the  hot-water  bottle,  to- 
day it  is  commonly  used  as  a  vase. 

Certainly  the  undeniable  pedigree 
of  a  Met  reproduction  is  a  potent  ele- 
ment of  its  charm.  No  accident  that 
each  item  comes  with  a  brief  descrip- 
tion of  the  original  work  from  which 
it  is  reproduced.  Shoppers  often  reject 
items  that  are  missing  the  historical 
explanations  the  Met  supplies. 

Ultimately,  in  fact,  the  Met's  abili- 
ty to  copy  an  object  faithfully  governs 
whether  it  gets  made  at  all.  Final  ap- 
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MircfkindLsing  chief  Bradford  Kellelxr 
"We  are  not  fashion-oriented.." 


proval  rests  with  the  ori- 
ginal's curator,  who 
wields  an  absolute  veto 
over  each  potential  repro- 
duction. It  took  the  Met 
four  years,  for  example,  to 
field  its  copy  of  a  small, 
predynastic  Egyptian  lion. 
The  original  was  quartz- 
itc;  the  model,  cast  stone. 
In  the  end,  though,  the  cu- 
rator of  the  Egyptian  col- 
lection felt  the  copy  failed 
to  capture  the  translucent 
quality  of  quartzite,  and 
the  model  never  made  it 
out  of  the  workshop.  Four 
years  later  the  Met  discov- 
ered an  epoxy  resin  that 
worked  better,  and  the  9- 
inch-long  lion  went  on 
sale  ($50). 

The  Met  does  most  of 

the  original  molding  and  design  work 
in  its  own  studios.  After  that,  it  usual- 
ly subcontracts  the  actual  production 
with  small  factories  and  artisans 
around  the  world.  "We  don't  come 
from  the  market  to  the  collection.  We 
come  from  the  collection  to  the  mar- 
ket," says  Lyman. 

But  that  also,  at  times,  means  pecu- 
liar problems.  For  instance,  in  its  re- 
productions the  Met  makes  no  con- 
cessions to  modem  notions  of  com- 
fort or  taste.  Consider  the  18th- 
century  English  furniture  the  Met  is 
currently  contemplating  producing. 
Brits  of  that  period,  recall,  sat  in 
chairs  designed  for  relatively  small 
18th-century  bodies.  But,  says  Brad- 
ford Kelleher,  "we  can't  just  add  a  few 
inches  to  the  chair  legs." 

One  reason  it  can't  is  that  in  a  large 
sense  the  Met's  retailing  operation  is 
something  of  a  wolf  in  sheep's  cloth- 
ing. It  is  modem  market- 
ing posing  as  public  edu- 
cation so  that  the  muse- 
um can  maintain  its  tax- 
exempt  status.  (The 
House  Ways  &.  Means 
Committee  is  taking  a 
hard  look  at  nonprofit 
merchants  and  is  waiting 
for  a  recommendation 
from  its  Oversight  Sub- 
committee.) 

The  Met  needs  the  in- 
come. Federal  funding  for 
museums  in  general  is  dry- 
ing up;  the  1986  Tax  Re- 
form Act  has  put  a  damper 
on  private  donations.  The 
Met  already  gets  about  7% 
of  its  operating  funds  from 
merchandise  activities, 
and  it  needs  to  boost  that 
share. — J.L. 
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For  a  step-by-step  account,  please  itrite  the  address  below  for  your 
copy  t]f  the  K>88NorJolk  Southern  Annual  Report. 
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li  When  the  winds  of  change  stir  revenue  yields  and  cost  reduaions  resulted  in  net  income 

:.   the  economy,  a  corporation  can  of  $635  million.  With  revenues  of  over  $4  billion  and  assets 

maintain  its  momentum  if  it  of  over  $  10  billion,  Norfolk  Southern  stands  on  very  solid 

measures  each  step  carefully.  footing.  Tlie  Thoroughbred's  marketing  flexibility  and 

ars,  in  even  the  most  unsettling  aggressive  capital  improvements  program  position  it  firmly 

)roughbred  and  its  predecessor  for  the  future, 
e  more  than  just  keep  their  balance.  Clearly,  management  can  negotiate  changing  terrain 


maintain  its  momentum  if  it  of  over  $  10  billion,  Norfo 

■    measures  each  step  carefully.  footing.  TlieThoroughb 

-— ""   Rjr  100  years,  in  even  the  most  unsettling  aggressive  capital  improv< 

conditions,  TTie  Thoroughbred  and  its  predecessor  for  the  future, 

companies  have  done  more  than  just  keep  their  balance.  Clearly,  managemer 

In  1988,  the  nation's  most  efficient  major  railroad  system  and  still  stay  a  step  ahead 

adroitly  moved  on  to  new,  higher  ground.  ® 

It  was  a  record  year.  Increases  in  traffic,  higher  


NORFOLK 
SOUTHERN 


&  1989.  Norfolk  SoulbemCorporatiim,  Three  Commercial  Place,  S'ltrfiMc.  VAJ35IO-J191. 
NorfiM  and  V^lemRalluiay  Company,  Southern  Railway  C.<mipany.  and  yortb  Anwrlcan  VanLines,  Inc.  are  subsidiaries  of  Sorfatk  Southern  Corporation. 


Personal  Affairs 
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Sales  of  monohull  sailboats  are  slipping. 
But  faster,  more  stable  multihulls  are  win- 
ning new  converts  every  year. 


Getting  respect 


By  Katberine  Weisman 


DENNIS  Conner's  easy  defense 
of  the  America's  Cup  last  year 
with  a  high-tech  catamaran 
was  no  surprise  to  owners  of  multi- 
hull  sailing  vessels.  Nor  was  the  fact 
that  he  was  later  stripped  of  the  title 
by  a  judge.  Catamarans  still  have  to 
fight  for  respect. 

But  while  catamarans  may  never 
totally  win  over  old  salts,  they're  win- 
ning considerable  respect  in  the  mar- 
ketplace. The  principal  reasons: 
speed,  room,  stability  and  low  draft. 
C3ne  telltale  in  the  wind:  Karla 
Holmes,  show  manager  of  the  New- 
port International  Sailboat  Show,  tra- 
ditionally a  showcase  for  monohuUs, 
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Hohw  18  Magnum:  18 feet,  $6,845 
apeeds  up  to  20  knots. 

reports  that  the  number  of  larger  cata- 
marans for  September's  show  has 
doubled. 

Probably  the  best-knowrn  and  most 
popular  catamarans  are  Hobie  Cats. 
Introduced  in  1969,  Hobie  Cats  are 
fast,  fun,  easy  and  cheap.  With  a  price 
tag  of  $4,500  including  sails  and  rig- 
ging, the  Hobie  16  has  become  one  of 
the  most  popular  sailboats  of  any 
class  in  the  U.S.,  with  more  than 
100,000  scattered  around  the  country. 
The  top-of-the-line  Hobie  21  goes  for 
around  $10,000.  Anthony  Wilson, 
who  bought  the  Oceanside,  Calif. - 
based  Hobie  Cat  Co.  in  January, 
points  out  that  there  are  400  Hobie 
fleets  m  the  U.S.,  offering  plenty  of 
opportunities  for  racing.  Hobies  can 
reach  speeds  of  up  to  20  knots,  far 
outperformmg  most  daysailers,  which 
rarely  top  7  knots. 

Another  maker  of  daysailing  cata- 
marans IS  Performance  Catamarans  of 
Santa  Ana,  Calif.,  owned  by  Frank 
Butler,  who  also  owns  Catalina 
Yachts,  one  of  the  largest  manufactur- 
ers of  sailboats  in  the  U.S.  Its  popular 
Prindle  and  Nacra  cats,  ranging  be- 
tween 15  and  20  feet,  are  lightweight, 
trailerablc  and  start  at  $4,000. 

When  you  step  up  to  cruising  cata- 
marans— which  generally  cost  up  to 
20%  more  than  similar-size  mono- 
hulls — the  virtues  of  two  hulls  come 
into  sharper  focus.  The  twin  hulls — 
thus  no  keel — mean  not  only  less 
draft  (you  can  easily  beach  even  a 
large  cat),  but  also  more  usable  space. 
Most  cruising  cats  (generally  25  feet 
and  up)  have  private  heads  and  show- 


ers, larger  galleys,  and  ample  head- 
room, even  for  a  6-footer.  The  cabin  is 
generally  in  the  bridge  deck  coimect- 
ing  the  two  hulls. 

Listen  to  converts  Judy  and  Robert 
Price  of  Boston.  They  bought  an  En- 
glish-made Catalac  34  after  having 
owned  a  23 -foot  monohull  for  years. 
While  many  qf  their  friends  had 
stepped  up  to  larger-keel  boats,  Judy 
disliked  heeling  and  hated  being  be- 
low the  waterline  when  in  the  cabin. 
The  catamaran  was  the  solution. 
"Our  friends  were  absolutely 
shocked,"  says  Judy.  It  has  standing 
headroom  of  6  feet  2  inches,  and  one 
of  the  staterooms  is  a  full  double.  "If  I 
needed  to,  I  could  live  on  this  boat," 
she  says.  "I  could  never  go  back  to  a 
monohull." 

Unlike  monohull  sailors,  the  crew 
of  a  cat  can  go  inside  but  remain  near 
the  cockpit  without  having  to  climb 
dovkm  a  steep  ladder.  Something  to 
think  about  if  you  have  young  chil^ 
dren.  Heeling  is  slight,  meaning  you 
don't  have  to  stow  or  secure  every- 
thing when  you  set  sail. 

Performance  Cruising  of  Mayo,  Md. 
is  the  largest  builder  of  cruising  cats 
in  the  U.S.  British-bom  Anthony 
Smith,  president,  started  manufactur- 
ing the  Gemini  3000  in  1981  and  has 
since  produced  a  total  of  about  150. 
The  Gemini  is  33  feet  long,  14  feet 
wide,  and  starts  at  a  modest  $65,500. , 
Geminis  are  especially  popular 
around  Chesapeake  Bay  and  Florida, 
where  shallow-draft  cruising  grounds 
are  the  norm. 

Many  cruising  catamarans  are  built 
in  Europe,  where  they  are  more  popu- 
lar than  in  the  U.S.  One  example  is 
the  Privilege  48,  now  available  from 
Wilmington,  Del. -based  Privilege 
Yachting.  It  was  designed  in  part  by 
France's  famous  monohull  racer  Phi- 


Gemini  3000:  33  feet.  $65, 500 
Little  heel,  epen  in  mtiffMvinda. 
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lippe  Jeantot,  two-time  winner  of  the 
B.O.C.  Challenge  (solo  axound-the- 
world  race),  as  his  dream  yacht.  It 
sleeps  12  and  starts  at  arovmd 
$280,000. 

Resorts,  too,  are  tuming  increasing- 
ly toward  large  cruising  cats.  Red  Sail 
Sports,  an  affiliate  of  Hyatt  Corp. 
founded  to  develop  water  sport  facili- 
ties for  Hyatt  and  other  resorts,  has 
introduced  large  cats  rangirig  from  50 
feet  to  65  feet  at  the  Hyatt  Regency 
properties  in  Grand  Cayman,  Waiko- 
loa  (on  the  Big  Island)  and  in  Aruba. 
These  big  commercial  cats  take  up  to 
49  passengers  on  snorkeling  trips, 
sunset  cruises  or  trips  to  nearby 
beaches  or  islands.  Their  lack  of 
heel — relative  to  monohulls — and 
their  speed  appeal  to  a  much  wider 
range  of  guests,  especially  timid  ones. 
It's  also  much  easier  for  the  crew  to 
prepare  meals  and  offer  bar  service  on 
a  boat  that  isn't  on  its  side  during 
passage. 

"The  advantages  to  cruising  on  a 
catamaran  can't  even  be  compared  to 
a  monohull,"  says  Richard  Difede, 
president  of  Gold  Coast  Yachts  of  St. 
Crobc  in  the  U.S.  Virgin  Islands, 
which  designs  and  manufactures 
these  big  cats.  "The  only  way  you  can 
get  comparable  space  is  if  you  move 
up  into  the  big  monohull  range,  and  at 
that  point  you're  into  a  very  expen- 
sive vessel  that's  heavy,  needs  large 
sails,  and  is  difficult  to  manage." 
Their  cats  can  be  foimd  at  the  Hyatt 
Regency  Grand  Cayman,  and  Bolongo 
Bay  Beach  and  Tennis  Club  on  St. 
Thomas,  among  other  places.  Gold 
Coast  is  now  designing  large  cats  for 
individual  use,  too. 

Are  catamarans  safer  than  mono- 
hulls?  Persuasive  arguments  come 
from  both  sides.  A  cruising  catamaran 
won't  go  over  easily,  but  if  it  does,  it 
won't  right  itself  because  twin  hulls 
make  the  boat  as  stable  upside  down 
as  right  side  up.  But  Roger  Hatfield, 
Gold  Coast  Yachts'  designer,  notes 
that  if  a  catamaran  does  go  over,  it 
won't  sink  as  a  monohull  might,  and 
passengers  have  a  life  raft  they  can 
depend  on. 

Given  the  advantages  of  catama- 
rans, why  aren't  they  even  more  popu- 
lar? For  one  thing,  there  are  still  the 
traditional,  blue-blood  yachtsmen 
who  will  never  stray  from  their  mono- 
hulls — no  matter  how  many  cocktails 
spill  while  sailing.  But  Charles 
Chiodi,  editor  and  pubhsher  of  Multi- 
hulls  magazine,  feels  the  principal  rea- 
son is  simply  a  lack  of  education:  "If 
the  Northern  Hemisphere  had  been 
occupied  by  Polynesians  and  not  by 
Vikings,"  says  Chiodi,  "then  every- 
body would  be  sailing  catamarans." 


Privilege  48:  48  feet,  $280,000  and  up 
Plenty  of  headroom  below  decks. 
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Collectors 


For  over  50  years  Mildred  Mottahedeh  has  collect- 
ed porcelain  for  love,  and  copied  it  for  business. 

Museum  pieces 

for  everyday 

living 


By  Christie  Broim 


IF  YOU  ARE  DINING  at  Sotheby's 
boardroom  on  Manhattan's  Upper 
East  Side,  your  entree  will  proba- 
bly arrive  on  what  appears  to  the  un- 
trained eye  to  be  a  rare  18th-century 
Chinese  "tobacco  leaf"  porcelain 
plate.  Collectors  who  can  find  these 
rare  plates  at  dealers  or  in  auction 
catalogs  can  expect  to  pay  about 
$10,000  apiece. 

But  dare  to  flip  over  the  Sotheby's 
plate  and  you  will  see  in  bold  script 
the  name  "Mottahedeh."  The  Motta- 
hedeh reproduction  of  the  tobacco 
leaf  plate  retails  for  $135  at  Neiman 
Marcus. 

Sotheby's  is  not  trying  to  fool  any- 
one. Porcelain  collectors  know  that 
Mottahedeh  reproductions  of  fine 
Chinese  porcelain  are  themselves  im- 
pressive. Many  of  the  reproductions 
are  based  on  original  pieces  that  are 
part  of  the  Mottahedeh  collection  of 
old  Chinese  porcelain.  Buyers  of  Mot- 
tahedeh reproductions  include  Presi- 
dents Bush  and  Reagan,  Cyrus  Vance 
and  many  U.S.  embassies.  Another 
fan,  the  late  Nelson  Rockefeller, 
called  the  Mottahedeh  collection 
"without  comparison  in  its  field." 

The  collection  includes  roughly 
500  items  dating  back  to  3000  B.C.  It 
was  created  by  Mildred  and  Rafi  Mot- 
tahedeh. Now  a  feisty  81,  Mildred  was 
bom  in  Rumson,  N.j.,  moved  to  New 
York  and  married  in  1929.  An  Iranian 
emigre,  Rafi  imported  from  Iran  raw 
materials  used  in  the  manufacture  of 
pharmaceuticals. 

But  the  two  discovered  they  both 
had  an  avid  interest  in  decorative  arts 
and  so  switched  to  importing  antique 
porcelain.  Throughout  the  1930s  Ra- 
fi's  father  in  Tehran  shipped  them 
crates  of  unpopular  household  chir.a. 
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Mildred  Mottalyedeh  and  Chinese  pot 
The  collector  aa  manufacturer. 

Incredibly,  most  of  it  was  Ming  period 
porcelain.  If  this  sounds  hard  to  be- 
Heve,  remember  that  Iran  was  once 
glutted  with  Chinese  porcelain,  origi- 
nally imported  by  the  silk-route  trad- 
ers prior  to  1600.  Iranians  subsequent- 
ly came  to  prefer  modem  European 
china  and  used  the  old  Oriental  stuff 
for  mixing  bowls. 

Back  in  New  York,  the  Mottahe- 
dehs  loved  it.  They  imported  Chinese 
porcelain  by  the  cartload,  kept  repre- 
sentative pieces  for  themselves  and, 
prior  to  1940,  sold  thousands  of  Ming 
pieces  to  Macy's  for  $87.50  per  plate. 
Just  one  is  now  worth  several  thou- 
sand dollars. 

Eventually  the  supply  began  drying 
up.  But  the  Ming  plates  had  been  so 
popular  that  the  Mottahcdehs  decided 
they  would  manufacture  copies  of  the 
dwindling  originals.  The  collection 
and  the  manufacturing  have  fed  each 
other  ever  since. 

They  next  began  collecting  post- 
1600  Chinese  export  porcelain.  Vast 
amounts  were  produced  and  exported 
around  the  world  up  until  the  1870s, 


"when  the  Chinese  started  making 
that  stinking  'rose  medallion'  pat- 
tern," says  Mildred  Mottahedeh.  By 
the  1920s,  exports  were  few. 

Collecting  mainly  in  Europe,  the 
Mottahedehs  sold  most  of  the  Chi- 
nese export  porcelain,  keeping  repre- 
sentative examples  for  their  ov^m  col- 
lection. Demand  was  so  strong  that 
eventually  they  began  reproducing 
these,  too.  In  the  U.S.,  the  Mottahe- 
dehs were  able  to  acquire  the  Chinese 
export  plates  made  for  George  Wash- 
ington. These,  too,  have  been  repro- 
duced. While  an  original  diimer  plate 
is  now  worth  $14,000,  the  Mottahe- 
deh copy  sells  for  only  $75. 

By  the  1950s  the  Mottahedehs  were 
manufacturing  full  time,  and  the 
quality  of  the  copies  was  so  good  that 
museums  sought  out  the  couple  to 
have  copies  made  of  their  ov^nn  most 
valuable  porcelain.  Among  the  muse- 
ums for  which  Mildred  Mottahedeh 
currently  copies  pieces  are  the  Smith- 
sonian, the  Metropolitan  Museum 
and  the  the  Musee  des  Arts  Decoratifs 
in  Paris. 

So  faithful  to  the  originals  are  Mot- 
tahedeh reproductions  that  some 
items,  with  the  labels  scraped  off,  are 
occasionally  fobbed  off  on  naive  col- 
lectors as  originals.  But  even  clearly 
labeled  as  copies,  Mottahedeh's  por- 
celain can  be  a  bit  too  popular.  "Some 
of  her  reproductions  proved  irresist- 
ible as  souvenirs,"  says  Clement  Con- 
ger, curator  of  the  State  Department, 
"so  we  removed  them.  Many  people 
see  the  Mottahedeh  reproductions  as 
collectibles  themselves." 

Since  the  death  of  her  husband  in 
1978,  Mildred  Mottahedeh  has  carried 
on  alone  and  still  spends  five  months 
armually  in  the  nine  countries  (in- 
cluding Italy,  West  Germany  and 
Hong  Kong)  where  she  subcontracts 
production. 

Like  most  collectibles,  old  porce- 
lain has  climbed  dramatically  in  price 
over  the  last  decade.  Typically,  a  set 
of  export  porcelain  that  would  have 
sold  in  1975  for  $10,000  would  now 
bring  up  to  $300,000.  When  Mottahe- 
deh was  forced  to  sell  some  pieces  for 
estate  purposes  at  Sotheby's  in  1985, 
the  lot  fetched  over  $1  million.  Buyers 
paid  $30,000  for  a  1750  export  punch 
bowl,  and  $18,000  for  a  1760  Imari 
ewer  and  basin,  for  example.  But 
that's  the  thing  about  porcelain — its 
fragility.  Wait  long  enough,  and  there 
won't  be  many  originals  of  anything 
noteworthy  left.  This,  of  course,  rein- 
forces the  demand  for  Mottahedeh's 
reproductions.  "I  don't  care  how  rich 
you  are,"  she  scowls,  "you  do  not  use 
a  $20,000  plate  for  rice." 
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ONE OF THE  FEW 

TIMES  WHEN 

BUYING  A  CAR  FOR 

ITS  LOOKS  WOULD 

BE  AN  ACT  OF 

INTELLIGENCE. 


Integrated  bumpers  help 
reduce  wind  drag. 


Flush-fit  windows  mini- 
mize air  turbulence  and 
interior  noise. 


Aerodynamically  shaped 
door  mirrors. 


A  sharply  sloped  rear 
window  smooths  airflow 


A  sharply  angled  wind- 
shield helps  the  Legend 
Coupe  achieve  its  low  0.30 
coefficient  of  drag. 


Flared  fenders  for  smooth 
airflow  around  the  wheels 
and  tires 


If  you're  considering  buying  a 
new  car,  you  should  consider  this: 
many  automobiles  whose  shapes 
are  appealing  to  the  eye  aren't 
nearly  as  appealing  to  the  wind 

A  fact  not  lost  on  the  design- 
ers of  the  Acura  Legend  Coupe, 
who  spent  thousands  of  hours 
shaping  and  refining  the  Coupe 
until  it  was  one  of  the  world's 
most  aerodynamic  cars. 

Notice  its  low  hoodline  and 
gently  contoured  rear  deck,  which 
enable  wind  to  pass  over  the 
Coupe  virtually  uninterrupted. 
Likewise,  flush  windows  and 
flared  fenders  smooth  the  flow 
of  air  around  its  sides. 

And  the  Legend  Coupe's 
styling  not  only  helps  it  to  cut 
through  the  air,  but  hug  the 
ground.  A  specially  designed 
front  air  dam  and  the  Coupe's 
carefully  shaped  underbody 
work  to  reduce  turbulence 
under  the  car,  decreasing  lifL 

All  of  which  help  give  the 
Legend  Coupe  superb  handling, 
low  wind  noise,  excellent  fuel 
efficiency*  and  outstanding  over- 
all performance.  And  makes  the 
Coupe  something  of  a  rarity. 

An  automobile  whose  out- 
side you'll  appreciate  even  more 
from  the  inside. 

ACURA 

Precision  crafted  performance. 


•^'1  Acurj  Division  of  Amitrcan  Honda  Minor  Co..  Inc.  Aturj  and  Legend  ace  Icademarks  of  Honda  Mocor  Co.,  Lid   'EPA  II  21  MPG  (5  speed  I-  Use  for  comparison  only  Your  mileage  ma)  vary,  CALL  I  800-TO-ACURA  for  Ihc  name  of  Ihe  dealer  nearcM  you. 


Faces 

Behind  the  Figures 


Edited  by  Jason  Zweig 


Up  to  B.A.T? 

One  man  well  positioned  to  gain 
from  whatever  happens  in  the  $21 
billion  battle  for  Britain's  B.A.T  In- 
dustries Pic.  is  James  Coxon.  Coxon, 
53,  is  chairman  of  the  investment  pol- 
icy committee  at  Cigna  Corp.,  the 
insurance  giant  with  $50  billion  in 
assets  under  management.  Coxon's 
connections  to  the  B.A.T  deal  are  as 
intricate  as  a  spider's  web. 


The  son  of  a  B.A.T  production  exec- 
utive, Coxon  was  bom  in  Saigon, 
where  his  father  oversaw  the  con- 
struction of  a  B.A.T  cigarette  factory. 
Coxon  went  through  basic  training  in 
the  British  military  with  Jacob  Roth- 
schild, who  is  now  a  partner  in  Sir 
fames  Goldsmith's  $21  billion  bid  for 
B.A.T.  After  serving  with  the  military 
in  Jordan  and  getting  a  degree  in  medi- 


James  Coxon  of  Cigna  Corp 
With  BJi.T,  his  connmction*  could  pay  ttff. 


eval  history  from  Oxford,  Coxon 
managed  investments  at  London's 
N.M.  Rothschild  &.  Sons,  controlled 
by  Jacob's  cousin  Evelyn. 

Then,  in  the  early  1970s,  as  head  of 
U.S.  operations  for  merchant  bank 
Kleinwort  Benson,  Coxon  worked  ex- 
tensively with  a  young  Kleinwort  in- 
vestment banker  named  John  Nelson. 
Today  Nelson,  as  a  partner  in  Lon- 
don's Lazard  Brothers,  is  defending 
B.A.T  against  the  Goldsmith-Roth- 
schild assault.  On  top  of  all  this,  both 
Coxon  and  B.A.T  Chairman  Patrick 
Sheehy,  who  know  each  other  fairly 
well,  served  in  the  Irish  Guards,  the 
elite  military  regiment  that  is  one  of 
Britain's  coziest  old-boy  networks. 

All  these  cormections  could  pay  off 
nicely  for  Coxon  and  Cigna.  Gold- 
smith says  that  if  his  bid  succeeds,  he 
will  sell  B.A.T's  insurance  vmit.  Farm- 
ers Group  of  California,  to  pay  dov^Ti 
the  debt  incurred  in  the  acquisition. 
Conversely,  if  B.A.T  needs  to  raise 
cash  to  fight  off  Goldsmith,  the 
company  would  likely  be  forced  to 
sell  Farmers  Group.  Either  way,  it 
would  suit  Cigna  just  fine. 

The  Cormecticut-based  insurer  fig- 
ures it  could  pick  up  Farmers  for  a 
bargain  $3.5  billion  today,  well  below 
the  $5.2  billion  B.A.T  paid  a  year  ago. 
In  addition,  California's  recent  limits 
on  insurance  company  profits  have 
depressed  prices  of  the  state's  insur- 
ance outfits — maybe  by  too  much, 
Coxon  figures. 

Says  he,  "If  B.A.T  is  a  forced  seller, 
we  would  have  to  take  a  look.  It 
would  be  too  good  an  opportunity  to 
pass  up."— J.Z. 


Kohlberg  reduz 

While  most  of  America's  lever- 
aged buyout  artists  are  doing 
deals  with  ever  larger  debt  loads,  Jerry 
Kohlberg  seems  to  be  leaning  more 
toward  equity. 

The  senior  founding  partner  of 
Kohlberg  Kravis  Roberts  &.  Co.,  Kohl- 
berg stepped  down  two  years  ago  to  do 
deals  on  his  own  through  Kohlberg  &. 
Co.,  based  in  Mount  Kisco,  N.Y. 
Working  with  his  31 -year-old  son 
lames,  a  former  Merrill  Lynch  stock- 
broker, Kohlberg  last  month  complet- 
ed a  $95  million  buyout  of  Colorado 
Prime  Corp.,  an  outfit  that  sells  gour- 


102 


FORBES,  AUGUST  21,  1989 


A  few  suggestions 

for  those  who  decide  to  go 

with  another  international 

long  distance  company 


Feeling  lucky? 

Then  you  probably  don't 
need  the  long  distance  com- 
pany with  over  60  years'  inter- 
national experience. 

The  company  with  faster 
connections  to  more  countries 
than  any  other 

fThe  company  whose 
brldwide  Intelligent  Network 


ensures  tnat  yaar(falls  will 
go  through  with  unsurpassed 
clarity 

In  other  words,  you  prob- 
ably don't  need  to  call  1  800 
222-0400  ext.  1277. 

After  all,  that's  a  num- 
ber you  should  only  call  if 
you  need  more  than  luck  on 
your  side. 


^i 


AlbT 

The  right  choice. 


©1989  AT&T 


Faces 

Behind  the  Figures 


Max  Agu  ilera-Hellweg/OnvTC 


Jerome  Koblherg  of  Koblherg  &  Co. 
Cutting  bock  on  debt. 

met  foods  and  accessories  by  mail 
(1988  revenues,  $94  million).  Kohl- 
berg  arranged  the  Colorado  Prime 
buyout  with  25%  equity,  more  than 
twice  what  most  other  deals  carry 
these  days. 

Always  reclusive,  Kohlberg  de- 
clined to  discuss  the  Colorado  Prime 
buyout  with  Forbes.  But  if  the  debt- 
equity  proportions  of  this  deal  are  any 
indication,  he  is  certainly  rurming  in 
the  opposite  direction  from  his  old 
partners  and  the  rest  of  the  leveraged 
buyout  pack — J.Z. 


Elvis  lives 

Twelve  years  ago  this  month,  Elvis 
Presley  died.  Eighty  pounds  over- 
weight, "medicated"  to  the  gills,  he 
had  a  heart  attack  in  his  bathroom 
while  reading  V^e  Scientific  Search  for 
the  Face  of  Jesus.  But  Jack  Soden,  43, 
the  executive  director  of  Graceland, 
the  Presley  museum  in  Memphis, 
says  Elvis'  fans  are  oblivious  to  the 
seamy  side  of  Elvis'  life. 

A  former  stockbroker,  Soden  was 
brought  in  to  develop  Graceland  in 
1981.  At  the  time,  Elvis'  estate  was 
barely  generating  enough  cash  to 
maintain  the  garish  mansion,  which 
sat  almost  empty.  The  Jesuit-educat- 


ed Soden  had  been  handling  the  per- 
sonal investments  of  Elvis'  ex-wife, 
Priscilla,  at  Strategic  Financial  Ser- 
vices, a  small  Kansas  City  money 
management  firm. 

Before  opening  Graceland  to  the 
public  in  June  1982,  Soden  spent  eight 
months  getting  advice  from  the  staffs 
of  prominent  house  tours  such  as 
Hearst  Castle  and  Monticello.  He  also 
talked  to  curators  at  the  Smithsonian. 
The  consensus:  Exploit  the  conve- 
nience of  visiting  the  King,  less  than  a 
mile  off  two  interstate  highways  and 
just  ten  minutes  from  Memphis  Inter- 
national Airport;  extend  the  Elvis  line 
into  side  exhibits  and  loads  of  souve- 
nirs; and,  of  course,  downplay  the 
rocker's  long,  sad  decay.  As  Soden 
says,  "We  ignore  it." 

So  do  the  visitors.  During  Elvis' 
death  week  this  month,  nearly  5,000 
loyalists  a  day  made  the  pilgrimage  to 


Graceland,  the  eye-popping  23 -room 
peckerwood  palace  where  rock  'n' 
roll's  king  spent  his  last  20  years.  This 
year  700,000  Elvis  fans  are  expected  to 
pay  their  respects  at  $7.50  a  pop. 
Among  other  things,  they  will  gawk 
at  Elvis'  collection  of  163  gold  rec- 
ords, the  green  shag  carpet  on  the  ceil- 
ing of  the  den  and  the  20  vehicles  in 
the  Elvis  car  museum  that  Soden 
opened  in  June  1988. 

Graceland  will  gross  some  $14  mil- 
lion this  year,  with  pretax  margins 
exceeding  10%.  Licensing  and  royal- 
ties should  net  another  $4  million. 

"Our  demographics  are  very  similar 
to  Disney  World's,"  says  Soden. 

Soden  has  no  regrets  about  ex- 
changing three-piece  suits  for  blue 
suede  shoes.  "After  this,"  he  says,  "I 
could  never  go  back  to  reading  sSiP 
reports." — Fleming  Meeks 


GracelanJ  Executiie  Director  Jack  Soden 
From  stockbroker  to  starbroker. 
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SAINT  LOUIS. 

APLACE 

YOU  SHOULD 

MEET 


Next  time  you're  planning 
a  meeting,  plan  on  St.  Louis. 

A  clean,  exciting  place 
that's  become  one  of  America's 
most  popular  meeting  spots. 

Newly  restored,  revitalized 
St.  Louis  is  home  for  elegant  new 
hotels,  comprehensive  new 
meeting  facilities,  and  some  of 
the  greatest  entertainment 
anywhere. 

But  there's  one  aspect  of  a 
St.  Louis  meeting  that  seems  any- 
thing but  new  The  cost.  Because 
it's  still  below  the  cost  of  meeting 
in  Chicago,  Dallas,  Atlanta,  and 
other  major  destinations. 

So  contact  Terence 
Tumbrink  at  the  St.  Louis  Con- 
vention and  Visitors  Commission, 
10  South  Broadway  St.  Louis, 
Missouri  63102.  Or  dial 
1  (800)  325-7962.  In  Missouri, 
1  (314)  421-1023.  And  find 
out  more. 

Because  even  if  you  knew 
St.  Louis  before,  it's  now  time 
you  got  reacquainted. 

Stlouis. 
IheNeetiiKoilaoe. 

The  Gateway  Arch  on  the  St.  Louis  riveifront 


f^OST  COPIED  ORIGINAL.  International  Paper  is  by  far  the  world's  leader  in  copie 
paper  Our  people  at  Hammermill  pioneered  its  development.  And  because  ou 
research  and  development  experts  work  directly  with  major  copier  manufacturer 
our  paper  technology  moves  at  just  as  fast  a  pace  as  copier  technology  We,  for  e; 
ample,  were  the  very  first  to  offer  to  business  a  line  of  papers  designed  especially 
for  desktop  publishing.  Today  our  papers  are  not  only  state-of-the-art,  they're  tes 
ed  for  quality  38  times.  That's  why  they  run  through  your  copiers  so  beautifull^ 
reliably  and  fast.  Copy  after  clean,  crisp  copy.  And  that's  why  our  leadership  in  copie 
paper  has  never  been  duplicated.  INTERNATIONAL  ^  PAPER.  Use  our  imaginatioi. 
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The  Forbes/WUshire  5000  Review 


Edited  by  Steve  Kichen 
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Market  value  of  Wilshire  5000: 
$3,126.4  billion  as  of  7/28/89 


-Wilshire  5000  equity  index' 

The  total  price  of  all  stocks  for 
.which  daily  quotations  art 
available,  weighted  by  market  value 


Dow  Jones 
industrial  average 

The  total  price  of  30 
blue-chip  industrial  stocks, 
adjusted  to  reflect  splits. 

Data  plotted  quarterly. 
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Dow  Jones 
P/E*:  12.0 


''Capitalization  weighted 
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■Cr   O  Percent  change  in  last  two  weeks. 
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Erasing  a  bad  dream.  A  slowdown  in  the  growth  of  the 
Consumer  Price  Index  and  falling  interest  rates  pushed 
the  market  to  record  levels.  Trading  volume  on  the  New 
York  Stock  Exchange  picked  up  sharply  and  the  nyse 
composite,  s&p  500  and  Wilshire  indexes  hit  new  highs. 
The  Dow  industrials  gained  over  3%  in  the  last  two  weeks 
alone  and  moved  within  striking  distance  of  their  pre- 
crash  peak.  Two  Dow  issues — Exxon  and  Merck — raised 
their  dividends  nearly  10%.  At  the  same  time  that  the 


government  announced  an  extension  of  "voluntary"  steel 
quotas,  Bethlehem  Steel  (another  Dow  stock)  declared  its 
first  dividend  since  September  1985. 

Is  the  market  overpriced?  William  LeFevre,  a  market 
strategist  with  Advest,  doesn't  think  so.  He  points  out  the 
Dow's  current  p/e  (12)  is  actually  lower  than  it  was  Oct. 
20,  1987,  the  day  after  the  508-point  massacre.  At  the 
market's  peak  on  Aug.  25,  1987,  the  Dow  industrials  were 
selling  at  nearly  22  times  earnings. 


Closeup  On  the  Equity  Markets 


Performance  of  six  leading  indexes 

Percent  change 

Wilshire 
5000 

Forbes 
500^ 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

6.6 

6.8 

8.0 

7.0 

4.3 

4.0 

in  last  52  weeks 

23.8 

23.3 

23.8 

24.1 

22.3 

16.9 

m 

Stock  poformance  based  on  six  k^  investor  yardsticks^ 

Percent  change 

Company  size 

Volatility* 

P/E  multiple 

Dividend  yield 

Growth  profile^ 

Share  price 

large 

small 

high 

low 

over  22 

under  8 

over  4.2% 

none 

high 

low 

over  $36 

under  $5 

in  last  4  weeks 

6.9 

3.0 

4.3 

3.9 

4.9 

3.0 

2.6 

3.6 

4.8 

3.9 

5.7 

2.7 

in  last  52  weeks 

26.7 

24.3 

13.6 

15.3 

28.4 

13.6 

6.7 

22.6 

19.3 

17.6 

27.2 

7.3 

Wilshire  index  reflects  price  performance.  It  differs  slightly  from  market  value  of  outstanding  stocks  because  of  retirements  of  equity  since  index  was  created,  "Based  on  sales. 
Equal  weighted  mdioes  containing  all  shares  with  market  capitalizations  over  $10  million. ""A  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide 
price  fluctuations,  low-volatility  issues  are  more  stable.  'A  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


Note;  All  data  for  periods  ending  7/28/89.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  the  Action  Is 
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Just  what  the  doctor  ordered.  Another  sector  is  hot — 
pharmaceuticals — and  for  a  familiar  reason:  merger  fever. 
Drug  stocks  led  the  consumer  nondurables  sector  to  a  5% 
gain  for  the  recent  two-week  period.  Marion  Laboratories 
jumped  42%  when  it  agreed  to  a  partial  merger  with 
Merrell   Dow   Pharmaceuticals,    a    subsidiary    of   Dow 


Chemical.  Then,  on  July  27,  the  formation  of  Bristol- 
Myers  Squibb  was  announced;  Squibb  gained  39%  for  the 
two-week  period. 

Among  the  transportation  issues,  ual,  the  holding  com- 
pany for  United  Airlines,  rose  9%  on  takeover  speculation. 
Transportation  stocks  on  the  whole  went  up  over  5% . 


Percent  change  in  last  52  weeks  0-C>  Percent  change  in  last  2  weeks 
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What  the  Analysts  Think 


Sinking  ship.  In  the  last  two  weeks  the  consensus  1989 
earnings  estimates  for  the  consumer  durables  companies 
nose-dived.  For  example,  analysts  responded  to  a  76% 
drop  in  third-quarter  income  for  Outboard  Marine  Corp. 


by  cuttmg  their  1989  consensus  estimate  by  22%,  from 
$3.67  a  share  to  $2.87  a  share.  Other  stocks  in  this  group 
with  big  estimate  cuts  are  Winnebago  Industries  and  Thor 
Industries. 


Poreeasting  the  Porbes  Sales  500 


Performance 
period 


Average 
earnings  per 
share  P/E 


latest  12  months  $3.31         13.7 

1989  estimates  3.73         12.2 

1990  estimates  4.06         11.2 


Rank  based  on 
change  in  estimate 


Sector 


Energy 


Consumer  nondurables 


Capital  goods 


Utilities 


Finance 


Raw  materials 


Technology 


Transportation 


Consumer  durables 


Eaminxs  proiccim 


Estimated  1989 
EPS  P/E 


$3.3J 


2.60 


2.95 


2.96 


3.44 


3.38 


3.04 


2.69 


3.40 


12.1 


16.6 


14.0 


12.4 


10.3 


10.0 


12.1 


12.5 


11.7 


%  change  in  1989  estimate 
in  2  weeks       in  4  weeks 


0.07% 


-0.10 


-0.18 


-0.18 


-0.83 


-0.88 


-1.07 


-1.61 


-2.01 


0.39°/ 


-0.12 


-0.50 


-0.23 


-1.19 


-1.31 


1.59 


-1.66 


-2.42 


.i: ,  L.4Mt.ii, 


^,tiuJ  tons 


i'Niimatcs  trom  over  3  000  scLUiity  analysts  Djtd  ari;  compiled  and  updated  continually  by  the  Institutional  Brcikcrs 


Estimate  System  |IBtM,  a  service  ot  Lynch,  [ones  «i  Ryan,  J  '.ow  York-based  brokerage  lirm 

Note  All  data  for  periods  ending  7/28/89.  Prepared  by  Wilshiu  Associates,  Santa  Monica,  Calil  ,  IBES,  a  service  o/  Lyncli,  [ones  &  Ryan,  New  Yorl 
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"I  suppose  you  were  expecting 
to  pay  full  pricey 


~^*2 


M 


T     .;;*/J 


7i  90^' 


^M 


$399/monih  lease. 

Or  4.9%  APR  financing. 


.  The  road  challenges.  The  car  responds. 

■  It's  easy.  Better  than  that:  it's  fun. 
Every  Sterling  827  offers  you  a  spirited 
2.7  liter  24-valve  V-6  engine,  fully  inde- 
pendent suspension  and  luxurious 
interior  rich  in  driver-passenger 
amenities. 


For  a  limited  time,  Sterling  is  offering 
remarkable  savings  on  every  Sterling 
827S,  827SL,  827SL  Limited  Edition 
sedan  and  the  very  sporty  5-door 
827SLi.  A  wide  range  of  special  low 
financing  rates:  4.9,  5.9  or  6.9%  APR, 
depending  on  length  of  contract. 


STERLING 

MADE  IN  ENGLAND  BY  ROVER  CARS 


Extremely  competitive  lease  arrangements 
on  all  827s,  including  just  $399  monthly 
on  the  fully-equipped  827SL. 
Call  1-800-622-0550  for  your  nearest 
Sterling  dealer.  It's  the  first  step  toward  ' 
acquiring  that  rare  automotive  trait- 
grace  under  pressure— for  less. 


Sterling  827SL  60  month  closed-end  lease  monthly  pmts.  =  $399.  Total  pmts.  of  $23,940  based  on  dlr.  reduction  of  $3,000  below  MSRP  of  $30,135;  actual  price  set  by  participating  dlr.  Refundable  security  dep.  of 
up  lo  MOO',  +  capitalized  cost  reduction  of  $2,700  =  $3,100  required  in  advance.  End  of  term  purch.  option  =  $11,753  +  fee  of  up  to  $225*.  Early  termination  purch.  option  =  adj.  lease  balance  +  fee  of  up  to 
$225*.  End  of  term  liability  =  mileage  charge  over  15,000  mi./per/yr.  +  vehicle  wear  and  tear  over  $75  and  disposition  fee  of  up  to  $325*.  Taxes,  lie.  fee,  registration  and  dlr  prep  extra.  Applicable  sales  ta.\es 
charged  up  front  or  added  to  monthly  pmt.  Prices  and  terms  may  change  without  notice.  *  Depending  on  state.  Low  financing  rates  to  qualified  retail  buyers.  Length  of  finance  contract  is  limited.  Dealer  financial 
participaUon  may  affect  savings.  See  dealer  for  details.  Both  offers  end  8/31/89.  ©  1989  Sterling  Motor  Cars. 


statistical  Spotlight 


How  can  a  corporation  change  an  un- 
known or  unloved  business  into  a  profit- 
able investment?  By  spinning  it  off. 


Happy  breakups 


By  Christopher  Palmeri 

A  FUNNY  THING  happened  when 
three  spinoffs  of  Household  In- 
\  temational,  the  consumer  fi- 
nance company,  began  trading  in 
April.  In  a  matter  of  weeks,  one  stock 
shot  up  over  50%,  another  dropped 
40%  and  the  third  just  sat  there  until 
fund  manager  Mario  Gabelli  bought  a 
large  stake.  "For  all  the  trouble 
Household  went  through  to  get  the 
word  out,  nobody  knew  what  was  go- 
ing on  and  the  things  just  flipped  all 
around,"  says  Charles  Neuhauser,  an 
analyst  at  Legg  Mason  Wood  Walker. 
It  seems  that  Wall  Street  doesn't 
quite  know  what  to  make  of  a  newly 
spun  off  company.  That  uncertainty, 
in  turn,  translates  into  a  hesitancy  to 
invest,   and  hence  an  underpricing. 


There  seems  to  be  no  other  way  to 
explain  why,  in  a  supposedly  efficient 
market,  spinoffs  have  done  outstand- 
ingly well.  After  some  seasoning  the 
new  company  attracts  a  following  and 
rises  closer  to  its  full  intrinsic  value. 
Buyers  who  get  in  early  do  well. 

We  asked  Wilshire  Associates,  the 
Santa  Monica,  Calif. -based  research 
firm,  to  provide  us  with  a  list  of  corpo- 
rate spinoffs  that  began  trading  be- 
tween January  1984  and  December 
1988.  We  eliminated  situations  in 
which  the  parent  also  made  a  public 
offering  of  the  stock,  and  focused  in- 
stead on  the  73  in  which  the  parent 
company  distributed  free  to  its  share- 
holders shares  in  a  subsidiary.  These 
were  the  shares  no  underwriter  was 
flogging.  They  were  simply  dumped 
into  shareholders'  mailboxes. 


These  unwanted  subsidiaries  per- 
formed extraordinarily  well.  Their  av- 
erage relative  performance  (through 
July  7)  is  143,  where  100  means  mere- 
ly tying  the  market.  In  other  words,  if 
you  had  bought  $1,000  worth  of  each 
new  company  when  it  started  trading, 
you'd  now  have  43%  more  money 
than  you  would  have  with  $1,000  in- 
vestments on  the  same  dates  in  the 
broad  Wilshire  index. 

The  table  on  page  111  shows  the  ten 
best-performing  spinoffs  in  our  survey 
ranked  according  to  their  relative-to- 
market  performance.  Many  of  the  top- 
ranked  spinoffs — such  as  Kenner 
Parker,  York  International  and  Inter- 
tan — were  losing  money  before  they 
were  spun  off.  And  for  some,  their 
new  independence  did  not  last  long.  A 
new  corporate  acquirer  surfaced. 

Not  all  spinoffs  are  success  stories. 
In  a  1987  takeover  battle  Carter  Haw- 
ley  Hale  spun  off  its  crown  jewel,  re- 
tailer Neiman  Marcus.  But  stock  in 
this  tony  retailer  is  down  50%  since 
then.  Among  other  disappointing  per- 
formers are  Perm  Central's  Sprague 
Technology  and  Datapoint's  Intelogic 
Trace.  According  to  Martin  Sikora, 
editor  of  the  newsletter  Corporate  Re- 
structuring, spinoffs  tend  to  be  either 
dogs  or  stars:  "They  can't  sell  the  dogs 
profitably  and  they  can  get  more  value 
for  the  stars  by  trading  them  separate- 
ly." Adds  Fidelity  Magellan  fimd 
manager  Peter  Lynch:  "The  more 
mysterious  and  less  known  the  better. 
When  it's  a  tiny,  insignificant  part  of  a 
company,  that's  when  you  get  your 
best  results." 

Should  one  buy  a  company's  stock 


Invest  in  the  fledgling 


Often  neglected  by  analysts  and  investors,  companies 
ejected  from  a  parent's  nest  can  be  outstanding  buys  for 
those  who  get  in  early:  Spinoffs  between  1984  and  1988 


soundly  beat  the  market.  On  the  left  are  nine  spinoffs 
that  began  trading  this  year.  On  the  right  are  nine 
planned  spinoffs  that  were  recently  announced. 


Parent/spinoff 


Spinoff  business 


Recent 
price 


Parent/spinoff 


Spinoff  business 


Ethyl/Tredegar 


alum/plastics/energy 


\iVi 


Castle  &  Cooke/Dole  Food 


processed  foods 


First  Illinois/Mercury  Finance    consumer  finance 


24H 


Chicago  Milwaukee/CMC  Real  Estate      real  estate 


Household  Intl/Scotsman 


refrigeration 


14 


Community  Psych  Centers/Vivra 


dialysis,  home  health  care 


Household  Intl/Schwitzer 


engine  pans 


lOVi 


Cooper  Industries/ Aerovox 


capacitors 


Household  Intl/Eljer 


bidg  products 


34 


Cray  Research/Cray  Computer 


computers 


RLC  Corp/Mallack 


trucking 


K'-s 


LIN  Broadcasting/LIN  Television 


TV  stations 


SmithKline/Allergan 


eye  care  products 


23'/i 


National  Medical/Hillhaven 


nursing  homes 


Thiokol/Morton  Intl 


chemicals 


40'/4 


Teledyne/United  Insurance 


insurance 


Zayre/Waban 


wholesaler 


\7Vi 


VWR/Momentum  Distribution 


textiles,  graphics 


Sources  Company  reports  atui  Corporate  Resmjaunng  neu'Slener 
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The  top  ten 


The  best  spinoffs  from  1984  to 
1988  are  tanked  by  their  relative- 
to-market  performance. 


Spinoff/parent 


Relative 
performance* 


Keycon  Indst/Keystone  Consol  1,556 


USPCIt/Beaid  Oil 


621 


Penwest/Univai 


492 


Henley  Mfgt/Wheelabrator  Group         444 


York  Intlt/Borg-Wamer 


362 


Intertan/Tandy  Corp 


343 


Kaydon/Baimco 


329 


Kenner  Parkert /General  Mills 


261 


Argonaut/Teledyne 


259 


Masco  Inds/Masco  Corp 


232 


•Relative  performance  of  100  means  tying  the 
S&P  500.    tAcquired  since  spinoff. 


before  it  spins  off  its  subsidiaries?  Or 
wait  until  the  subsidiaries  are  trading 
on  the  open  market,  and  then  buy 
only  the  new  entities?  As  a  rule,  the 
latter  is  the  better  course.  If  you  had 
invested  in  Masco  Corp.  in  1984,  just 
before  it  divested  Masco  Industries, 
its  auto  and  truck  components  opera- 
tion, you  would  now  be  sitting  on  a 
gain  of  144%  if  you  kept  all  the 
shares.  But  had  you  bought  only  the 
auto  and  truck  components  business 
when  it  was  new,  you'd  have  a  428% 
gain.  Why?  Earnings  have  grown 
much  more  rapidly  at  Masco  Indus- 
tries. On  average,  a  parent's  stock 
bought  just  before  the  ex-dividend 
date  of  the  spinoff  has  a  relative  per- 
formance of  only  113.  All  this  excess 
return,  and  then  some,  is  attributable 
to  the  subsidiaries.  Bought  just  after 
the  ex-date,  the  parent  shows  an  aver- 
age relative  performance  of  89,  under- 
performing  the  market. 

The  table  at  left  on  page  110  lists 
spinoffs  that  haye  started  trading  only 
this  year.  At  right  is  a  list  of  spinoffs 
expected  soon.  Charles  Neuhauser  is 
wary  of  deals  like  Zayre's  distribution 
of  Waban,  because  he  thinks  it  is 
aimed  at  capturing  the  high  p/es  now 
being  given  to  wholesalers  like  the 
Price  Club.  But  he  recommends  Tre- 
,  degar  Industries,  an  aluminum,  plas- 
tics and  energy  company  separated 
from  Ethyl  Corp. 

Analyst  Irwin  Silverberg  of  Silver- 
berg,  Rosenthal  &  Co.  in  New  York 
City  is  expecting  healthy  earnings 
gains  at  Matlack  Systems,  which  was 
spim  off  by  rlc  Corp.  in  January.  Mat- 
lack  is  one  of  the  largest  truck  haulers 
of  bulk  commodities  like  chemicals 
and  gasoline.  ■ 
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Seeking  High  Current  Yields? 


Discover 
High  Income 


30-Day 

Yield 

(7/17/89) 

Average  Annual  "Rjtal  Returns*  (6/30/89) 

lYear 

5  Years 

10  Years 

13.27% 

9.54% 

15.12% 

12.99% 

Fidelity  High  Income  Fund-our  highest  yielding  bond  fund-aggressively  seeks  out 
the  higher  yields  usually  available  from  lower-rated  bonds.**  Higher  yields  mean  higher 
monthly  income,  which  when  reinvested  can  help  you  compound  your  returns  over  time. 
Start  with  just  $2500.  Choose  it  for  your  IRA  or  Keogh  and  start  with  $500.  Plus,  benefit 
from  •  No  sales  charge  •  Free  checkwriting.  Yield,  share  price  and  return  will  vary. 

*Tolal  returns  include  change  in  share  price  and  reinvestment  of  dividends  and  capital  gains.  Performance 
figures  are  historical  and  you  may  have  a  gain  or  loss  when  you  sell  shares.  **Lower  quality  bonds  present  com- 
paratively higher 
risks  of  untimely 
payment  of  interest 
and  principal  and 
greater  price  vola- 
tility The  market 
for  these  securities 
may  be  thinner  and 
less  active. 


1-800-544-6666    24  hours 


Fidelity  High  Income  Fund.  For  more  complete  informa 
tion,  including  management  fees  and  expenses,  call  or  write  for  a  free  prospectus. 
Read  it  carefully  before  you  invest  or  send       ,^mt. 
money  Fidelity  Distributors  Corporation        ^^^  FidBlitV 
(General  Distribution  Agent),  P.O.  Box  ^U~^  Immctntantc 

660603,  Dallas,  TX  75266-0603.  ^        invcsKmems 

2r  CODE:  FORB/Hll/082189 


There's  one  news  analysis  program  considered  "can't  miss"  by  Washington  officials. 
The  McLaughlin  Group. 

Among  its  chief  assets  are  the  wit  and  intellect  of  John  McLaughlin,  Eleanor  Clift, 
Fred  Barnes,  Morton  Kondracke,  Pat  Buchanan  andjack  Germond. 

They  provide  insightful,  often  prescient,  political  commentary  on  the  most  up-to- 
the-minute  developments.  Often  with  heated  exchanges. 

So  tune  in  to  The  McLaughlin  Group.  It's  comprehensive,  contentious  and. . . 
contagious. 

Made  possible  by  a  grant  from  GE. 

THE  Mclaughlin  group 

Check  your  local  listing  for  station  and  time 


We  bring  good  things  to  life. 

Ill 


The  Forbes/TUCS  Institutional  PortfoUo  Report 


Edited  by  Steve  Kichen 


Does  it  pay  to  have  a  pro  manage  your  money?  Hardly, 
according  to  recent  data  from  the  Trust  Universe  Compar- 
ison Service,  a  database  maintained  by  Santa  Monica- 
based  Wilshire  Associates.  The  tucs  universe  of  $390 
biUion  in  assets  represents  25%  of  all  private  pension 
assets.  TUCS  reports  that  over  the  last  five  years  the 
median  equity  portfolio  had  an  annualized  total  return  of 
20.5% — before  management  expenses.  That  was  only 
slightly  better  than  the  20.1%  return  for  the  s&p  500.  The 
pros'  average  return  more  comfortably  beat  the  19.1% 
return  for  the  Wilshire  index,  v^^hich  includes  the  smaller- 
capitalization  companies  that  haven't  been  doing  vs^ell  in 
recent  years.  For  the  quarter  ending  June  30  the  median 
equity  portfolio  showed  a  total  return  of  8.3%,  against  the 
s&p500's8.8%. 

Managers  of  fixed-income  portfolios  have  little  to  brag 
about,  either.  Over  the  five-year  period  they  show  an 
annualized  total  return  of  14.4%,  less  than  the  14.5%  for 
the  Merrill  Lynch  Corporate/Government  index — again, 
before  fees.  The  average  pension  fund  would  have  done 
better  with  its  bond  money  in  a  passive  index  fund. 

The  "Segment  performance  and  cash  flows"  table 
shows  the  net  movement  of  funds  into  and  out  of  the 
typical  institutional  portfolio.  (The  effect  of  changes  in 
security  prices  is  backed  out  of  these  figures.)  On  balance, 
there  was  a  1.5%  drain  of  assets  from  the  institutional 
portfolio  in  the  last  quarter,  as  redemptions  continue  to 
exceed  pension  plan  contributions.  The  one  exception  is 
cash,  which  shows  a  net  increase  of  5.5%  for  the  quarter. 

Nevertheless,  the  relative  weight  of  cash  in  the  portfo- 
lio fell  from  10.9%  in  March  to  9.6%  in  June.  The  table 
"Where  the  institutions  put  their  money"  does  reflect  the 
effect  of  changing  security  prices.  According  to  George 
Wolfe,  a  vice  president  at  Wilshire  Associates,  "Cash 
inflows  increased  due  to  profit-taking  in  the  equity  and 
fixed-income  segment.  But  the  returns  from  the  other 
segments  were  so  strong  that  their  allocation  in  the  port- 
folio rose  at  the  expense  of  cash." 

In  the  last  quarter  portfolio  managers  who  focused  on 
growth  stocks  had  the  best  total  returns.  Wolfe  says  these 
portfolios  had  a  heavier  weighting  of  consumer  nondura- 
ble issues  and  a  light  weighting  of  energy  and  utility 
stocks.  "Growth  stocks  did  not  do  well  [in  general],  but 
the  emphasis  on  consumer  nondurables  helped  the 
growth  managers  in  the  institutional  portfolio,"  he  says. 


How  diKerent  managers 

performed 

Manager  style 

Total  return'— 

recent  quarter     12  months 

24  months' 

Diversified 

7.7% 

18.6% 

6.7% 

Growth 

9.5 

19,0 

5.7 

Growth — emerging 

8.3 

16.7 

8.9 

Market  timer 

7.4 

16.3 

6.1 

Sector  rotator 

7.3 

17.4 

6.7 

Value 

7.1 

18.7 

7.9 

Where  the  institutions  put  their  money 

Segment 

— Portfolio  weighting — 
most  recent              previous 
quarter                   quartet 

Equity 

61.9%                      61.6% 

Fixed  income 

"27.9                            26.8 

Cash  and  equivalents 

9.6                            10.9 

Convertibles 

0.1                              0.1 

Other' 

0.5                             0.5 

Equity  portfolio  characteristics 

Institutional        Wilshire 
portfolios              5000 

Price/earnings  ratio                                                14.9                     13.0 

Dividend  yield                                                     3  3%                   3.2% 

Beu'                                                                      1.05                    1.07 

Price/sales                                                             1.28                    1.37 

Price/book                                                             278                   2.66 

Segment  performance  and  cash  flows 

Segment 

— Most  recent  quarter — 
median              shift  in 
total           institutional 
return              holdings 

Latest  12  months — 

median             shift  in 
total           institutional 
return             holdings 

Equity 

8.3%               -1.5% 

19.1%              -4.0% 

fixed  income 

7.4                  -0.9 

11.6                  -3.6 

Cash  equiv 

2.4                     5.5 

9.1                   10.5 

Convertibles 

5.2                  -0.1 

12.1                  -3.1 

Other' 

3.6                  -0.1 

7.3                  -0.1 

Total 

7.0                  -1.5 

149                  -4.1 

Position  changes:  These  securities  had  the  greatest 
relative  change  in  holdings  over  the  last  quarter 

Increase     Total 
in         quarter 
Security                 holdings    return 

Decrease    Total 
in         quarter 
Security               holdings    return 

Philip  Morris             6  9%     16.3% 

Paramount              -3.7%     24.5% 

IBM                            6.3          3.6 

Bell  Atlantic          -1.9         16  4 

Eli  Ully                      3  6          6  6 

Sears  Roebuck       -1.5          1.3 

Exxon                        2.6          1.6 

American  Brands  -1.4          6.0 

General  Elec              2  5        16  9 

Digital  Equip          -1.4        -6.9 

Federal  Natl  Mtg       2.5        40.5 

Amoco                    -1.3          8.5 

Texaco                      2.4         36 

Apple  Computer    -1.3        16.0 

EI  du  Pont                 2  2         7  4 

Rockwell  IntI         -13        -0.2 

MCI                            2.1        26.2 

Am  Info  Tech        -1.3         12.6 

Thiokol                     2.1          3.6 

Affiliated  Pubs       -1.3        15  3 

Real  estate,  foreign  iiive.Mmem.s,  venture  .  .ipiiai,  guaranteed  insur.ince  contracts      -^A  niea.sure  ol  ri.sk  A  .stcxrk  with  a  beta  of  1 .00  tends  to  move  up  or  down  at  ttie  same 
rate  ;is  tine  s&p  500      'includes  all  forms  ol  investments     ''Figures  for  24  months  are  annualized 
Note:  Data  for  quaner  cndinj'  d  3()'K9  I'rep.ired  liv  the  Trust  Pniverse  Comparison  .Senice  (t\i<  s»),  a  service  of  Wilshire  Assixiates,  Santa  Monica,  Calif 
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^^^^^^^^^^^^B^^^H 

where  the  institutions  ate — and  aren't 

Most  overweighted  relative  to  Wilshire  5000 

Most  underweighted  relative  to  Wilshire  5000 

°L  nf 

Security 

o/    „t 

institutional 
Security                                                     universe 

Wilshire 
5000 

institutional 
universe 

Wilshire 
5000 

Philip  Morris                                              1.4% 

1.1% 

Exxon 

0.6% 

1.9% 

Cigna                                                            0.4 

0.1 

IBM 

1.7 

2.2 

May  Dept  Stores                                          0.4 

0.2 

Glaxo  Holdings  Pic 

0.0* 

0.5 

Alcoa                                                            0.4 

0.2 

B.A.T  Inds  ADR 

0.1 

0.5 

Federal  Express                                             0.3 

0.1 

EI  du  Pont  de  Nemours 

0.5 

0.9 

Toys  "R"  Us                                                 0.4 

0.2 

General  Electric 

1.2 

1.6 

JC  Penney                                                    0.4 

0.2 

Sony 

0.0' 

0.5 

Xerox                                                            0.4 

0.2 

Kubou 

0.0* 

0.4 

Computer  Assocs  Intl                                  0.3 

0.1 

Imperial  Chem  Inds  ADR 

0.1 

0.5 

Union  Pacific                                               0.4 

0.2 

Ito  Yokado 

0.0* 

0.3 

•Exaa  figure  is  less  than  0.05%. 

Herd  on  The  Street.  When  the  institutions  love  a  stock,  they 
really  love  it.  In  the  last  quarter  they  increased  their 
holdings  of  Philip  Morris  7%,  to  where  Philip  Morris 
represents  1.4%  of  the  institutional  equity  portfolio  but 
only  1 . 1  %  of  the  Wilshire  index.  Marc  Cohen,  an  analyst  at 
Sanford  C.  Bernstein  &.  Co.,  recounts  the  arguments  for  the 


stock:  "It  is  a  company  with  predictable  earnings  growth  at 
a  time  when  people  are  concerned  with  an  economic 
slowdown."  Also,  falling  interest  rates  will  make  it  easier 
for  the  company  to  pay  off  debts  from  the  General  Foods  and 
Kraft  acquisitions.  Other  institutionally  overweighted 
stocks:  Cigna  and  May  Department  Stores. 


Sector  activity  and  top  holdings 

%  of  institutional  portfolio: 

■    most  recent  quarter         ■    previous  quarter 

Capiul  goods 

5.6%     5.8% 

Consumer  durables 

2.9%    3.3% 

Consumer  nondurables 

31.1%    31.5% 

total  return 

total  return 

total  return 

General  Electric 

16.9% 

General  Motors 

2.5% 

Philip  Morris 

16.3% 

Emerson  Electric 

11.1 

Ford  Motor 

0.8 

Merck 

3.9 

Westinghouse  Electric 

15.5 

Honda  Motor 

-11.0 

Wal-Mart  Stores 

17.5 

Caterpillar 

2.1 

Chrysler 

17.5 

Coca-Cola 

10.7 

Deere  &  Co 

6.8 

Goodyear  Tire  &  Rubber 

9.0 

Sears  Roebuck 

1.3 

Energy 

8.8%     7.9% 

Finance 

13.3%     12.5% 

Raw  materials 

14.1%     14.6% 

total  return 

toul  return 

total  return 

Amoco 

8.5% 

American  Express 

6.5% 

Waste  Management 

15.1% 

Exxon 

1.6 

American  Intl  Group 

3.6 

Dow  Chemical 

-7.6 

Atlantic  Richfield 

5.5 

Citicorp 

6.1 

EI  du  Pont  de  Nemours 

7.4 

Mobil 

2.1 

JP  Morgan 

-3.1 

Alcoa 

7.8 

Chevron 

3.7 

Cigna 

6.3 

Monsanto 

13.2 

Technology 

14.4%     15.4% 

Transportation 

2.7%     2.9% 

Utilities 

7.2%     6.1% 

total  return 

total  return 

total  return 

IBM 

3.6% 

Union  Pacific 

6.7% 

AT&T 

12.0% 

Digiul  Equipment 

-6.9 

Federal  Express 

-4.7 

BellSouth 

12.0 

Apple  Computer 

16.0 

Norfolk  Southern 

7.5 

Nynex 

12.8 

Boeing 

6.1 

CSX 

8.5 

Bell  Atlantic 

16.4 

Miim  Mining  &  Mf  g 

6.9 

Ryder  Systems 

5.6 

GTE 

17.1 

FORBES,  AUGUST  21,  1989 


113 


WE'RE  GIVING  RUSSIA 

E  OF  OUR  MIND. 


A  GENERAL  MEDIA  COMPANY 


That's  right.  In  the  spirit  of  Glasnost, 
OMNI  Magazine  will  be  sending  20,000  + 
copies  each  month  to  Russia  starting 
September.  This  is  a  Western  publishing 
first!  But  that's  not  all.  Thanks  to  the  coop- 
eration of  the  U.S.S.R.  Academy  of  Science, 
Russia  will  be  sending  us  the  English  version 
of  their  bi-monthly  Science  in  the  USSR. 

Advertisers  who  run  in  the  U.S.  Septem 
ber  issue  will  automatically  run — at  no  extra 
charge— in  the  uncensored  Russian  edition. 
(Special  rates  will  be  established  for  those 
advertisers  only  interested  in  the  USSR 
issue.)  How's  that  for  extending  your  adver- 
tising's reach? 

To  launch  this  historic  Russian  issue, 
we're  having  a  spectacular  Treasure  Hunt 
Sweepstakes  where  Russian  readers  are 
invited  to  search  the  issue  for  clues.  There 
will  be  $100,000  worth  of  American  products 
awarded  as  prizes. 

So  call  Linda  Newman,  Associate  Pub- 
lisher at  212-496-6100  and  give  her  a  piece 
your  ad  budget.  In  exchange,  she'll  help 
you  give  Russia  a  piece  of  your  product  line. 

onnmi 

MAGAZINE 

A  TOOL  FOR  THE 
TWENTY-FIRST  CENTURY. 


Capital  Markets 


MONEY  &  INVESTMENTS 


Junk  bonds  are  trading  at  untisually  rich 
yields  relative  to  Treasurys.  Some — but  by 
no  means  all — are  great  buys. 

HIGH-GRADE  JUNK 


By  Ben  WdMrman 


The  message  to  junk  bond  investors 
about  the  need  for  solid  analysis  and 
investing  caution  was  never  more 
explicit  than  during  that  week  in 
June  when  $900  million  (face  value) 
of  Integrated  Resources  debt  hit  the 
fan.  Some  of  these  bonds  lost  more 
than  half  their  market  value.  As  an 
example,  the  12V4%  senior  subordi- 
nated notes  due  1998  that  Drexel 
Bumham  had  marketed  for  Integrat- 
ed a  year  ago  at  100  hit  26.  They 
dropped  a  full  40  points  between 
June  16  and  June  23. 

That's  the  downside  of  junk  bond 
investing.  The  upside  is  the  fat  yield 
that  investors  can  get  on  junk  debt. 
And  if  you  are  smart  enough  to  buy 
when  yields  are  fat  and  sell  when 
yields  are  more  meager,  you  have  a 
capital  gain.  (Because  of  widening 
•spreads,  junk  bonds  have  underper- 
formed  Treasurys  so  far  this  year.) 

Chet  Ragavan,  a  fixed-income  an- 
alyst at  Merrill  Lynch,  tracks  bond 
yields  with  a  series  of  indexes,  the 
fixed-income  equivalents  of  the 
Dow.  As  of  late  July,  he  says,  the 
yield  premium  for  junk  debt  over 
ten-year  Treasurys  was  5.4  percent- 
age points;  yields  on  junk  average 
13.5%,  against  just  over  8%  on  ten- 
year  Treasury  notes. 

Ben  Weberman  is  a  contributing  editor  of 
Forbes  magazine. 


This  yield  gap  is  now  so  fat  that 
even  cautious  investors  can  no 
longer  simply  ignore  junk  bonds. 

Junk  is  defined  as  anything  with 
an  S&.P  rating  of  BB  or  lower,  or  a 
Moody's  Ba  or  lower.  Historically, 
the  rich  yields  on  low-rated  bonds 
have  been  sufficient  to  more  than 
compensate  for  the  occasional  de- 
fault, and  thus  to  give  these  bonds  a 
higher  total  return  than  that  avail- 
able on  high-quality  bonds. 

Given  this  historical  yield  advan- 
tage, junk  bond  bulls  have  tradition- 
ally argued  that  junk  bonds  are  a 
buy  whenever  the  spread  over  Trea- 
surys is  more  than  4% .  But  even  the 
bulls  say  you  have  to  be  selective. 
Buying  Treasurys  is  a  matter  of  in- 
terest rate  projections  alone.  Buying 
junk  bonds  is  akin  to  buying  stocks. 
You  have  to  project  a  company's 
cash  flow. 

As  an  example  of  a  winner.  Public 
Service  Co.  of  New  Hampshire  15% 
debentures  due  2003,  which  have  a 
relatively  low  claim  on  assets  and 
cash  flow,  traded  below  25  in  Janu- 
ary 1988.  With  the  company  in 
bankruptcy,  the  15%  coupon  has 
not  been  paid  since  May  1987.  But 
the  bond  has  nonetheless  risen  to 
80,  delivering  a  220%  total  return  in 
a  year  and  a  half,  all  in  the  form  of 
capital  gain.  With  financial  prob- 
lems of  the  Seabrook  nuclear  reac- 
tor possibly  near  solution,  further 
improvement  and  resumption  of  in- 
terest payments  are  quite  possible. 

James  D.  Bennett,  chief  executive 
of  R.D.  Smith  &.  Co.,  a  boutique 
broker  specializing  in  bankrupt 
company  securities,  expects  his 
universe  of  potential  buys  to  expand 
in  the  next  recession.  There  are  a  lot 
of  leveraged  buyouts  and  defensive 
recapitalizations  that  could  wind  up 


on  the  brink.  Some  will  go  over  the 
edge,  but  others  will  not.  Since  all 
will  be  depressed,  big  money  will  be 
made  in  picking  the  good  ones. 

Public  Service  Co.  of  New  Hamp- 
shire is  on  R.D.  Smith's  buy  list, 
along  with  MCorp  and  ltv.  MCorp 
debt  is  currently  trading  around  43, 
only  a  few  points  above  this  year's 
lows.  R.D.  Smith  calculates  that  a 
payout  of  61  cents  per  dollar  of  face 
value  on  the  subordinated  floating 
rate  notes  due  1997  would  generate 
a  45%  annual  rate  of  return,  while  a 
somewhat  optimistic  projection, 
with  a  payout  of  100  cents,  indi- 
cates a  65%  annual  return.  The  risk: 
that  the  feds,  faced  with  the  cost  of 
paying  off  depositors  at  some  of 
MCorp's  subsidiary  banks,  will  find 
a  way  to  get  their  hands  on  parent 
company  assets. 

LTV  subsidiaries'  debt  stands  a 
better  chance  of  repayment  than 
does  the  parent  company  debt.  R.D. 
Smith  recommends  the  first  mort- 
gage bonds  of  Jones  &  Laughlin 
Steel,  currently  trading  at  72. 

Among  bonds  that  are  facing 
trouble  and  that  Bermett  is  not  yet 
ready  to  recommend  are  those  of 
Resorts  International,  mdc  Hold- 
ings and  Integrated  Resources. 
Among  retailers,  Bennett  is  particu- 
larly leery  of  Federated  Department 
Stores,  which  has  $4.6  billion  of 
debt  outstanding. 

A  good  number  of  junk  bond  issu- 
ers have  already  gone  under.  Among 
bankrupt  companies  with  bonds 
outstanding,  John  C.  Boland,  who 
turns  out  a  bankruptcy  newsletter 
in  Baltimore,  likes  Todd  Shipyards. 
This  company,  which  entered 
Chapter  11  proceedings  in  1987, 
saw  its  senior  subordinated  14s  of 
1996  fall  as  low  as  33  in  December 
1987.  The  bonds  have  recovered  to  a 
recent  86,  and  Boland  sees  a  poten- 
tial for  bondholders  to  come  out 
with  100  or  more  in  a  reorganiza- 
tion before  year-end. 

On  the  other  hand,  Boland  men- 
tions Global  Marine  Inc.  as  a  case  of 
everything  going  wrong  that  can  go 
wrong.  In  a  business  (offshore  oil 
drilling)  undergoing  severe  competi- 
tion, holders  of  $400  million  face 
value  of  debt  received  a  package  of 
common  and  warrants  worth  little 
more  than  5  cents  on  the  dollar. 

With  500  basis  points  separating 
junk  from  quality,  it  would  be  fool- 
ish to  turn  one's  back  on  the  junk. 
But  that  interest  rate  advantage 
would  quickly  vanish  if  one  chose 
the  wrong  junk  bonds.  ■ 
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Portfolio  Strategy 


MONEY  &  INVESTMENTS 


Pleasant  surprises  make  for  stock  market 
profits;  bad  ones  for  losses  Look  for 
stocks  with  good  potential  for  the  former. 

THE  "S"  FACTOR 


By  Kenneth  L.  Fisber 


I  am  getting  increasingly  keen  on 
the  stock  of  Greyhound  Corp.  (35). 
It's  got  what  I  call  the  "S"  factor— 
the  possibility  of  a  big  surprise  tied 
to  a  stock  so  cheap  you  should  make 
money  even  without  the  surprise. 

Stocks  that  have  the  "S"  factor 
can  make  you  big  money.  The  big 
swings  in  stocks  come  when  most 
folks  are  surprised,  either  for  good 
or  bad.  What's  the  potential  surprise 
in  Greyhound?  The  fact  that  few 
folks  know  what  a  good  company  it 
is.  Nobody  knows  what  it  does.  Ask 
most  professional  investors  what 
Greyhound  does  and  you  will  get  a 
yavsm  and  a  joke  about  a  "doggy" 
company.  Greyhound  doesn't  run 
all  those  buses  all  over  America 
anymore — but  few  know  what  it 
does  instead. 

Yes,  it  still  makes  buses,  but 
that's  only  about  13%  of  revenue. 
Much  more  important  is  a  long  line- 
up of  great  consumer  names:  Dial 
soap,  Purex  bleach,  Brillo  soap  pads, 
Sno-Bol  toilet  cleaner,  Parson's  am- 
monia, 20  Mule  Team  Borax,  Bor- 
axo  and  Borateem.  All  wonderful 
consumer  franchises — and  unrecog- 
nized on  Wall  Street. 

Those  are  names  on  which  mega- 

Kenneth  L  Fisher  is  a  Woodside.  Calif-based 
money  matiager  He  has  urittett  tufj  hooks 
Tlie  Wall  Street  Waltz  and  Super  StiKks. 


bucks  have  been  spent  on  advertis- 
ing over  many  decades — ingraining 
them  in  our  minds.  Who  can  purge 
themselves  of:  "Don't  you  use  Dial? 
Don't  you  wish  everybody  did?" 
Once  in  the  habit  of  buying  a  toilet- 
ry brand,  folks  tend  to  stick  with  it. 

If  Greyhound's  consumer  prod- 
ucts were  priced  on  Wall  Street  the 
way  other  leading  consumer  prod- 
ucts firms  are,  you  would  be  getting 
the  rest  of  Greyhound  for  free.  The 
biggest  chunk  of  that  remainder  is 
another  unique  franchise.  Go  eat  at 
an  airport  and  get  outraged  at  the 
high  price  of  your  food.  Then  slowly 
appreciate  that  the  bottom  of  your 
receipt  often  says  in  little  letters, 
"Dobbs."  Greyhound  is  Dobbs, 
which  by  my  count  is  also  worth 
about  as  much  as  the  market's  cur- 
rent price  tag  for  all  of  Greyhound. 

Anything  wrong  with  Grey- 
hound? Sure.  Too  much  debt.  Its 
tiny  finance  subsidiary  has  more 
debt  than  parent  Greyhound  has  to- 
tal equity.  As  with  most  small  fi- 
nance subs,  this  one  makes  no 
sense;  Greyhound  should  sell  it. 
Then  if  it  sold  the  busmaking  line,  I 
think  you  would  see  an  almost  in- 
stant 50%  stock  price  bounce.  At 
36%  of  revenue  and  a  hair  over  book 
value.  Greyhound  is  too  cheap. 

Another  surprise  is  apt  to  be  Coors 
(21,  o-t-c).  My  firm  recently  sur- 
veyed a  handful  of  brewery  compet- 
itors and  suppliers.  We  heard  a  clear 
consensus:  that  Coors  suffers  from 
having  a  single  plant  and  low  mar- 
ket share  relative  to  Budweiser  and 
Miller — so  Coors'  advertising  and 
transportation  costs  per  unit  are 
high.  True,  but  untrue.  Anheuser- 
Busch  and  Philip  Morris  have 
gained  market  share  for  Bud  and 
Miller,  but  Coors  has  boosted  mar- 


ket share,  too.  More  important,  a 
less  competitive  market  probably 
looms  for  beer.  After  decades  of  con- 
solidation, brewing  has  shrunk 
from  hundreds  of  firms  to  a  handful. 

Anheuser-Busch  has  gained  mar- 
ket share  steadily  to  just  over  40% . 
Any  good  student  of  competitive 
strategy  knows  th^t  it's  a  powerful 
plus  to  get  and  keep  high  relative 
share,  but,  that  as  share  starts  ex- 
ceeding 40%,  gaining  more  proba- 
bly costs  more  than  it  contributes. 
Bud  will  have  little  incentive  to  pur- 
sue profitless  further  growth. 

Another  ricochet-type  surprise 
may  come  soon  from  Miller.  Coors 
may  be  a  huge  wiimer  from  the  rjr 
leveraged  buyout,  which  could 
dampen  competition  in  beer.  Why? 
Philip  Morris  has  decided  to  use 
rjr's  LBO-induced  weak  financial 
condition  as  an  opportunity  to  gain 
permanent  yardage  against  it  in  to- 
bacco, Philip  Morris'  prime  turf.  But 
stretched  thin  by  $13  billion  of  its 
own  debt  and  an  earnings-sensitive 
stock  market,  Philip  Morris  almost 
must,  despite  protestations  to  the 
contrary,  become  less  aggressive 
with  Miller  beer,  going  for  maxi- 
mum cash  flow  rather  than  for  max- 
imum growth,  as  it  did  in  the  past. 
Instead  of  blowing  big  bucks  on 
market-share-oriented  ad  cam- 
paigns. Miller  is  apt  to  be  a  new 
voice  speaking  to  less  competitive 
pressure  in  beer. 

I  wouldn't  even  be  surprised  to 
see  Philip  Morris  sell  Miller  before 
too  long.  If  it  did,  there  would  be 
only  a  few  logical  buyers,  and  who 
tops  the  list?  You  guessed  it.  If  debt- 
free  Coors  bought  Miller,  it  would 
be  the  ultimate  surprise — a  whole 
new  ball  game,  with  30%  market 
share,  and  a  stock  that  would  move 
almost  overnight  from  selling  at 
40%  of  sales  and  65%  of  book  value 
to  twice  those  levels — and  even 
then  still  be  at  deep  discounts  from 
Bud's  valuations. 

Don't  think  stodgy  old  Coors 
could  be  that  aggressive?  Look  at 
what  it's  doing  now — buying  assets 
from  number  three  Stroh's. 

Still  other  stock  situations  where 
I  think  there  may  be  big  surprises: 
American  President  Cos.  (32),  General 
Host  (8)  and  Zenith  Electronics  [\7]. 

To  make  really  big  gains,  work 
the  "S"  factor.  Look  for  whopping 
surprises,  which  by  definition  are 
the  kind  few  people  expect.  But 
stick  with  stocks  so  cheap  that  if 
the  surprises  don't  work  out,  you 
could  make  money  anyway.  ■ 
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Wall  Street  Irregular 


MONEY  &  INVESTMENTS 


By  Hark  Holbert 


Sometimes  it  pays  to  follow  the  market's 
trend,  and  other  times  it  pays  to  buck  it. 

RELATIVE 

STRENGTH  IS 

ABSOLUTELY  HOT 


HFD,  however,  are  two  that  pursue  a 
more  or  less  pure  relative  strength 
approach.  Their  recent  success  is 
significant. 

One  of  these  pure  relative 
strength  plays  is  the  "traders  portfo- 
lio" of  Dan  Sullivan's  The  Chartist. 
Over  the  first  six  months  of  1989, 
The  Chartist  was  ahead  of  the  S&.P 
500's  total  return,  29.6%  to  16.5%. 
The  other  is  the  "relative  strength" 
model  portfolio  recommended  by 
William  Chidester's  Personal  Portfo- 
lio Manager.  This  gained  20.5%  over 
the  same  period — a  particularly  re- 
markable feat  given  that  Chidester 
has  remained  30%  in  cash. 

In  contrast,  the  portfolios  that  in- 
vest in  out-of-favor  stocks  have 
lagged  the  market.  For  example, 
Chidester  also  recommends  a  "rela- 
tive value"  model  portfolio  that  in- 
vests in  undervalued  stocks  identi- 
fied by  such  criteria  as  low  ratios  of 
price  to  earnings,  sales  and  book 
value.  Over  1989's  first  half,  this 
portfolio  gained  just  4.6%.  Similar- 
ly, Gerald  Perritt's  recommended 
stocks  in  his  Investment  Horizons, 
also  chosen  according  to  out-of-fa- 
vor criteria,  gained  an  average  of 
only  4.8%. 

The  market  hasn't  always  re- 
warded relative  strength  strategies 
so  richly.  Dan  Sullivan's  The  Chartist 
is  one  of  only  five  newsletters 
among  those  I  have  followed  that 
have  beaten  the  S&.P  500's  total  re- 
turn over  the  last  nine  years.  But 
since  I  began  tracking  his  trading 
portfolio  at  the  beginning  of  1983,  it 
lagged  the  market  averages  in  1984, 
1987  and  1988. 

However,  the  fact  that  Sullivan's 
traders'  portfolio  lagged  the  market 
last  year  may  not  be  the  fault  of  the 
relative    strength    approach   itself. 


"Buy  low,  sell  high,"  say  the  con- 
trarians, "buy  when  the  blood  is 
running  in  the  streets."  Au  con- 
traire,  say  the  devotees  of  relative 
strength,  who  think  a  stock  that  has 
outperformed  the  market  probably 
will  continue  to  do  so.  Their  slogan: 
"Buy  high,  sell  higher." 

Can  both  be  right?  Paradoxically, 
the  answer  is  yes.  But  they  won't 
both  be  right  at  the  same  time.  The 
task  facing  the  investor,  therefore, 
is  to  figure  out  what  kind  of  market 
exists  now — a  buy-cheap  market  or 
a  follow-the-leader  market. 

I  believe  this  is  an  important  rea- 
son for  studying  the  investment  let- 
ter universe.  By  observing  what 
happens  to  the  myriad  newsletters, 
each  pursuing  a  different  strategy,  it 
is  possible  to  discover  a  lot  about 
the  market's  mood.  And  right  now, 
investment  letter  performance  as 
monitored  by  my  Hulbert  Financial 
Digest  is  saying  that  relative 
strength  is  hot. 

Many  advisers  make  use  of  rela- 
tive strength  analysis.  But  often 
their  portfolios  mix  in  other  meth- 
ods, too.  Among  the  several  hvm- 
dred  letters'  portfolios  followed  by 


Mark  Hulbert  is  editor  of  the  Alexandria, 
Va-based  Hulbert  Financial  Digest.  His 
newest  book  is  The  Hulben  Guide  to  Finan- 
cial Newsletters  (Probus  Publishing). 


since  he  stayed  in  cash  during  the 
first  several  months.  And  Chides- 
ter's relative  strength  portfolio  was 
a  standout  in  1988,  gaining  53%, 
suggesting  that  it  wasn't  necessarily 
such  a  bad  relative  strength  year. 
(His  newsletter  was  formed  in  late 
1987,  so  there's  no  telling  how  it 
would  have  fared  in  prior  years.) 

Is  there  a  lesson  to  draw  from  the 
fact  that  Sullivan's  generally  suc- 
cessful relative  strength  approach 
lagged  during  1984  and  1987,  the 
two  least  bullish  years  of  the  last 
six?  Maybe.  Several  academic  stud- 
ies have  been  conducted  on  relative 
strength,  including  some  by  Market 
Logic's  editor,  Norman  Fosback. 
They  suggest  that  relative  strength 
does  have  a  definite  tendency  to 
work  best  during  strongly  uptrend- 
ing  markets  and  less  well  during 
and  following  weak  markets. 

As  Fosback  puts  it  in  his  compre- 
hensive book  on  market  phenome- 
na. Stock  Market  Logic:  "At  major 
bear  market  troughs  .  .  .  relatively 
weak  stocks  tend  to  bounce  up  fast- 
est, while  stocks  which  have  failed 
to  decline  much  in  the  preceding 
bear  market  [i.e.,  the  ones  with  the 
greatest  relative  strength]  are  often 
stodgy  issues  which  rarely  provide 
outstanding  profits  in  any  kind  of 
market." 

Both  Sullivan  and  Chidester  be- 
lieve the  current  uptrend  has  at 
least  some  more  distance  to  go.  And 
they  are  finding  no  shortage  of 
stocks  that  satisfy  their  particular 
application  of  relative  strength. 

Among  the  24  stocks  that  Sulli- 
van currently  rates  highest  on  rela- 
tive strength  are  la  Gear  (64),  which 
makes  athletic  footwarc;  mci  Com- 
munications (40,  o-t-c),  the  tele- 
phone company;  Sci-Med  Life  Systems 
(71,  o-t-c),  which  produces  dispos- 
able medical  products;  and  Sea  Con- 
tainers (68),  which  manufactures 
marine  cargo  containers. 

Most  recently  added  to  Chides- 
ter's relative  strength  portfolio  are 
four  over-the-counter  issues:  isi 
Lighting  (II),  the  principal  supplier 
of  lighting  systems  to  gasoline  stA- 
tions;  Markel  Corp.  (22),  an  insurance 
company;  Comair  Holdings  (14),  an 
Ohio-based  regional  airline;  and 
Osmonics  (20),  a  water  purification 
and  pollution  control  company. 

The  strong  uptrend  in  stocks  over 
the  past  year  has  been  ideal  for 
stocks  such  as  these.  And  as  long  as 
that  trend  persists,  relative  strength 
suggests  that  they  should  continue 
to  be  strong — absolutely.  ■ 
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ASHLAND  OIL,  INC.  N 

Ashland  Oil  Division  Completes  Acquisition 

of  66  Retail  Units  from  Southland 

Ashland,  Ky.  (July  26,  1989— SuperAmerica,  the  retail 
gasoline  marketing  division  of  Ashland  Oil,  Inc.  (I^YSE; 
ASH),  today  announced  that  it  has  completed  the  acquisi- 
tion of  66  7-Eleven  properties  in  Minnesota  and  Wisconsin 
from  The  Southland  Corporation. 

Of  the  66  properties  involved  in  the  transaction,  54  are 
located  in  the  Minneapolis/St.  Paul  area.  SuperAmerica 
already  operates  73  retail  stores  in  the  Twin  Cities  that  offer 
both  gasoline  and  a  m6e  range  of  food  and  consumer  items. 
About  half  of  the  7-Eleven  retail  units  that  were  acquired 
market  gasoline  and  merchandise,  while  the  remainder 
market  merchandise  only.  Seven  of  the  properties  are  not 
operating  7-Eleven  stores. 

"The  addition  of  the  7-Eleven  units  is  very  compatible 
with  our  existing  operations  in  the  Twin  Cities,"  explained 
John  F.  Pettus,  president  of  SuperAmerica.  "SuperAmerica 
already  has  a  strong  presence  in  the  suburbs,  while  the  7- 
Eleven  units  are  primarily  urban  locations.  The  combination 
gives  a  strong,  uniform  presence  in  this  important  market." 

Pettus  said  the  7-Eleven  units  will  be  rebranded  under 
the  SuperAmerica  brand,  and  improvements  are  planned  for 
many  of  the  outlets. 

SuperAmerica  is  engaged  in  retail  marketing  of  gasoline 
and  merchandise  through  590  high-volume  stores  in  18 
states  from  the  Upper  Midwest  to  the  Ohio  Valley,  and 
Florida.  The  division  also  markets  gasoline  under  other 
brand  names  in  nearly  1,500  other  company-  or  dealer- 
operated  outlets. 

Southland  is  the  world's  largest  convenience  retailer,  with 
approximately  7,000  7-Eleven  and  other  convenience  units  in 
the  United  States  and  Canada  that  are  supported  by  the  five 
Southland  Distribution  Centers  and  the  Southland  Foods 
Division's  six  food  centers  More  than  5,400  additional  7- 
Eleven  stores  are  operated  by  area  licensees  and  affiliates  in 
the  US.  and  19  foreign  countries.  Southland  also  owns  a  50- 
percent  interest  in  Citgo  Petroleum  Corporation 

Based  in  Ashland,  Ky.,  Ashland  Oil,  Inc.  is  the  55th 
largest  publicly  held  industrial  corporation  in  the  United 
States  and  is  engaged  in  petroleum  refining,  transportation 
and  wholesale  marketing;  retail  gasoline  marketing;  motor 
oil  marketing;  chemicals,  highway  construction;  coal;  and 
oil  and  gas  exploration  and  production. 

(Contact;  Roger  Schrum,  Communications  Dept.,  Ashland 
Oil.  Inc.,  P.O  Box  391,  Ashland,  Kentucky  41114.  (Phone 
(606)  329-4061.) 

ASHLAND  OIL,  INC.  N 

Gomory  Elected  To  Ashland  Oil  Board 

Ashland,  Ky.,  July  25,  1989-  Ralph  E  Gomory,  president 
of  the  Alfred  P  Sloan  Foundation,  has  been  elected  to  the 
board  of  directors  of  Ashland  Oil,  Inc.  (NYSE;  ASH),  accord- 
ing to  John  R.  Hall,  Ashland  chairman  and  chief  executive 
officer. 

Gomory,  60,  earned  a  bachelor's  degree  from  Williams 
College  in  1950,  and  a  doctorate  in  mathematics  from 
Princeton  University  in  1954  After  serving  in  the  U.S.  Navy, 
he  returned  to  Princeton  University  where  he  was  the 
Higgins  Lecturer  in  Mathematics  from  1956  to  1958.  He  is  a 
native  of  New  York  City. 

Before  being  named  president  of  the  Alfred  P  Sloan 
Foundation,  Gomory  was  senior  vice  president^science  and 
technology  for  International  Business  Machines  Corporation 
(IBM)  He  )0ined  IBM  as  a  research  mathematiciii  m  1959 
After  serving  in  various  research  positions,  l  :ecame 
director  of  research  in  1970,  and  was  elected  vice ;  ~  .!ent 
in  1973  IN  1983,  Gomory  was  named  to  the  cl 
Corporate  Management  Board  and,  in  1986,  he 
senior  vice  president  for  science  and  technology. 

Gomory  joined  the  Foundation  in  1989,  where  h«  cdi 
served  as  Trustee.  The  Foundation  was  established  in  1934 


by  the  former  chairman  and  chief  executive  officer  of 
General  Motors  Co.,  Alfred  P.  Sloan.  The  Sloan  Foundation  is 
a  philanthropic  organization  which  primarily  supports  high- 
er education. 

Gomory  is  a  member  of  the  National  Academy  of  Sci- 
ences, the  National  Academy  of  Engineering  and  the  Ameri- 
can Academy  of  Arts  and  Sciences.  He  is  a  Fellow  of  the 
Econometric  Society,  and  has  received  numerous  awards 
including  the  National  Medal  of  Science  from  President 
Ronald  Reagan  in  1988,  which  recognized  his  individual 
work  and  technical  leadership. 

"We  are  pleased  to  have  Dr.  Gomory  serve,"  said  Hall. 
"His  extensive  professional  and  technical  experience  will  be 
a  valuable  addition  to  Ashland's  board." 

Ashland  Oil  is  the  nation's  55th  largest,  publicly  held 
industrial  corporation  engaged  in  petroleum  refining,  trans- 
portation and  marketing;  retail  gasoline  marketing;  motor 
oil  marketing;  chemicals;  coal;  highway  construction;  and 
oil  and  gas  exploration  and  production. 

(Contact;  Tom  Dalesio,  Communications  Dept..  Ashland 
Oil.  Inc.,  P.O.  Box  391,  Ashland,  Kentucky  41114.  (Phone 
(606)  329-4061.) 

ASHLAND  OIL,  INC.  N 

Ashland  Reports  Earnings  for  Fiscal  Third  Quarter 

Ashland,  Ky.— July  24.  1989— Ashland  Oil,  Inc.  (NYSE: 
ASH)  today  reported  net  income  of  $44  million,  or  78  cents  a 
share,  for  its  fiscal  third  quarter  ended  June  30,  1989.  This 
compares  to  net  income  of  $57  million,  or  $1.02  a  share  in 
last  year's  quarter  Sales  and  operating  revenues  were  $2.2 
billion  in  the  1989  quarter  and  $2.1  billion  a  year  ago. 

For  the  nine  months  ended  June  30,  1989,  Ashland  had 
net  income  of  $126  million,  or  $2  26  a  share  This  compares 
to  net  income  of  $118  million,  or  $2  10  a  share,  excluding 
the  cumulative  effect  of  the  earty  adoption  of  a  required 
change  in  accounting  for  income  taxes.  The  change  added 
$40  million,  or  71  cents  a  share,  to  last  year's  results.  Sales 
and  operating  revenues  were  $6  2  billion  for  the  first  nine 
months  of  1989,  compared  to  $6  billion  last  year 

"Although  earnings  declined  for  the  quarter,  they  remain 
ahead  of  last  year  for  the  nine  months, "  said  John  R.  Hall. 
Ashland  Oil  chairman  and  chief  executive  officer. 

"The  quarter's  decline  was  largely  due  to  disappointing 
results  from  the  engineering  and  construction  segment  The 
segment  had  $24  million  in  operating  income  in  last  year's 
quarter,  but  experienced  a  $4  million  loss  in  the  quarter  just 
ended. "  Hall  said. 

The  segment  consists  of  APAC  highway  construction 
operations.  Ashland  Technology  Corp  and  other  engineering 
operations,  including  Riley  Consolidated.  Inc..  and  Beaird 
Industries. 

"Operating  income  from  APAC  construction  operations 
declined  significantly  due  to  an  unusually  wet  spring  which 
prevented  normal  construction  activity, "  Hall  said.  'In 
addition.  Riley  Consolidated  is  continuing  to  experience 
losses  related  to  cost  overruns  on  certain  boiler  contracts. 

"However,  Ashland  Petroleum  Company,  Ashland  Chemi- 
cal and  Ashland  Exploration,  Inc.,  improved  their  results, 
while  SuperAmerica  showed  continuing  strength. "  Hall  said. 

"Ashland  Petroleum's  operating  income  of  $53  million 
was  up  16  percent  from  last  year's  quarter,  although  the 
impact  of  maintenance  turnarounds  at  two  refineries  kept 
the  company  from  enjoying  the  full  benefit  of  exceptionally 
strong  refining  margins  in  the  earty  part  of  the  1989 
quarter,"  he  continued. 

The  Company's  67.000  barrel-a-day  refinery  at  St  Paul 
Park,  Minn ,  underwent  a  major  maintenance  turnaround 
early  in  the  quarter  A  similar  turnaround  at  the  213,000  b/d 
Catlettsburg,  Ky ,  refinery  was  completed  at  the  end  of 
March  and  also  affected  third-quarter  results. 

Hall  added  that  $30  million  in  operating  income  from 
Ashland  Chemical  was  a  record  for  any  quarter,  but  noted 
tnat  there  had  been  some  softening  in  chemical  prices  and 
demand  as  the  pace  of  economic  growth  has  slowed. 


"Ashland  Exploration's  operating  income  of  $4  H 
was  substantially  higher  than  the  1988  quarter, 
domestic  natural  gas  revenues  and  profit  contributior 
Nigerian  operations  were  key  factors  in  the  improve 
he  said,  "in  addition,  SuperAmerica's  operating  inc 
$9  million  nearly  equaled  its  1988  record  third-( 
performance." 

Hall  added  that  operating  income  from  Valvol 
Company,  while  lower  for  the  quarter,  was  up  sligthly 
nine  months.  Equity  income  from  coal  operations  d( 
in  part  because  of  Ashland's  smaller  ownership  pos 
Ashland  Coal,  Inc.  The  United  Mine  Workers'  stril 
affected  the  operations  and  financial  results  of  bet 
land  Coal  and  Arch  Mineral  Corporation  in  June. 

Commenting  on  current  conditions  in  the  refining 
try.  Hall  said  that  refining  margins  have  declined  i:o 
ably  since  April.  "They  are  still  at  profitable  levels, 
below  the  record  margins  achieved  at  this  time  la; 
Although  we  are  optimistic  that  Ashland  Petroleum  w 
a  satisfactory  fourth  quarter,  we  do  not  expect  it  t( 
last  year's  record  quarter. 

"Despite  such  adverse  factors  as  lower  refining  m 
a  slowing  economy  and  problems  in  the  engineerii 
construction  sergment,  we  remain  optimistic  that 
1989  will  be  a  reasonable  year  for  Ashland, "  Hall  s 

"For  the  longer  term,  we  continue  to  believe  that  i 
industry  fundamentals  are  improving  and  that  our  < 
of  investing  m  related  growth  areas  will  continue  t 
shareholder  value  " 

(Contact;  William  HartI,  Director-Financial  Comn 
tions,  Ashland  Oil,  Inc.,  535  Madison  Ave.,  New  Yi 
10022.  Phone  (212)  421-1250.) 

AMETEK,  INC. 

AMETEK  REPORTS  RECORD  SALES, 
INCREASED  EARNINGS  IN  SECOND  QUARTER! 

Paoli.  PA  (JULY  24,  1989)  AMETEK,  Inc.  (nyse/pi 
reported  record  sales  and  increased  earnings  in  its  ^ 
quarter  The  industrial  manufacturer  said  that  its  six' 
results  were  the  best  in  the  restructured  company's 
with  sales  up  ten  percent  and  net  income  six  perceni 
income  from  continuing  operations  last  year 

Sales  in  the  second  quarter  ended  June  30  reached  < 
million,  highest  for  any  three  month  period  in  the  con  i 
history,  and  produced  net  income  of  $  10.9  million  or  2 1 
per  share.  Results  for  the  second  quarter  last  year  i 
income  from  continuing  operations  at  $10  million  or  2i 
per  share  earned  on  sales  of  $133.4  million. 

Charges  related  to  the  spin-off  of  Ketema.  Inc.  anc{ 
incurred  by  Ketema  businesses  reduced  net  ini 
1988's  second  quarter  to  $4.1  million  or  10  cents 
The  spin-off  of  Ketema  was  completed  in  the  fourth' 
of  1988  when  the  new  company's  shares  were  distrit 
AMETEK  stockholders 

This  year's  six  month  results  showed  net  income  ol 
million  or  50  cents  per  share  earned  on  sales  that 
record  for  the  restructured  company  at  $289.2  millioril 
first  half  of  1988,  income  from  continuing  operatic 
$21  million  or  48  cents  per  share  earned  on  sales  of 
million 

Net  income  in  last  year's  first  half  was  increas( 
million  or  8  cents  per  share  by  a  change  in  accoun 
income  taxes,  and  reduced  by  charges  and  losses  re' 
the  spin-off  totaling  $6.3  million  or  14  cents  per 
resulting  in  net  income  of  $  18.3  million  or  42  cents  pe 

This  year's  first  half  results  benefited  from  cost  c 
ment  programs  begun  last  year  and  the  additional 
tivity  of  new,  more  efficient  automated  manufa 
facilities,  according  to  AMETEK  president  John  P. 
Iides.  "That  our  efforts  are  paying  off  is  indic< 
improved  pretax  operating  income,  up  12  percent  int 
half  and  17  percent  in  the  current  quarter  The  st 
growth  IS  coming  from  our  Instruments  and  Im 
Materials  groups,  where  several  divisions  continue  ti 
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ir  capacity,"  Dandalides  said.  "New  production  facilities 
being  completed  for  the  Plymouth  water  filtration 

iiness  and  our  high-purity  powdered  metals  business, 
-!  jciaity  Metal  Products,  which  are  both  experiencing  very 

Dng  demand. 

"in  the  second  half  of  the  year,"  Dandalides  added, 

e"ll  be  installing  more  advanced  automated  systems  at 

Westchester  Plastics  plants  and  will  begin  work  on  a 
\  y  East  Coast  plant  for  Microfoam,  our  packaging  materi- 
■i  business."  Dandalides  indicated  that  the  company  was 
refully  monitoring  new  order  rates  in  its  Electro-mechani- 
;(  group,  where  a  short-term  decrease  in  demand  for 
:(Ctric  motors  may  be  related  to  a  slowing  in  consumer 

:nding. 


Three  Months  Ended  June  30, 


1 

1989 

1988 

fs 

$145,158,000 

$133,447,000 

=1  me  from  continuing 

1  Delations 

10.898,000 

10.012.000 

'   T  spun  off 

ions 

— 

(2.057.000) 

ior  cost  of  spin-off 

(09  pec  shate) 

— 

(3,825.000) 

'  income 

10,898,000 

4,130,000 

1  lings  per  stiare: 

;  icome  from  continuing  operations 

.24 

.23 

1  el  income 

.24 

.10 

age  shares  outstanding 

44,223,871 

43,965,646 

;■ 

Six  months  ended  June  30, 

1 

1989 

1988 

|..S 

$289,216,000 

$262,332,000 

'  me  from  continuing  operations 

22,202.000 

20.993.000 

from  spun  off  operatons 

— 

(2.486.000) 

•1  ision  for  cost  of  spm-oft 

..  i.09  pet  share) 

— 

(3,825,000) 

'  me  before  accounting  change 

22,202,000 

14,682,000 

1  nge  in  accounting  for  income  taxes 

— 

3,633,000 

S!(  income 

22,202,000 

18,315,000 

.1  ings  per  share: 

ome  from  continuing  operations 

.50 

48 

:  •  ome  before  accounting  change 

.50 

.34 

■  i  income 

.50 

.42 

age  shares  outstanding 

44,149,843 

43,952,546 

..;Contact;  Darrah  Ribble,  AMETEK,  Inc.,  Station  Square 

,'),  Paoli,  Pa.  19301.  Phone:  (215)  647-2121.) 
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LEFLEX  INCORPORATED  A 

.EFLEX  INCOME  AND  REVENUES  INCREASE  IN  SECOND  QUARTER 

-IMERICK,  PA,  July  13, 1989— Teleflex  Incorporated  (ASE- 
)  today  reported  that  net  income  for  the  second  quarter 
led  June  25,  1989  increased  by  15%  to  $7,220,000 
ipared  to  $6,284,000  for  the  same  three  months  last  year, 
enues  increased  11%  to  $90,606,000  for  the  quarter 
5us  $81,535,000  for  the  same  period  in  1988.  Earnings 

share  advanced  14%  to  $.66  from  $.58  last  year. 

^et  income  for  the  first  six  months  of  1989  increased 

c  to  $14,043,000  or  $1.29  per  share  compared  to 

996,000  or  $1.11  per  share  for  the  same  period  in  1988. 
jes  rose  14%  to  $180,974,000  compared  to 
j72,000  last  year. 

MPARATIVE  SUMMARY  OF  REVENUES  AND  EARNINGS 

(Unaudited) 


Three  Mondis  {nded 

Six  Months  Ended 

June  25, 

June  26, 

June  25, 

lure  26, 

1989 

1988 

1989 

1988 

$90,606,000 

$81,535,000 

$180,974,000 

$159,072,000 

$10,775,000 

■    $9,524,000 

$20,959,000 

$18,176,000 

S7,220,000 

$6,284,000 

$14,043,000 

$11,996,000 

et  share                 S.66 

$58 

$1.29 

$111 

landing 

10,770,000 

10,652,000 

eflex  Incorporated  is  a  company  which  solves  engi- 
1  ring  problems  by  the  development  and  application  of 
I '  specialized  technologies. 
Contact:  John  H.  Remer,  Vice  Chairman  &  Chief  Admin- 
I  ative  Officer  or  John  F.  Schoenfelder,  Vice  President, 
'•  -etary  &  Treasurer,  Teleflex  Incorporated.  155  South 
^enckRoaOjmeric^^ 

f  ITED  TELECOMMUNICATIONS.  INC.  N 

UNITED  TELECOM  POSTS  SHARP  EARNINGS  GAINS 
AS  US  SPRINT  UNIT  CONTINUES  PROFIT  GROWTH 
WITH  FIRST  BILLION-DDLUR  REVENUE  QUARTER 

^^NSASCITY,M0,Julyl8, 1989— United  Telecommunica- 

Inc.  earnings  per  share  for  the  first  half  of  1989 

:sedto$1.59,  up  118  percent  from  73  cents  in  the  first 

inths  of  1988,  President  William  T.  Esrey  announced 

ey  said  United  Telecom's  significant  first  half  im- 
Tient  viras  led  by  strengthening  fundamentals  and 


profitability  at  its  US  Sprint  long  distance  unit.  "Our 
operating  results  at  US  Sprint  improved  by  $298  million  over 
the  first  six  months  of  1988,"  Esrey  said.  "Coupled  with  the 
continuing  strong  performance  of  our  other  companies, 
we've  established  a  very  solid  foundation  for  future  earn- 
ings growth." 

Earnings  per  share  in  the  second  quarter  were  86  cents, 
compared  to  40  cents  in  1988. 

Consolidated  revenues  increased  19  percent  to  $3.62 
billion  from  $3,05  billion  in  the  first  six  months  of  1988.  Net 
income  for  the  first  half  of  1989  increased  121  percent  to 
$166.9  million,  from  $75.4  million  in  the  corresponding 
period  last  year. 

US  Sprint  reported  its  first  billion-dollar  quarter  in  the 
three  months  ended  June  30.  Net  operating  revenues  were 
$1.04  billion  for  the  quarter  and  $2.02  billion  for  the  first  six 
months  of  1989,  up  30  percent  from  the  first  half  of  1988. 

US  Sprint's  operating  income  of  $48.1  million  in  the 
second  quarter  compared  to  an  operating  loss  of  $98.3 
million  in  the  corresponding  quarter  last  year.  For  the  first 
half,  US  Sprint  haci  operating  income  of  $75.6  million, 
compared  to  a  loss  of  $222.7  million  in  the  first  six  months 
of  1988, 

"While  we  have  been  very  successful  competing  in 
established  markets,  we  continue  to  develop  significant  new 
opportunities  for  revenue  grovrth  into  the  1990s,"  Esrey 
said,  "Our  joint  ownership  of  the  PTAT  transatlantic  fiber- 
optic cable  system,  which  will  be  operational  in  August,  will 
be  a  tremendous  asset  for  US  Sprint  in  extending  its  scope 
internationally." 

Also  in  the  second  half  of  1989,  we  will  begin  to  realize 
additional  new  revenues  with  the  initiation  of  service  to 
federal  agencies  as  a  part  of  the  FTS2000  contract,  making 
the  U.S.  government  US  Sprint's  largest  customer,"  he  said. 

United  Telecom's  local  telephone  operations  also  had  a 
solid  first  half  performance.  Revenues  from  local  communi- 
cations services  increased  7  percent  to  $1.3  billion  from 
$1.21  billion  in  the  first  six  months  of  1988.  Operating 
income  was  $315  million,  up  from  $314  million  in  a  strong 
first  half  of  1988. 

Access  line  grovrth  remained  strong  in  the  local  tele- 
phone companies,  with  an  annualized  gain  of  4  percent  in 
the  first  half  of  1989.  Long  distance  calls  originated  in  the 
local  companies  increased  by  12  percent  over  the  calling 
volume  in  the  first  half  of  1988. 

Completion  of  an  exchange  of  properties  with  Contel 
Corporation  marked  another  major  step  in  consolidating  and 
strengthening  United  Telecom's  local  telephone  operations. 
In  the  transaction,  effective  July  1.  United  Telecom  nearly 
doubled  its  presence  m  Kansas  while  reducing  from  19  to  17 
the  number  of  states  in  which  it  operates. 

Revenues  in  United  Telecom's  complementary  business 
group,  led  by  DirectoriesAmerica  and  North  Supply,  were  up 
13  percent  to  $377  million  in  the  first  half  of  1989.  Costs  of 
launching  new  Sprint  Services  operator  and  900  services 
businesses  affected  the  profitability  of  the  group.  Operating 
income  fell  to  $15.1  million  from  $18.3  million  in  the  first 
half  of  1988. 

Sprint  Services,  which  provides  directory  assistance, 
credit  card  validation  and  operator  assistance  for  person- 
to-person  and  collect  calls  for  US  Sprint  customers,  opened 
the  first  of  its  four  regional  operations  centers  in  Kansas 
City  June  30.  It  will  open  additional  centers  in  the  Phoenix, 
Arizona;  Nashville,  Tennessee;  and  Richmond,  Virginia; 
metropolitan  areas  during  the  third  quarter. 

Esrey  said  United  Telecom's  new  Sprint  Gateways  unit, 
which  offers  "900"  services  over  -US  Sprint's  exclusive 
nationwide  fiber-optic  network,  is  rapidly  building  calling 
volume  and  will  contribute  significantly  to  future  corporate 
revenue  and  earnings  growth. 


UNITED  TELECOMMUNICATIONS.  INC. 

(Millions  of  Dollars  Except  Per  Share  Amounts) 

Six  Months  Ended 


Net  Operating  Revenue 

Operating  Income 

Income  from  Continuing  Operations 

Net  Income 

Earnings  Applicable  to  Common  Stock 

Earnings  per  Common  Share 
From  Continuing  Operations 
From  Discontinued  Operations 

Total 


June  30 

1989 

1988 

3.618.8 

3,052,5 

405.8 

109.9 

166.9 

73.4 

166.9 

75.4 

$    165.3 

$   73.8 

$      1.59 

$   0,71 

0.00 

0.02 

$      1.59 

$   0.73 

Average  Common  Shares  (in  OOO's) 


104,051 


101,403 


(Contact:  Don  Forsythe,  Vice  President-Corporate  Com- 
munications, United  Telecommunications,  Inc.  P.O.  Box 
11315,  Kansas  City,  MO  64112.  Phone  (913)  676-3343.) 
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best  way  to 
reach  America's 
most  important 
investors? 


CORPORATE  REPORT 


Once  a  month 

Corporate  Report  Updates 
enables  publicly  held  corpora- 
tions to  announce  important 
developments  to  active  and  in- 
fluential investors  who  regu- 
larly read  Forbes.  This  low  cost, 
informational  advertising 
service  appears  1 2  times  a  year, 
and  for  additional  impact  and 
relevance,  Corporate  Report 
Updates  is  positioned  within 
Forbes  magazine's  popular 
"Money  and  Investment"  edi- 
torial section. 

Forbes'  735,000 
subscribers 

represent  one  of  the  most  im- 
portant investor  markets  in  the 
U.S.  98%  have  investment 
portfolios  with  an  average 
value  of  nearly  $900,000, 
88%  own  corporate  stock  with 
an  average  value  of  $737,000 
and  over  half  are  involved  with 
advising  others  on  investment 
decisions. 

If  your  company 

has  something  to  say  to  power- 
ful executives  and  active  in- 
vestors. Corporate  Report 
Updates  is  the  place  to  say  it. 

Forbes  means  results. 

For  more  information,  call  or 

write: 

Sarah  Madison 

Corporate  Report  Updates 

#601 

5800  Eubank  N.E. 

Albuquerque,  NM  87 111 

(505)275-1282/3 

(505)  293-4647  Fax  Machines 


Insights 


MONEY  &  INVESTMENTS 


Debt  is  almost  always  bad  for  high-tech 
companies — but  it  can  create  bonanzas 
for  speculators  in  their  stocks. 

IS  NOW  THE  TIME 
FOR  LEVERAGE? 


By  Michael  Gianturco 


"My  boy,"  my  aiiorney  urged,  "you 
take  these  two  computers  and  head 
straight  for  Mexico!"  Meaning, 
maybe  I  had  better  find  someplace 
to  hide  them  fast. 

He  was  joking,  sort  of.  On  the 
windy  outskirts  of  Austin,  Tex.,  we 
had  just  been  obHged  to  take  the 
legally  ingenious  step  of  accept- 
ing— in  lieu  of  payment  for  substan- 
tial outstanding  receivables — a 
brace  of  brand  new  minicomputers. 
The  money  had  been  owed  to  my 
own  company  by  the  computers' 
manufacturer,  a  small  publicly  held 
corporation  that  was,  on  that  cer- 
tain day  in  1972,  minutes  away 
from  bankruptcy.  This  was  the  only 
way  we  could  think  of  to  get  our- 
selves paid.  With  computers. 

I  have  since  spent  a  good  deal  of 
time  thinking  about  two  issues  that 
were  raised  by  this  completely  nov- 
el experience:  1)  What  should  you 
actually  do  with  a  computer  if  you 
suddenly  find  yourself  in  possession 
of  one  (let  alone  two)?  And  2)  What 
causes  small  technology  companies 
to  fail? 

I  finally  wrote  a  book,  The  Stock 

Midiael   Gianturco    is  presiiietu    of   Ihc 
Princvtun  Portfolios,  a  New  Jtrsiy  rnivst 
metit  managetmtit  fimi,  ami  uut/xjr  of  The 
Stock  Market   Inve.stors  Computer  Guide 
(McGraw-Hill). 


Market  Investor's  Computer  Guide,  to 
answer  the  computer  question. 
The  answer  to  the  failure  question 
can  be  stated  much  more  succinct- 
ly, in  one  word:  debt.  That  little 
computer  company  was  unable  to 
pay  our  bills  because,  in  its  last 
days,  virtually  every  dollar  it  net- 
ted had  to  be  passed  through  to  its 
senior  debt  holders. 

There  is  a  clear  message  here  for 
long-term  stock  market  investors 
interested  in  technology  stocks. 
Cross  off  your  shopping  list  any 
small  high-tech  or  science-based 
companies  that  have  overused  debt 
financing.  In  my  opinion,  the  opti- 
mum debt-to-net-worth  ratio  for 
such  companies  is  zero.  No  debt  at 
all.  An  ideal  technology  growth 
company  should  fund  its  growth 
with  stock  and  its  own  revenues. 

For  short-term  traders,  however, 
the  above  is  not  always  true.  And 
now  may  be  one  of  the  times  when 
debt  delivers. 

Consider  first  why  debt  financing 
is  so  dangerous  to  small  growth 
companies.  Generally  speaking, 
stockholders  are  interested  in 
growth^thcy  directly  benefit  from 
it.  Debt  holders  do  not.  They  may 
be  personally  sympathetic  to 
growth,  and  they  may  see  that  it 
strengthens  their  hand — but  their 
deeper  self-interest  is  not  tied  in  any 
significant  way  to  growth.  Their  in- 
terest lies  in  getting  paid,  regularly, 
and  when  this  interest  is  threatened 
(as  it  almost  inevitably  will  be  in  a 
young  growth  company),  debt  hold- 
ers must  move  to  manage  and  pro- 
tect their  assets. 

Unfortunately,  their  way  of  pro- 
tecting their  assets  is  usually  to  try 
to  avoid  risk,  the  life  force  of  a 
growth  company,  sometimes  even 


while  lending  more  money  to  meet 
the  immediate  crisis.  The  result  can 
be  a  company  so  profoundly  in  debt 
that  instead  of  using  income  to  ac- 
celerate its  further  growth,  it  can 
use  it  only  to  service  its  debt. 

But  short-term  traders  can  some- 
times find  quite  attractive  buys 
among  technology  companies  with 
substantial  debt.  The  reason:  hi  up 
markets,  they  skyrocket.  In  fact, 
that  failing  Texas  computer  compa- 
ny that  first  riveted  my  attention  on 
the  dismal  mechanics  of  debt  in 
1972  had  been,  in  the  years  prior  to 
its  sudden  decline  into  oblivion,  a 
real  stock  market  flier. 

Having  a  lot  of  debt  can  make 
earnings  per  share  look  good — so 
long  as  there  are  any  earnings  at  all. 
This  is  because  relatively  little 
stock  has  been  issued  to  create  the 
growth.  Companies  that  grow  on 
debt  are  highly  leveraged,  and  trad- 
ers seek  them  out  in  bull  markets. 
In  bear  markets,  however,  they  are 
sold  off  early  and  with  great  rapid- 
ity. Indeed,  their  demise  is  actually 
a  pretty  fair  indicator  of  subsequent 
broader  declines  in  the  market. 

And  now?  This  late  in  the  busi- 
ness cycle,  I  avoid  investing  in 
heavily  leveraged  companies,  sim- 
ply as  a  reasonable  precaution. 

I  would  not  avoid  trading  these 
stocks,  however.  Highly  leveraged 
companies  are  widely  known  to  be 
very  volatile,  and  so  to  some  extent 
this  is  a  self-fulfilling  expectation. 
Accordingly,  leveraged  companies 
can  be  quite  attractive  to  option 
players  on  either  side  of  the  market. 

We  use  a  simple  ratio  of  debt  to 
sales  to  identify  those  companies 
with  relatively  higher  debt  than 
others  in  our  database.  A  short  list 
of  them  follows,  drawn  from  the  top 
100  (per  revenue  growth)  companies 
in  our  current  Princeton  Portfolios 
database. 

Note  they  are  in  no  particular 
order.  What  we  have  here  is  simply 
a  cluster  of  stocks  that  seem  like- 
ly, on  the  basis  of  leverage,  to  out- 
pace the  market — outpace  it  on  the 
upside  if  the  market  continues  to 
rise,  outpace  it  on  the  downside  if 
it  turns  bear.  They  should,  there- 
fore, prove  useful  as  bellwethers 
for  the  science  and  technology 
groups: 

Lypfyonied  (21),  Cont<ex  Computer 
(14),  Data  Tratwuission  Net  (18),  Triad 
Systetm[\%],  IsomedLx  (9),  Telxon  (10), 
all  traded  over-the-counter;  sp/  Phar- 
maceutical (13),  which  trades  on  the 
American  Stock  Exchange.  ■ 
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FORBES,  AUGUST  21,  1989 


PRE-PUBUCATION  OFFER 


THE  NEW  3-VOLUME  SET  OF 

Forbes  Thoughts  on  the  Business  of  Life 


I  The  Forbes  Scrapbook  of 
j Thoughts  on  the  Business  of  Life,  in 
)oth  its  one-  and  expanded  two- 
volume  forms,  has  for  a  number  of 
/ears  now  been  appreciated  by  a 
growing  number  of  devotees  for  its 
!)earls  of  wisdom  that  span  the 
centuries  from  ancient  times  to  mod- 
|}rn  day. 

;    Forbes  is  proud  to  announce 
I  hat  yet  another  volume  has  been 
idded  to  this  collection  of  timeless 
quotes.  The  three-volume  set,  print- 
ed on  fine  quality  stock,  bound  in 
)lue  cloth  and  housed  in  a  hand- 
!ome  matching  slipcase,  is  the 
luintessential  bedside  companion 
vith  over  10,000  meticulously 
lulled  quotes  of  many  of  the  world's 
ireatest  authors. 


The  set  also  makes  an  ideal 
holiday  or  birthday  gift  for  business 
associates,  friends  and  those 
hard-to-please  colleagues  on  your 
list.  It  is  a  pleasure  to  read,  wheth- 
er you  choose  to  sample  a  random 
few  inspirational  thoughts  at  a  time 
or  to  pursue  a  more  charted 
course  with  the  aid  of  both  subject 
and  author  indexes. 

The  cost  of  the  three-volume  set 
will  be  $49.50  ...  but  for  a  limited 
time  Forbes  is  pleased  to  extend  to 
you  the  opportunity  to  reserve  this 
exclusive  collection  at  the  very 
special  pre-publication  price  of  $45 
for  the  three-volume  set.  To  re- 
serve your  edition  and  enjoy  these 
savings,  simply  fill  out  and  return 
the  coupon  below. 


□  over  3,000  more  quotations 
than  the  two-volume  set 

Q  binding  in  blue  cloth  with  gold 
imprint 

□  blue  cloth  slipcase  to  match 
binding  at  no  additonal  charge 

□  indexed  by  author  and  subject 

Q  authors  span  whole  range  of  civ- 
ilization from  classical  Greece  and 
Rome  to  present 

□  over  1 ,500  pages,  over  10,000 
quotations 

□  no  shipping  or  handling  charge 

Q  Save  by  ordering  now  at  pre- 
publication  price.  Copies  will  be 
shipped  as  soon  as  they  are  avail- 
able later  in  the  year. 


TO  OWNERS  OF 
EARLIER  VOLUMES: 

You  can  now  add  this  latest 
volume  to  your  present 
collection.  To  update  your  two- 
volume  set,  the  third  volume  will 

be  available  for  individual 
purchase  at  $19.50  ...  but  for  a 
limited  time  you  can  reserve 
your  copy  at  the  special  pre- 
publication  price  of  $15.  Check 
the  appropriate  space  in  the 
coupon  below. 


Forbes  Books,  60  Fifth  Avenue,  New  York,  NY  1001 1 

Reserve  my  set  of  the  new  3-volume  set  of  Forbes  Scrapbook  of 
Thoughts  on  the  Business  of  Life  complete  in  matching  slipcase  at  the  pre- 
publication  price  of  $45*.  Ship  when  ready  to  the  address  shown. 

□  Check  enclosed  D  Charge  my  credit  card 

D  AmEx 


Name 


(please  print) 


I 
I 


Address 


Apt.  # 


n  MasterCard 

n  Visa 

No 


Exp.  Date- 


City  State  Zip 

n  Reserve  Volume  3  only  at  the  pre-publication  price  o(  $15.  Shipping  and  payment  details  entered  atx>ve. 

"Price  when  published — $49.50  the  set.  $19.50  the  single  volume. 
Please  add  sales  tax  in  New  York  State  and  ottier  states  where  applicable. 
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FINE  WINES 


FINE  WINES 


BUSINESS  OPPORTUNITIES 


BUSINESS  SERVICES 


WEST  COAST 'S  LARGEST  SELECTION  OF  RARE  WINES 


100,000  Bottle  Inventory  for  Collectors 
Fine  Wines  of  the  World  from  1870-1986 


ROMANEE  CONTl 
MONTRACHET 
CHATEAU  PETRUS 


CH  DYQUEM 

RARE  PORTS 

RARE  CALIFORNIA 


Request  our  60-page  catalog  of  fine  &  rare  wines. 

^Xfe  ship  promptly.       VlSA/MC/Am.  Exp. 
415  459-3823        415  456-9463        FAX  415  456-8858 


2138  4th  Sl  San  Rafael 
CA  94901 


Marin  Wine  Cellar 


REAL  ESTATE 


SOUTHWKSTERN  MONTANA 
MOUNTAIN  RANCH.  This  ranch 
contains  more  Ihan  12,000  deeded  acres 
in  a  contiguous  block  which  is  adjacent 
10  the  national  forest  lor  more  than 
nine  miles,  h  is  estimated  to  carry  1.500 
animal  units  and  has  the  most  complete 
set  of  improvements  we  have  seen. 
Nearly  $2  million  has  been  spent  lo 
build  or  rebuild  every  ditch,  fence  or 
building  on  the  ranch.  The  three 
"nianager/ow ner  quality"  homes  plus 
evlensive  guest  facilities  would  make 
any  ranch  owner  proud.  In  addition, 
the  owner  of  this  ranch  would  have  a 
magniricent  hand-hewn  log  and  stone 
owner's  residence,  which  is  at  once 
grand,  but  appropriate  to  the 
surroundings.  Extensive  fishing  and  big 
game  hunting  are  available  both  on  the 
ranch  and  in  (he  wilderness  area  just 
one-quarter  of  a  mile  from  the  ranch 
border. 

MADISON  RIVER  RANCH.  Located 
at  the  confluence  of  Indian  Creek  and 
the  Madison  River,  17  miles  south  of 
tnnis,  this  626-acre  property  includes 
lush  river  bottom  meadows  surrounded 
by  trees  and  an  attractive  2,187-square 
foot  home.  New  pole  fencing  sets  off 
the  horse  paddocks  which  are  served  by 
two  horse  barns.  The  w«l  boundary  of 
the  pror>erty  is  formed  by  I  3/4  miles 
ol  the  Madison  River.  It  is  in 
immaculate  condition.  Price  $750,000. 
Contact  exclusive  agent  for  sellers:  Hall 
and  Hall.  Inc..  P.O.  Box  1924.  BillinKs. 
Montana  59103.  (406)  252-2155  or 
(406)  682-7583. 


LIVINGSTON/BOZEMAN  AREA 
RANCH.  About  45  minutes  north  of 
each  town,  this  4.5(X)-acre,  all-deeded, 
contiguous  ranch  lies  at  the  end  of  a 
road.  It  is  adjacent  to  the  national 
forest  for  three  miles,  on  two  sides.  A 
comfortable  5(X)  animal  unit  ranch,  it 
features  three  homes  and  good 
livestock  facilities.  This  ranch  routinely 
produces  550  to  6(X)  pound  calves,  but 
more  importantly,  it  is  breathtakingly 
beautiful.  It  backs  up  to  rugged  10,000 
foot  peaks  and  there  are  enough  timber 
and  aspen  groves  to  frame  the  huge 
expanses  of  timothy  meadows.  In 
normal  times,  a  property  such  as  this 
would  be  priceless.  Today  it  has  a  price. 
Contact  exclusive  agent  for  seller:  Hall 
and  Hall,  Inc..  P.O.  Box  1924.  Billinf>s. 
Montana  S90I3.  (406)  252-2155  or 
(406)  682-7583. 


FINANCIAL  SERVICES 

BIG-NAME  STOCKS 
TO  UNLOAD  NOW: 

My  new  Performance  p 
Ratitigsof  all  NYSE 
stocks  show  200  ex 
tremely  vulnerable  p  **  '^»1 
stocks  (rated  8  or  9)  1  ^ 
-including  some  very  ~ 
famous  names 
which  I  believe  could  1 
"take  a  bath."  I'll  rush 
you  the  Performance 
Ratings  ($39  value)  as  a  bonus  with 
your  subscription  to  The  Zweig  Fore- 
cast Time  IS  crucial. 

Three-Month  Trial  $50  One  Year 
$245.  Visa  or  MC  1-800-633-2252 
Ext  9064 

THE  ZWEIG  FORECAST 

P.O.  Box  360.  Bellmore,  NY.  11710 


MARTIN  ZWEIG 


ALL  DISCOUNT  BROKERS 
ARE  NOT  ALIKE! 

Munel  Sietiefl  tailors  rales  to  your  needs 
Enample  lOOOshrsfa  5c  20(X)  lo  4999  shrs 
(a  4c  5000  -  shfs  (a  3c  OTC  3c  5<X)0  - 
2c  $50  mm 

Trade  with  the  discount  professtonals  — 

Murtel  Slebert  &  Co  ,  Inc.. 

444  MsdIton  Ave  .  NY.  NY  10022 

1-71ft-SIE-BERT  •  1-eOO-USA-071 1 

Member  NYSE    '9f  SIPC  0«)t  PB 


HARD  TO  BORROW? 

No  Credit  Check 
Guarantees  Provided 

We  do  not  make  loans 
Minimum  $100,000   5-20  years 
The  Funding  Assistance  Corp. 

U.S.A    (212)755-9400 
Fax(2l2)7S5-7339 


REAL  ESTATE 


Everyone's  Dream.. 

a  Monlarta  Ranch! 

6,300  deeded  and  1.700  acres 

leated,  just  six  miles  from  State 

Capitol.  For  discriplive  brochure  or 

video,  call  Gib  Goodman. 

(•;06)442-7606  or  i^e 

Landmark  Company 

(406)4.13-7070 


REPOSSESSED  VA  &  HUD  HOMES 

availab'e  trom  government  from  $1  without  credit 
check  You  repair  Also  drug  seizures  ahd  tax 
delinquent  (oreclosures  CALL  (805)  682-7555 
EXT  H-1030  for  repo  list  your  area 


SEIZED  CARS — Porsche,  Ferrari  Vetle, 
etc  Trucks,  boats,  4-wheeiers,  TV's,  stereos, 
tutnilute  by  Drug  Enlorcemenl  Agency,  FBI,  IRS 
Unbelievable  bargains  on  late  models  Available 
your  area  now  Call  (805)  682-7555  EXT  C-)031 


Cpi  I    YnilR  B^>'C^^"'^-'<s' 


in  Japanese  MLS- 


PDOPFRTY  '^''^  service  Reach 


1000  s  of  Brokers/In- 


mlABAM  vestors/Corporations 
vMl  Hn  in  Japan  Free  trans- 
lalion/typesetting  Also  display  ads.  brokerage/ 
agency  services,  consulting,  marketing,  trade- 
ShovifS  NO  COMMISSION 

Hon  K  Bunker  1-800-USA-2111 


S$  OVER  ONE  BILLION   SS 

WORTH  OF  BUSINESSES  FOR  SALE  BY  OWNERS 
MAJOR  MANUFACTURING  TO  SMALL 
RETAIL  SHOPS 

^     No  Broktrigi  Fni 
NATIONWIDE 
To  Buy  or  Sail 
Call  Toll  Free  1-800-999-SALE 
GREAT  WESTERN  BUSINESS  SERVICES.  INC 


Salesperson's  dream. 
Safe-Stride. 

New  -  exciting,  protected  territory, 
existing  demand,  no  rejection.  Six 
figure  income.   $6,000  or  $21,000 
to  own  business. 
Recording  800-553-2809. 


N.A.G.L.S. 

View  precious  gemstones  for  sale.  | 

on  computer,  free  of  charge 

(416)  238-4985 

For  further  information. 

(416)  238-8044 


MISCELLANEOUS  FOR  SA 


INVESTMENT  GEMSTONI!  ■ 
GUARANTEED  LIQUIDITY  • 

We  buy  &  sell  Diamonds  and  all  Pre 
Gemstones  Free  wholesale  catalog 
l%7'  Member  Jewelers  Board  of  Tn 
Chamber  of  Commerce. 

HOUSE  OF  ONYX 

One  Main  Street 

Greenville.  Kentucky  42345 

TOLL  FREE  l-800-626-«352 


FORBES  BINDERS 


C«Si 


■ 


SAVE  YOUR  COPIES  OF  FORB 

These  custom-made  cases 
and  binders  protect  your 
valuable  copies  Irom  dam- 
age They  hold  about  halt  a 
year  s  issues  Made  Irom  re 
inforced  board  covered  with 
leather-like  material  in 
red  Title  is  hot-stamped 
in  gold  Binders  have 
special  spring  mechanism 
to  hold  snap-in  rods  SI"" 

Cases  1 -$7  95    3-$21  95    6-$39  95 
Binders   1-$9  95     3-$27  95     6-$52  96 
ORDER  FROM  Jesse  Jones  inousines  Dep< 
499    East    Erie   Ave      Phila      PA    19134     ErKI 
name  address  (no  PC  Box)  4  payment  AddS 
unit  lor  P&H  Outside  USA  $2  50  per  unit  (U  S  li 
only)   Pa  residents  add  6%  sales  lax  Credit 
orders  call  I -aoo-gTa-sase  |min  $15)  Please 
4 10  6  weeks  lor  delivery  Satisfaction  Gyranl 


FORBES 
MARKET/CLASSIFI! 

Advertising  closing  date  is  ,, 
month  preceding  date  of  issue 
Frequency    discounts    availal 
Payment  must  accompany  or 
unless  from  accredited  agency 

FOR  ADDITIONAL  INFORMATIO 
WRITE  OR  CALL: 

LINDA  LOREN 
FORBES  MARKET/CLASSIFIE 

60  Fifth  Avenue,  New  York,  NY  IOC 
(212)  620-2440 


Forbes  Market/ 


WM 


COMPUTER  SOFTWARE 


MERCHANDISE 


WINE  CELLARS 


WINE  CELLARS 


THE  RIGHT  TIME  SYSTEM 

lie  Stock,  Index,  Futures  and  Mutual 
■unds  Programs  for  the  IBM,  Macintosh 
^d  Apple  II  personal  computers  generate 
iccurate  Buy/Sell  signals  for  individual  in- 
estmenl  instruments.  The  software  was 
leveloped  by  an  export  portfolio  manager 
5f  his  own  personal  use  and  are  now  avail- 
ible  for  any  smart  trader  who  wants  to  make 
luick  profits.  Call  or  write  for  our  free 
>rochure. 

TB.S.P.  Inc.,  620  Avocado  Ave. 

Corona  Del  Mar,  CA  92625 

(714)548-2874 


SFT--Stock  Fund 
Trader  Timer 

Trade  No-Load  Funds  for  more 
Jjrofil  at  le.ss  risk  with  new  IBM  PC 
n  .oflware.      FREE  details,  .send  9" 

SASE  to  M.  Scott, 4369  N.  Wilson  S., 

Fresno,  CA  93704 


-   REAL  ESTATE  SERVICES 


YOU  CAN  MME  $1,000,000 -I- + 
i  ONE  REAL  ESniE  DEVELOPMENT  DEAL 

4  J  can  lose  St.OOCObO  |usl  as  quickly  Knowledge  is  Itie 

I  ;iding  factor  300  ol  the  Country's  lop  real  estate  devel- 

I  !is  comtme  their  know-how.  the  ins  and  outs  in  this  Sell 

tI  i(tf  Oe/tlofmmt  Course  20.000  graduJes,  senous  firms 

V  •  Olympia  i  York,  Trammell  Crow,  Kaufman  i  Broail, 

;  mart,  Piite  Corp..  Toll  Bros.,  Rouse  Ca,  General  Dev. 

Hi  til, PnidBitial  Dev.,  Del  Webli  $295 plus S/H  Capitalize 

today's  market  conditens  To  order,  senous  partes  only 

■  THE  REDI  FOUNDftTlOU    (508)  358-2665. 


I  EDUCATIONAL  SERVICES 


REE  COLLEGE  TAPE 


Vj.  •  EXTERNAL  DEGREES  • 

Business  &  Public  Admtnislralion. 
Criminal  Juslice  Mgl ,  Theology,  LAW 

Financial  aid  available 

■{TOLL  FREE  24  hrs.  (800)  759-0005 

l>  SALLE  UNIVERSITY 


J 


COLLEGE  DEGREE 

ACMELORS  •  MASTERS  •  DOCTORATE 

for  Woii-  L*  and  Jcjdemic 

Expercixz  No  CUssroorri 

Wlcfidana  Required 

Call  (213)  471-0306 

OuUMa  CalHomla 
1  •  800-423-3244 

or  send  detailed  resume 
jf  tor  free  Evaluation 

,  ,     Paciric  Western  University 

*°-")N  Stoulmu  Blvd    Deol   185  US  Angles  CA  90049 

tl!-t 


STOP  SWEAT 
FOR  6  WEEKS 

DRIONIC®—  the 

answer  to  costly  and 
embarrassing  under- 
arm, hand  or  foot 
sweat.  Short  treatment 
with  electronic  Drionic 
keeps  these  areas  dry 
for  6  weel(  periods.  Try 
doctor  recommended 
Drionic  @  $125  ea.  pair 
(specify  which).  Send 
ck  or  MC/Visa#  &  exp. 
date.  CA  res.  add  6% 
tax.  45  DAY  MONEY 
BACK  GUAR. 

GENERAL  MEDICAL  CO. 

Dept.  FOB-22 

1935  Armacost  Ave. 

Los  Angeles,  CA  90025 

Phone  orders  — MC/ 
Visa— 800  HEAL  DOC 


eiWSGENIMEDCO 


BUSINESS  SERVICES 


PLANNING  A  ROAST? 

Tfie  "Roast  Bible":  We're  Roasting  Harry 
Tuesday  Nigtit:  How  To  Plan,  Write  and 
Conduct  ttie  Business/Social  Roast  now 
available  from  Jokesmith  Press.  Harry  is  part 
tiow-to  with  2000-f  jokes,  one-liners,  &  scnpts 
created  for  the  professional  audience. 

For  Harry  and  a  sample  Jokesmith  (the 
only  comedy  newsletter  for  &  by  business  pro- 
fessionals) send  $20  to:  The  Jokesmith,  44 
Queensview  Rd.,  Marlboro,  MA  01752 


COMPUTERS 


niTnnfiRYmflc 


NDUSTRIESINC 


Our  i:ih  year  .11  l)l,SC()l'NT,S. 
r()MPliTI-:R.S&  CKIl-llAR  PHONI':.S 

\  p      PTL-pjld      Sj\C     Tj\ 

I, .11  hrcc  HOO-23I-.V.XO 


■J^ 


:sil  KjIv  hu.\  .  Kalv  iMouMiinl  IX  774^11 
I  71  V-ly:.(l747  hax  |7H|  .S74  4.S67 


AST  FACTS  ABOUT  FORBES  SUBSCRIBERS: 

♦Total  management:  74.7% 

♦Total  paid  circulation:  735,000 
rli| 

♦Average  household  income:  $162,000 
♦Average  val.ue  of  investment  portfolio:  $899,000 


WiNECELLARS-  USA 

18  Models  -  We  won't  he  undersold! 
Immediate  shipment  on  most  models. 


Visa/MC/AmEx/Discover 


Handmade  Wood  Cellars 


Your  Cost 


296  Bottle  Credenza 

Ret:  $  2795 

$  1795 

440  Bottle  Capacity 

2495 

1695 

700  Bottle  Capacity 

3495 

1995 

Designer  Models 

-  Nol  Handmncie 

40  Bottle  Glass  Door 
60  Bottle  Glass  Door 


$  599 
749 


$  499 
659 


FurVault  holds  about  8  Furs  $3495         $  1895 


Custom  Cellars  &  Racking  Systems  -  Call  For  Catalog 

134  W  131^f  St.  Los  Angeles  •  800/777/VINO  (777-8466)  or  in  CA  213/719-9500 


Eurocave 

WIWE  CELLARS 

Spoil  yourself,  not 
your  wines,  with  the 
perfect  temperature  and 
humidity  control  of  a 
Eurocave  wine  cellar. 

IMMEDIATE  DELIVERY 
on  units  up  lo  2,000  bottles, 

prices  from  only  $995  Sfi. 

FREt  Ollar  Catalog 

800-356-VINO 

Dept.  D-1 

THE  WINE  ENTHUSIAST' 

Box  39,  Pleasantville,  NY  10570 


FASHION 


MATERNITY 

Executive  suib.  eleK<inl  dresses,  contem- 
porary sportswear,  and  evening  dresses 
loo'  For  a  sreat  image  during  and  after 
pregnancy  Catalog  with  swatches  and 
tit  guide $.1  retundable  with  order  Visit 
our  stores  in:  Aibnu.  Arlington  His..  IL, 
Balltmorv,  Boston.  Charlotte,  NC,  Chicago, 
Cleveland.  DaUas.  Denver.  Fair  Oaks  MaU. 
VA.  Ft  Lauderdale,  Han-isburg,  PA,  W. 
Hartford.  CT,  Houtton.  King  of  Prussi. 
PA,  Los  Angeles,  Minneapolis,  New 
Orieani.  New  York,  Palo  Atto.  CA. 
Pliiladelphia.  Pittsburgh,  Princeton.  N.l 
St.  Louis   San  Francisco.  Santa  Ana.  CA 
Stamford,  CT,  Washington,  D.C. 
Tcicphnnf  :is.D:5-Oi5  1     I  H1^ 
Noble  Street    "^th  Floor   Dept. 
F09H,     Philadelphia   PA.  \'^\Z^ 


®  AND  THEY 
PLAY  TOO! 


FAX  PAPER 


FAX      PAPER 


•  Guaranteed  lowest  prices 
>  24  tiour  shipping 

•  Dealer  inquiries  invited 


Call  or  fax  for  catalog/price 
Tel:  (516)  239-1854 
Fax:  (516)  239-1939 


A-Z  FAX  PAPER  MFG. 


CORPORATE  ITEMS 

JOHN  CLEESE 

Regularly  Visits  DEC,  3M, 
Hyatt  Hotels,  Barclays  Bank, 
IRS  and  thousands  of  other 
organizations  through  Video 
Arts  training  programs. 

For  a  FREE 

catalog 
of  sales, 
management, 
and  customer 
relations 
programs  call: 

VIDEO 
ARTS 

l-X(IO-553-(M)9l 

\I6K 

In  II. 

1-3I2-2<>I-I(M»; 

\I6K 


FACSIMILE  MACHINES 


•  BEST  PRICESIN  THECQymJY 

CUll,  M  TOOJITI 

RAX  OP  AMERICA 

1-800-S«2-f>AXX 

AMERICA  S  LOW  PWCg  FAX  DISTRIBUTOR 


Forbes:  Capitalistlbol® 


Streetwalker 


Edited  by  Thomas  Jaffe 


Climbing  a  wall 
of  indifference 

On  a  recent  taping  of  cnn's  Inside 
Business  Tv  program,  Forbes  edi- 
tor Jim  Michaels  asked  Dave  Wil- 
liams, the  savvy  head  of  Alliance  Cap- 
ital Management  Corp.,  about  the 
high  yawn  factor  in  the  current  stock 
market.  Why  so  little  media  interest 
when  the  markets  were  pushing  into 
historically  high  ground?  Williams, 
who  runs  a  nice  round  $40  billion  in 
pension  and  mutual  fund  money,  re- 
plied that  he  thought  the  lack  of  ex- 
citement was  a  good  thing.  He  liked 
the  lack  of  speculative  froth  that  usu- 
ally accompanies  market  highs. 

Would  Williams  say  the  market  is 
climbing  a  wall  of  worry?  Not  to  wor- 
ry, said  Williams;  things  are  going 
pretty  well  economically.  Forbes' 
editor  said:  You  mean,  then,  that  the 
market  is  climbing  a  wall  of  indiffer- 
ence. Williams  bought  that  and  found 
it  reason  for  optimism.  When  the 
Dow  industrials  climb  220  points  in  a 
single  month  and  the  evening  news 
barely  mentions  the  fact,  you  know 
that  you  have  a  stock  market  that  is 
powered  by  forces  more  fundamental 
than  mindless  speculation. 


Chicago  bank  stock  basket 

Holland's  Algcmene  Bank  Ncder- 
land  N.V.,  which  in  1979  bought 
Chicago's  La  Salle  National  Bank,  re- 
cently announced  plans  to  acquire 
Chicago-based  Exchange  Bancorp  (as- 
sets, $2.8  billion)  for  $420  million,  or 
2.5  times  Exchange's  estimated  1989 
book  value.  This  is  the  latest  in  a 
series  of  takeovers  that   has  swept 


Chicago  banking  in  recent  years. 

What's  behind  the  deals?  Under  Illi- 
nois banking  law,  starting  Dec.  1, 
1990  banks  in  states  that  allow  Illi- 
nois banks  to  enter  will  be  able  to 
move  into  Illinois.  Even  though  that 
"trigger  date"  is  17  months  away, 
look  for  deals  to  be  worked  out  earlier. 
Citicorp  Chairman  John  Reed,  for 
one,  reportedly  is  interested  in  mak- 
ing an  acquisition  in  the  Chicago  area. 

Which  banks  might  appear  in  an 
acquirer's  cross  hairs?  Analyst  Wil- 
liam McGinnis  of  Milwaukee's  Blunt 
Ellis  &.  Loewi  thinks  well-managed, 
medium-size  Chicago-area  banks  will 
be  the  primary  targets.  "A  big  outsider 
won't  want  to  come  in  as  the  smallest 
guy  on  the  block,"  he  says. 

Specifically,  McGinnis  recom- 
mends a  basket  of  five  stocks,  all  list- 
ed over-the-counter,  all  with  assets  in 
the  $1  billion  to  $2  billion  range. 
They  are:  Boulevard  Bancorp,  fnw 
Bancorp,  First  Colonial  Bankshares, 
First  Illinois  Corp.  and  First  Midwest 
Bancorp  (see  table)  Of  the  80-plus  mid- 
western  banks  Blunt  Ellis  &.  Loewi 
follows,  FNW  and  First  Illinois  rank 
among  the  top  20  in  both  return  on 
assets  and  return  on  equity. 

Among  larger  banks,  there  is  $10.3 
billion  (assets)  Northern  Trust  Corp. 
It  IS  best  known  for  its  top-notch  trust 
department,  which  generates  nearly 
as  much  in  fees  as  the  bank's  net 
interest  income.  Analysts  estimate 
the  company  will  earn  $5.75  a  share 
this  year.  While  the  stock — recently 
64  o-t-c — already  has  risen  more  than 
40%  since  the  beginning  of  the  year, 
it's  still  worth  considering  at  1 1  times 
estimated  earnings  and  2.5  times 
book.  There  arc  14.8  million  common 
shares  outstanding;  the  employee 
stock  plan  owns  about  9% . 


The  Chicago  five 

Company 

Price/book' 

EPS- 

Shares 

outstanding 

(millions) 

Market  value 
(000,000) 

Recent 
price 

Boulevard 

16,<% 

SI. 93 

=i.« 

$150 

25V4 

FNW 

172 

1.86 

6.9 

135 

19'/2 

First  Colonial 

193 

1.33 

7.9 

140 

17^4 

First  Illinois 

222 

0.68 

25.5 

236 

91/4 

First  Midwest 

I  S3 

1.79 

117 

205 

171/; 

•B(,K>k  \alue  a.s  of  June  3(».  !'>*) 

"Ijicsi  12  moiuh.s 

Source:  liluni  l-IJis  &  Loewi 

Lubed,  and  then  some 

Last  spring  Streetwalker  warned 
I  there  was  worse  to  come  in  Jiffy 
Lube  International,  Inc.,  the  $92  mil- 
lion (sales)  franchiser  of  quick-oil- 
change  auto  centers  (Forbes,  Mar.  20). 
The  o-t-c  stock  was  at  7%,  way  below 
its  1988  high  of  14.  Losses  were 
mounting,  and  the  balance  sheet  was 
under  water.  Only  takeover  rumors 
kept  the  stock  afloat. 

Some  rumors:  Since  spring,  Jiffy's 
15  million  shares  have  continued  to 
drop  as  its  troubles  increased.  Recent 
price:  2''/8,  for  investors  a  two-thirds 
loss  of  capital  in  under  five  months. 

As  it  happens,  a  takeover  was  in  the 
works.  On  July  26  Pennzoil  Co.  agreed 
to  contribute  $20  million  in  cash  to 
Jiffy  as  well  as  to  exchange  $15  mil- 
lion of  subordinated  convertible  de- 
bentures in  return  for  new  stock  that 
will  give  it  an  80%  interest  in  Jiffy. 
And  payment  terms  of  Jiffy's  senior 
debt  are  to  be  "significantly  revised." 

But  interested  investors  should 
carefully  consider  the  following:  After 
Pennzoil's  $35  million  infusion  there 
will  be  75  million  common  shares,  of 
which  Pennzoil  will  own  60  million. 
That  means  it's  buying  control  for 
about  58  cents  a  share.  Meanwhile, 
Jiffy's  book  value — which  prior  to  the 
Mar.  31  quarter  was  $2.83  a  share — 
win  now  be  around  45  to  50  cents  a 
share.  So  at  recent  levels  the  stock 
sells  for  well  above  what  Pennzoil 
itself  has  indicated  the  lube  job  com- 
pany is  worth.  Still  looks  to  Street- 
walker like  a  slippery  proposition. 


Hurwitz  to  the  max 

Richard  Levy,  of  New  York's  Balis 
Zom,  has  been  following  the  ac- 
tivities of  Charles  Hurwitz.  Hurwitz, 
of  course,  is  the  Houston-based  raider 
who  in  1986  paid  $873  million  for 
Pacific  Lumber  Co.,  the  California 
redwood  concern,  and  followed  that 
last  year  with  the  $1.5  billion  (includ- 
ing the  assumption  of  debt)  acquisi- 
tion of  KaiserTech  Ltd.,  the  parent  of 
Kaiser  Aluminum  &.  Chemical. 
Maxxam  Inc.,  the  latest  parent  com- 
pany for  Hurwitz'  holdings,  is  listed 
on  the  Amex.  Recent  price:  38y8. 

The  bulk  of  Maxxam's  $2.4  billion 
(estimated  1989)  sales  are  from  its 
fully  integrated  aluminum  opera- 
tions. It  also  owns  a  fluid  cracking 
catalyst  business,  smelters  and  real 
estate.  And  there  are  over  $300  mil- 
lion of  operating  loss  carryforwards 
and  some  $60  million  of  investment 
tax  credits. 
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KaiserTech  plant  in  Ghana 
Maxxamizing  cashflow. 

Although  it  appears  aluminum  fun- 
damentals are  weakening,  Levy  re- 
mains impressed  by  KaiserTech's 
cash  flow.  After  taxes  and  excluding 
debt  amortization,  he  estimates  this 
will  be  $14.80  a  share  in  1989  and 
$20.40  a  share  in  1990.  Along  with 
asset  sales,  Hurwitz  needs  that  cash 
flow  to  pay  down  Maxxam's  debt. 

This  will  be  a  heroic  task.  As  of 
Dec.  31,  Maxxam's  long-term  debt 
was  nearly  $2.5  billion,  or  95%  of 
capital.  By  year-end  Levy  thinks  this 
will  be  $1.9  billion,  which  would  cut 
annual  interest  expense  by  $70  mil- 
lion. Levy  expects  that  by  that  time 
Hurwitz  will  be  able  to  refinance  $925 
'  million  of  KaiserTech's  increasing- 
rate  notes — currently  paying  15.6% — 
at  lower  rates.  Meanwhile,  Maxxam 
has  about  $400  million  of  cash  and 
I     marketable  securities. 

Levy  thinks  Maxxam's  breakup  val- 
ue is  $77  a  share  (net  of  debt),  double 
the  market  price.  He  also  says 
Maxxam  is  cheap  on  earnings.  Last 
year  Maxxam  earned  $2.10  a  share. 
Levy  estimates  it  will  earn  $7.65  this 
year  and  is  looking  for  $10.20  in  1990. 
If  so  the  stock,  despite  a  60%  runup  so 
far  this  year,  still  sells  for  just  five 
times  Levy's  1989  estimate. 

One  investor  who  apparently  agrees 
the  stock's  a  buy  is  Hurwitz  himself. 
Pursuant  to  an  earlier  put  and  call 
agreement,  one  of  Maxxam's  subsid- 
iaries recently  sold  990,400  Maxxam 
shares  to  Hurwitz  for  only  $10.40  a 
share — way  below  market.  Between 
his  Class  A  preferred  and  a  big  chunk 
of  the  8.6  million  common  shares, 
Hurwitz  now  controls  60%  of  the  vot- 
ing stock.  (In  all,  there  are  9.2  million 
fully  diluted  shares.)  Another  investor 
of  note,  fellow  Texan  Harold  Sim- 
mons, owns  about  12%  of  the  com- 
mon. Average  cost:  around  $19. 
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This  is  the  way  you  always 
imaginedlhe South  Pacific 


lili^ 


exclusive  guide  1 


^ead  what 
Andrew  Harper's  ggi,' 


unspoiled  \i\aceSj/J:lJcIsaJ^^yI^^SpO^'^ 

says  about  Malcolm  Forbes'  " 

exotic  Fiji  Island  paradise. 


It's  the  vacation 
of  a  lifetime  for 
$2,150  a  week! 


^^T^^aken  as  a  whole,  Fiji  is 
'      ■      'perhaps  the  most  idyllic  and 
^  ^  I        hospitable  archipelago  in  the 
"  ^  B        South  Seas,  its  essence 

^MLm     springing  right  from  the  heart 
of  unpretentious  people  whose  en- 
thusiastic greetings  of  'bula'  are  a  re- 
flection of  the  welcome  and  care 
extended  to  visitors. 

"This  is  the  way  you  always 
imagined  the  South  Pacific  to  be  - 
an  unspoiled,  once-upon-a-time 
tropical  isle  seen  by  very  few  people 
outside  Fiji  since  it  was  first  spot- 
ted by  Captain  Bligh  from  the  decks 
of  the  Bounty  two  centuries  ago. 
Situated  200  miles  out  to  sea  north- 
east of  Nadi,  Laucala  is  the  lushest, 
remotest  and  most  exclusive  of  all  the 
destinations  in  this  comer  of  the 
world.  The  island  is  ringed  by  impres- 
sive coral  reefs,  shell-strewn 
beaches  and  a  beautifully  manicured 
coconut  plantation  whose  terrain 
rises  upward  to  a  mountainous  interi- 
or rife  with  giant  ferns,  mango  trees 

and  wild  birds 

"It  was  only  recently  a  decision 
was  made  to  share  this  unique  spot 
with  compatible  travelers  capable 
of  appreciating  the  charm  and  unhur- 
ried atmosphere  such  a  pastoral 
sanctuary  can  offer.  Peace  and  priva- 
cy, of  course,  are  still  paramount, 
so  don't  expect  to  find  a  traditional 
full-blown  social  resort,  but  rather 


Contact: 
Fiji  Manager 
Attn:  Errol  Ryland 
Fort  Garland,  CO  81133 
(719)  379-3263 


an  intimate  cottage  colony  accom- 
modating no  more  than  8  guests  in 
residence  at  any  one  time. 

Meals  are  a  delight  here,  begin- 
ning with  breakfast  prepared  by  a 
cook  and  housekeeper  in  the  priva- 
cy of  your  own  bungalow  at  any  hour 
you  wish.  Diimer  and  lively  conver- 
sation are  enjoyed  at  the  atmospheric 
Plantation  House  . . . 

"A  wide  range  of  daytime  diver- 
sions are  available  including  top- 
notch  sport  fishing  aboard  a  spe- 
cially-designed 45-foot  deepsea  boat 
staffed  with  a  knowledgeable  cap- 
tain and  crew  at  your  call.  Tuna,  mai- 
mai,  snapper,  jack  fish  and  sailfish 
are  all  regularly  hooked  in  these  vir- 
gin grounds,  plus  an  occasional 
black  marlin.  There's  also  superb 
snorkeling/scuba  diving  (tanks  and 
weights  provided)  in  the  transparent 
offshore  waters  where  stunning 
reefs  harbor  colorful  coral  heads 
teeming  with  rare  tropical  fish  and 
specimen  shells 

"It's  always  satisfying  to  uncover 
an  idyllic  island  these  days  that  is 
still  pretty  much  the  way  it  has 
always  been,  and  even  nicer  when 
you  realize  the  owner  is  determined 
to  keep  it  that  way.  Very,  very  spe- 
cial -  particularly  for  those  who  want 
to  sample  a  relaxing  tropical  life- 
style that  is  fast  disappearing  in  the 
South  Pacific  - "  ■  ■ 


Fire  up  my  imagination! 

Send  me  a  free  color  brochure. 

Name 


n 


W^  State . 


Zip. 
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NATION'S  BUSINESS  TODAY    ON  ESPN. 
WITH  THE  LATE-BREAKING  STORIES  THAT 
MORNING  PAPERS  JUST  CAN'T  COVER, 
WE  GIVE  YOU  A  COMPETITIVE  EDGE. 

The  business  world  is  still  up  after  most  newspapers  have 
been  put  to  bed.  So  a  lot  of  what  happens  overnight  catches 
them  napping.  And  if  you're  not  careful,  it  might  catch 
you  too. 

Which  is  why  you  should  wake  up  with  "Nation's 
Business  Today"  on  ESPN. 

Starting  every  weekday  at  6:30  AM  (ET),  "Nation's 
Business  Today"  brings  you  two  hours  of  up-to-the-minute 
business  news.  Broadcast  live  from  the  nation's  capital. 

We  cover  all  the  latest  financial  and  economic  develop- 
ments across  America  and  around  the  world.  In  a  consis- 
tent feature  format  that 
makes  it  easy  to  find  the 
information  most  critical 
to  your  own  business. 
We  also  provide 
interviews  with  today's 
business  leaders.  Special 
reports  on  small  business, 
technology  international 
trade,  investment  oppor- 
tunities and  the  movers 

0 1988  ESPN.  Inc 


Daily  News  Schedule 


(All  Times  Eastern) 

Top  Business  News 

Financial  News 

Small  Business  News 

Special  Business 
Features 

CEO  Close-Ups 

Internafl  Business  Line 


1st     2nd  3rd  4th 

'fehr  'fehr  'fchr  'fohf 

6:30   7:00  7:30  8:00 

6:35   7:05  7:35  8:05 

6:40    7:10  7:40  8:10 

6:50  7:50 

7:15  8:15 
7:25 


and  shakers  on 
Capitol  Hill.  And 
even  weather  fore- 
casts for  business 
travelers. 

With  their  own 
unique  blend  of 
insight  and  analy- 
sis, our  anchors 
will  give  you  an 
insider's  perspec- 
tive on  where  the  business  world  is  heading.  Carl  Grant  is 
an  award-winning  anchorman  and  investigative  reporter  a 
well  as  a  nationally  renowned  business  and  government 
expert.  Meryl  Comer  is  an  Emmy  Award-winning  producer 
and  journalist.  Together,  they  bring  more  than  40  years  of 
solid  business  news  expertise  to  ESPN.  But  it  should  com 
as  no  surprise  that  a  network  so  acclaimed  for  covering 
tough  competitors  at  play  would  be  equally  good  at  cover- 
ing them  at  work. 

"Nation's  Business  Today"  on  ESPN.  Just  listen  to 
what  our  experts 
have  to  say  about 
the  day's  business. 
And  hear  the  kinds 
of  things  that  the 
morning  papers 
find  unprintable. 
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Flashbacks 


Edited  by  Dero  A.  Saunders 


"The  more  things  change. . . ." 
Items  from  past  issues  of  Forbes 

Seventy  years  ago  in  Forbes 

(From  the  issue  of  August  23,  1919) 
"Today  I  think  that  the  company 
(Procter  &  Gamble]  has  the  most  suc- 
cessful and  most  liberal  system  of  in- 
surance, pension  and  sick  benefits  in 
the  country.  In  all  such  work  we  have, 
however,  always  insisted  that  a  por- 

Ition  of  the  expense  must  be  borne  by 
the  employees  themselves;  that  the 
i  entire  charge  was  not  a  proper  burden 
I  upon  the  company;  that  where  men 
y  paid   nothing,    but   were   recipients 
only,  they  did  not  appreciate  the  bene- 
fits they  were  receiving.  .  .  ." 

— President  W.C.  Procter 

Procter  &  Gamble's  W.C.  Procter 


'■  Sixty  years  ago 

■  \/From  the  issue  of  August  15,  1929) 

"The  remarkable  speed  record  made 
by  the  North  German  Lloyd  liner  Bre- 
men in  crossing  the  Atlantic  in  four 

■  days,  17  hours  and  42  minutes  on  her 
first  trip  sets  the  steamship  lines  of 

'  other  nations  a  mark  to  shoot  at.  In 
the  long  log  of  famous  crossings  must 
be  recorded  the  Mauretania,  for  twenty 
j  years  'Queen  of  the  sea';  but  her  best 

I  I  performance  [was]  5  days,  3  hours  and 
20  minutes.  .  .  ." 

"It  is  a  curious  fact  that  though  the 
modem  style  had  had  no  popularity  in 
America,  one  of  its  leading  exponents 


Louis  Sullivan's  Transportation  Building  at  the  Chicago  World's  Fair  of  1893 


was  an  American  architect,  Louis  Sul- 
livan. Sullivan's  Wainwright  Building 
in  St.  Louis,  built  in  1890,  and  his 
Transportation  Building  for  the 
World's  Fair  in  1893,  had  tremendous 
influence  in  Europe.  Of  the  Wain- 
wright Building,  Frank  Lloyd  Wright 
says  that  'to  this  day  it  remains  the 
master  key  to  skyscraper  architecture 
the  world  over.'  " 

Fif^  years  ago 

(From  the  issue  of  August  15,  1939) 
"So  far  this  year,  share  transactions 
on  the  New  York  Stock  Exchange 
have  totaled  only  130.5  million,  con- 
trasted with  a  1938  aggregate  of  297.5 
million  shares  and  a  1929  aggregate  of 
1 . 1  billion;  and  with  an  average  for  the 
five  years  1925-1929  of  over  700  mil- 
lion shares." 

"Underlying  the  current  [auto]  strikes, 
regardless  of  surface  points  at  issue, 
lies  the  battle  for  control  of  labor  repre- 
sentation in  the  automobile  plants  be- 
tween CIO  and  afl  groups.  Most  im- 
portant sign  of  final  truce,  therefore,  is 
the  decision  of  the  National  Labor 
Relations  Board  to  settle  representa- 
tion disputes  at  Chrysler,  Briggs  Body, 
and  Motor  Products  Co.  on  the  basis  of 
a  plant-by-plant  vote  of  the  workers 
within  each  corporation,  even  though 
strikes  do  not  currently  exist  at  those 
plants." 

Twenty-five  years  ago 

(From  the  issue  of  August  15,  1964) 
"It  is  hard  to  realize  that  only  eight 
years  ago  many  brokers  looked  upon 
the  funds  as  a  threat  to  their  business 


and  a  snare  and  delusion  for  investors. 
Only  a  few  large  commission  houses 
sold  funds.  .  .  .  But  this  year,  as  Forbes 
publishes  its  ninth  mutual  fund  sur- 
vey, more  than  half  of  new  shares  are 
now  sold  by  the  very  commission 
houses  that  once  disdained  them." 

"As  the  auto  assembly  lines  stopped 
one  by  one  for  the  annual  August 
model  changeover,  the  carmakers 
took  stock  of  the  incredible  1964 
model  year.  .  .  .  All  told,  Americans 
bought  more  cars  than  in  any  other 
model  year — some  7.9  million,  or 
7.5%  above  1963's  record.  Even  that 
was  not  the  whole  story.  The  average 
car  buyer  paid  about  $2,900,  or  almost 
$150  more  than  just  three  years  ago." 

Ten  years  ago 

(From  the  issue  of  August  20,  1979) 
"McDonnell    Douglas'    DC-10,    the 

clear  wide-bodied  first  choice  among 
airlines  over  the  rival  Lockheed  L- 
1011,  is  holding  that  pattern  comfort- 
ably despite  the  flak  caused  by  the 
tragic  crash  of  a  DC-10  in  Chicago  in 
May.  The  trouble,  bad  as  it  was, 
brought  no  loss  of  business  from  the 
carriers.  'Getting  anybody  to  switch 
now  would  be  dreaming, '  a  Lockheed 
executive  says." 

"Domestic  water  use  is  a  drop  in  the 
bucket  compared  with  agricultural 
and  industrial  usage.  Only  9%  of  U.S. 
water  goes  for  physical  and  domestic 
uses.  About  47%  of  our  water  nation- 
wide is  used  by  agriculture  and  43% 
by  industry." 
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Blessed  is  he  who  has  found 
his  work;  let  him  ask  no 
other  blessedness. 
Thomas  Carlyle 


I  like  work:  It  fascinates 
me.  I  can  sit  and  look  at  it 
for  hours.  I  love  to  keep 
it  by  me:  The  idea  of  getting 
rid  of  it  nearly  breaks 
my  heart. 
Jerome  K.  Jerome 


When  Nature  has  work  to 
be  done,  she  creates 
a  genius  to  do  it. 
Ralph  Waldo  Emerson 


Work  is  the  curse  of 
the  drinking  classes. 
Oscar  Wilde 


Work  is  not  a  curse,  it  is  the 
prerogative  of  intelligence, 
the  only  means  to  manhood,  and 
the  measure  of  civilization. 
Calvin  Coolidge 


The  object  of  work  is  living, 
experience,  happiness.  All 
that  money  can  do  is  buy  us 
some  one  else's  work  in 
exchange  for  our  own. 
Henry  Ford 


If  one  defines  the  term 
"dropout"  to  mean  a  person 
who  has  given  up  serious 
effort  to  meet  his  responsibilities, 
then  every  business  office, 
government  agency,  golf  club  and 
untversity  faculty  would 
yield  its  quota. 
John  Gardner 


The  most  popular  labor-saving 
device  is  still  money. 
Phyllis  George 


Much  work  is  merely  a  way 
to  make  money;  much  lel^ure 
is  merely  a  way  to  spend  it 
C.  Wright  Mills 


Thoughts 

on  the  Business  of  Life 


Madame  Curie  didn't  stumble 
upon  radium  by>  accident. 
She  searched  and  experimented 
and  sweated  and  suffered  years 
before  she  found  it.  Success 
rarely  is  an  accident. 
B.C.  Forbes 


The  person  who  minds 
nobody's  business  but  his 
own  is  probably  a  millionaire. 
Anonymous 


The  law  of  work  does  seem 
utterly  unfair — but  there  it 
is  and  nothing  can  change 
it:  The  higher  the  pay  in 
enjoyment  the  worker  gets  out 
of  it,  the  higher  shall 
be  his  pay  in  money  also. 
Mark  Twain 


One  of  the  saddest  things 
is  that  the  only  thing 
a  man  can  do  for  eight 
hours  a  day,  day  after  day, 
is  work.  You  can't  eat 
eight  hours  a  day  nor  drink 
for  eight  hours  a  day  nor 
make  love  for  eight  hours. 
William  Faulkner 


Don't  condescend  to  unskilled 
labor.  Try  it  for  half  a 
day  first. 
Brooks  Atkinson 


More  than  6,000  ''Thoughts."  indexed  by 
author  and  subiect,  are  available  in  a  two- 
volume  boxed  set  at  S31. 95  IS18.50  per  vol- 
arne  if  purchased  separately).  Also  avail- 
able, a  one  volume  edition  of  over  3.000 
'Thoughts.'  Pace:  $18.50.  Send  check  and 
order  to:  Forbes  Inc..  60 Fifth  Ave..  New  York. 
N.Y.  won.  Add  sales  tax  on  orders  m  New 
York  State  and  other  states  where  apphcable. 


It  is  the  privilege  of 
any  human  work  which  is 
well  done  to  invest  the  doer 
with  a  certain  haughtiness. 
Ralph  Waldo  Emerson 


He  who  does  nothing  renders 
himself  incapable  of  doing 
any  thing;  but  while  we  are 
executing  any  work,  we  are 
preparing  and  qualifying 
ourselves  to  undertake  another. 
William  Hazlitt 


There  is  only  one  thing 
for  a  man  to  do  who  is 
married  to  a  woman  who 
enjoys  spending  money,  and 
that  is  to  enjoy  earning  it. 
Ed  Howe 


A  Text . . . 

Take  heed,  and  beware 
of  covetousness;  for  a 
man's  life  consisteth  not 
in  the  abundance  of  the 
things  which  he  possesseth. 
Luke  12:15 


Sent  in  by  Walter  D.  Stockbndge,  Balti- 
more, Md.,  What's  your  favonte  text?  The 
Forbes  Scrapbook  of  Thoughts  on  the  Busi- 
ness of  Life  is  presented  to  senders  of 
texts  used. 


Far  and  away  the  best 
prize  that  life  offers 
is  the  chance  to  work  hard 
at  work  worth  doing. 
Theodore  Roosevelt 


Let  us  be  grateful  to  Adam  our 
benefactor.  He  cut  us  out  of 
the  "blessing"  of  idleness  and 
won  for  us  the  "curse"  of  labor. 
Mark  Twain 


No  task,  rightly  done,  is 
truly  private.  It  is  part 
of  the  world's  work. 
Woodrow  Wilson 
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loday,  a  bank  should  keep  right  on  developing 
new  solutions  for  old  problems. 

Some  problems  are  as  old  as  business  itself. 

Year  in,  year  out,  you  have  to  invest  corporate  assets,  struc- 
ture corporate  debt,  manage  corporate  cash. 

Last  year's  solutions  may  not  be  best  today. 

Creating  better  ones  is  a  constant  pursuit  at  Bankers  Trust. 

We  have  at  our  command  a  wide  array  of  sophisticated 
financial  techniques.  Presence  and  proficiency  in  all  the  world's 
markets.  And  the  ability,  through  skilled  and  imaginative  people, 
to  focus  all  these  resources  on  a  problem. 

The  result  may  often  be  a  brand-new  solution.  A  merchant 
banking  solution.  One  which  fits  not  only  the  problem  at  hand, 
but  also  your  overall  strategic  objectives. 

Today,  an  increasing  number  o{  corporations  are  relying  on 
merchant  banking  for  what  it  provides  best:  innovation  not  for 
innovation's  sake,  but  for  the  client's  sake. 


DBankersTrust  Company 


Because  today  isn't  yesterday. 


The  natural  talent,  the  capacity,  the  The  Dale  Carnegie  Course®  helps 

capability  are  already  there,  hidden  them  develop  new,  personal  communi- 

beneath  the  surface.  Virtually  everyone       cations  skills  that  increase  their  ability 
has  far  more  potential  for  achievement      to  express  themselves  in  clear,  concise, 
than  they  ever  use  or  even  recognize.       persuasiye  language. They  become 
The  Dale  Carnegie  Course®  helps  them       better  at  getting  along  with  other 
look  within  themselves  to  dis-        "W^^         people,  at  winning  their  support 
cover  more  of  those  hidden  re-        1 1  C     ^^^  cooperation  because  they 
sources.  And  once  they  begin  to     MM^  ^    learn  to  understand  people  more 
see  the  reality  of  their  •  ^^  fully,  what  it  is  that 

tremendous  potential     ^M  'iflfl  ^1  ^%  'fl  €f    motivates  and  inspires 
and  realize  the  extent     €MfM,M,K%MfMjKKMLZ^    them. 

of  their  capacity  for  -g^ ^"g      ^^        Their  ability  to 

accomplishment,  once        Fl^^Wj^  Tl)^^    control  tension  and  stress 
they  begin  to  recognize     Ji.-M.VrTV     Ul.l.\/    is  increased,  which  en- 
the  exciting  possibilities  within   -— ^       ^         ables  them  to  better  cope  with 
their  reach,  then  they  begin  a      I  BiTl  1^^  the  challenges,  the  pressures 
new,  dramatic  phase  in  their       JL^^UH^   of  daily  life.  Their  mental  out- 
lives. Their  self-  ^^  #      ^  look  becomes  more 
confidence  increases,     ■    ^Ct'^'^f\f^f^'%fi^  positive  as  they  develop 
their  self-image  is          VJCl^^  J..l.V^^^.l.^^    a  greater  belief  in 
heightened,  their  horizons    ^^                   ^5        themselves,  in  their  own 
broaden. They  feel  a  new      ■     £\§  I'il^Ctf^    capabilities,  in  the  reality 
sense  of  vitality  and  antici-     VJ  vF  wUL  9^/    of  their  own  potential 
pation  in  their  lives.     <g          ^  a    achievements. 

Participants  feel    |%i^^  "rt  0*4^  01 1 1  ^^^  ^^^^^^  ^^ 

the  excitement  of  this    jLrJL  JLJIa.«^9  VrW-l   amazing...  a  positive 
transition. They  become         ^  ^J  difference,  a  whole  new 

more  poised,  more  alert,      ||1^2  I^^^Cl     P^^'^P^ctive  in  their  lives, 
more  self- reliant.  Their        UIJK^  ILr^^^l 

enthusiasm  soars  and     ^  *g  For  more  detailed 

they  feel  more  vital,        'i'i^  ■#%^^^-#%|^     information  about 
more  energetic. Their      iJ.i  Lr^VrLM.^9  Dale  Carnegie® 
personalities  become  MT  JL  Training,  ask  for  your 

brighter,  livelier,  more  interesting.  And       free  copy  of  our  quick-reading  booklet 
their  overall  effectiveness  in  their  that  outlines  the  courses  in  greater 

work,  in  their  lives  increases  as  they         detail.  Call  toll-free  800  231-5800. 
focus  on  being  at  their  best  in  every-         Or  write  directly  to  the  address  below, 
thing  they  do. 

We  Deliver  Leadership  TYaining  Worldwide 

DALE  CARNEGIE  §>  ASSOCIATES,  INC 

SUITE  199  F  •  6000  DALE  CARNEGIE  DRIVE  (PVT.)  •  HOUSTON,  TEXAS  77036 
ACCREDITED  BY  THE  ACCREDITING  COUNCIL  FOR  CONTINUING  EDUCATION  &  TRAINING,  INC.,  ACCET 


20sTd  3&b,rS  bxw"wH^  MISSED  THE  FIRST  ONE.  ttat  Bugatti  would  bu.ld  ,f 
performance,  and  prestige  in  a  way  that  simply  created  a  twenty-first  ""tu-T  R'^yf  •  ^  . 
fcn  t  been  seen  in  the  dicadcs  since.  From  its  flawless  body  P^n^k  t°  W'^^ 

So  it  is  a  tribute  indeed  when  Automobile  Mag-     engine  that  mechanics  have  waited  in  line  juM 
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ok  at,  this  car  is  crafted  to  almost  otherworldly 
andards.  And  that  craftsmanship  is  focused  on 
le  end:  to  provide  the  most  undistracted,  enjoy- 
>le  driving  experience  available  today 

In  the  hush  of  its  leather  interior,  your  needs 
iticipated  by  an  unseen  staff  of  computers,  you 

I 


have  smooth- riding  mastery  of  "the  most  com- 
plete luxury  sedan  money  can  buy"  (Automobile). 

The  cars  of  motoring's  first  golden  age  are  in 
museums  now.  But  your  BMW  dealer  can 
arrange  a  test  drive  of  their  successor. 

THE  ULTIMATE  DRIVING  MACHINE. 
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Imitated  but  not  equaled 

We  conducted  our  first  annual  mutual  fund  survey  w^ay  back  in 
1956,  at  a  time  when  investors  had  no  convenient  way  to 
measure  mutual  fimd  performance.  We  filled  this  need  because 
we  were  convinced  that  mutual  funds — then  an  obscure  invest- 
ment sideline — had  an  enormous  future.  Before  our  survey 
appeared,  most  investors  had  to  buy  fimds  blindly,  on  a  salesper- 
son's say-so.  Times  have  changed.  It's  hard  to  find  a  business 
pubUcation  these  days  that  doesn't  rtm  a  mutual  fund  rating 
survey.  Ours  is  still  kilometers  ahead  of  the  pack. 

Most  such  listings  do  a  pretty  fair  job  of  telling  you  how  well 
or  how  poorly  a  fund  did  in  the  past.  What's  different  about  the 
33-year-old  Forbes  rating  system  is  that  we  tell  you  something 
about  why  the  fund  did  well  or  poorly.  We  do  this  by  compiling 
separate  grades  for  up  and  down  markets.  We  don't  just  tell  you 
how  well  the  fund  did  over  an  arbitrary  period  of  time  but  rather 
how  successfully  it  handled  both  up  and  down  markets.  Then, 
using  a  carefully  developed  proprietary  formula,  we  give  funds  a 
grade.  Our  survey,  in  short,  is  not  simply  statistical;  it  is 
judgmental  as  well.  .k/fn^\i«jiAis,ons 

Here's  why  the  Forbes  dif- 
ference makes  a  difference. 
Recent  history  has  been  very 
good  to  the  bulls,  with 
stocks  returning  15%  a  year 
(includmg  dividends)  over 
the  past  three  market  cycles. 
That  means,  by  and  large, 
that  the  most  aggressive 
funds  have  an  advantage  in 
any  listmg  of  raw  perfor- 
mance. But,  unless  you  are 
an  unabashed,  allout  bull, 
that  doesn't  mean  these  are 
the  best  funds  to  ov^ti 
through  thick  and  thin.  In 

the  tables  that  begin  on  page   

200,  these  fair-weather  performers  show  their  true  colors.  The 
reader  who  gets  a  separate  look  at  what  happened  to  the  fund 
durmg  down  markets  is  put  on  guard;  he  understands  that  the 
next  bear  market  may  hit  these  fair-weather  winners  harder 
than  other  funds.  In  racetrack  terms,  we  tell  you  how  well  the 
horse  does  in  mud  and  how  well  it  does  on  a  dry  track. 

Our  advice  to  mvestors,  then:  Unless  you  are  confident  that 
stocks  will  keep  compounding  forever  at  15%,  you  should  look 
beyond  those  straight-line  performance  numbers  you  see  in 
other  publications.  The  Forbes  survey  is  designed  to  help  you 
do  just  that.  The  Forbes  honor  roll  (page  196)  lists  those  select- 
ed funds  that  have  a  history  of  running  strongly  over  a  long 
period  of  time  without  falling  apart  in  down  markets. 

Accompanying  the  tables  is  a  series  of  articles  on  what  to  look 
for  and  what  to  avoid  when  mvesting  in  mutual  funds.  These 
are  not  vague  columns  of  generalized  advice;  they  name  names 
and  spell  out  sensible  investment  strategies. 

Senior  Editor  Steve  Kichen  and  Statistics  Editor  Donald  Popp, 
assisted  by  Tina  Russo  McCarthy  and  John  Chamberlain,  super- 
vised the  huge  data  collection  effort  behind  the  survey.  Jonathan 
Clements  helped  me  oversee  the  package  of  18  fund  feature 
articles  that  begin  on  page  150. 


Clockiiise,  from  Jront:  Popp,  Cham- 
berlain, Cletfiettts,  Russo  McCarth)' 


Assistant  Managing  Editor 
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FENDI 

The  Latest  Roman  Masterpiece 
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Saks  Fifth  Avenue 


SWISS  QUARTZ  TIMEPIECES  FROM  $250  TO  $750. 

PRICES  SUBJECT  TO  CHANGE  WITHOUT  NOTICE 
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Worthless 
guarantees 

July  24,  1989 


Poor  management  and  a  penchant 
for  overaggressive  underwriting 
had  Southeastern  Insurance  Group  on 
the  brink  of  insolvency  when  Forbes 
exposed  a  host  of  questionable  prac- 
tices at  the  Plantation,  Fla. -based 
surety  bonding  group.  Although  the 
company's  subsidiaries  had  more 
than  $1  billion  of  insurance  in  force, 
their  bonds  appeared  to  be  worth  next 
to  nothing. 

Forbes'  report  stirred  state  officials 
to  action.  Florida  insurance  regulators 
sent  examiners  to  Southeastern  after 
we  began  asking  questions  m  July. 
Then,  on  Aug.  4,  the  Department  of 
Insurance  declared  Southeastern  m- 
solvent  and  took  control. 

Much  of  the  blame  for  the  mess  at 
Southeastern  falls  on  Chairman  Leon- 
ard Bellezza,  a  Kearny,  N.J.  road  and 
bridge  contractor.  The  Florida  audit 
apparently  made  Bellezza  nervous: 
Less  than  a  week  before  the  state  took 
control,  a  truckload  of  company  docu- 
ments was  spirited  from  Florida  to  the 
offices  of  his  Short  Hills,  N.J.  attor- 
ney. Bellezza's  lawyers  hinted  that 
the  move  had  been  approved  by  the 
state,  but  insurance  officials  say  they 
knew  nothing  about  it  and  are  de- 
manding that  the  records  be  returned. 
Removing  insurance  files  out  of  state 
without  official  approval  is  a  felony 
under  Florida  law. — Alyssa  A.  Lappen 


Fire  sale 

lune  IJ.  I<>m 
less  Hay 


Earlier  this  summer  Jess  Hay,  chair- 
man of  debt-laden  Lomas  Finan- 
cial Corp.,  told  Forbes,  "We're  in  the 
mode  of  strategic  retreat."  An  under- 
statement if  there  ever  was  one.  Lo- 
mas lost  $282  million  for  fiscal  1989. 
Now  the  Dallas-based  company  is 


liquidating  assets.  As  we  predicted, 
its  banking  operation,  with  over  1 
million  credit  card  customers,  was 
the  first  to  go.  In  August  Lomas  sold  it 
to  an  investor  group  headed  by  Merrill 
Lynch  Capital  Partners  for  $500  mil- 
lion. Other  divisions  on  the  block:  its 
commercial  leasing  subsidiary  and 
possibly  its  insurance  division. 

Hay  has  another  problem.  Two 
shareholders  recently  filed  a  class-ac- 
tion suit,  claiming  Lomas  made  "false 
and  misleading"  statements  about  the 
health  of  the  company.  Hay  said  in 
annual  reports  that  Lomas  would  earn 
about  $120  million  in  the  last  two 
years.  It  lost  $338  million. 

At  least  one  large  Lomas  sharehold- 
er is  getting  anxious.  Reliance  Finan 
cial  Corp.,  Saul  Steinberg's  invest- 
ment arm,  recently  sold  780,000 
shares  of  Lomas  common  for  a  little 
more  than  38  a  share.  Steinberg,  who 
paid  about  $28  a  share,  still  owns  1.9 
million  shares. — John  Taylor 


Worse  than  we  thought 

Dec   r.  I9H4 

A  few  years  ago  Forbes  sang  the 
praises  of  Sanford  Zimmerman, 
chairman  of  Albany,  N.Y. -based  Co- 
hoes  Specialty  Stores.  Zimmerman's 
concept  was  selling  luxury  goods  like 
$30,000  fur  coats  and  $10,000  Piaget 
watches  at  20% -plus  discounts.  Zim- 
merman said  he  was  doing  so  well 
that  he  would  soon  buy  New  York's 
ailing  Fifth  Avenue  retailer  B.  Altman 
&  Co.,  and  we  believed  him. 

As  we  underestimated  Edison's 
Martin  Sneider  (see  below),  we  overes- 
timated Zimmerman.  Not  only  die 
his  deal  to  buy  B.  Altman  &.  Co.  fall 
through,  but  his  luck  has  run  out  with 
Cohoes  as  well. 

Hit  by  slumping  retail  sales  and 
overexpansion    into   markets   as   fai 
afield  as  Washington,  D.C.  and  Atlan- 
ta, Cohoes  filed  in  June  for  Chapter  1 1 
bankruptcy  protection,  with  $13  mil 
lion  in  outstanding  debt  and  $7  mil 
lion  in  assets  on  its  books.  Cohoes  has 
since  been  sold  to  Burlington  Coai 
Factory  Warehouse  Corp.  for  $7.5  mil 
lion. — Kerry  Hannon 


Better  than  we  thought 

Stpl  .'/,  1987 

When    we    wrote    about    Martir 
Sneider  two  years  ago,  he  had  jusi 
been  installed  as  the  first  nonfamil> 
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member  to  run  St.  Louis-based  Edison 
Brothers  Stores. 

And  what  a  mess  the  65-year-old 
shoe  store  chain  was.  Profits  had 
dropped  from  $49  milhon  on  sales  of 
$1  billion  in  1983  to  $12.5  million  on 
sales  of  $931  million  in  1987;  the 
stock  had  sunk  from  47  a  share  in 
1983  to  22  in  1987. 

Many  of  Edison's  2,475  stores — in- 
cluding the  Chandlers,  Bakers,  Jeans 
West  and  Wild  Pair  chains — needed 
substantial  remodeling  and  remer- 
chandising.  "Can  anyone  save  this 
crumbling  empire  built  on  cheap  shoes 
and  cut-rate  clothing?"  we  asked,  and 
then  we  answered:  probably  not. 

We  underestimated  Sneider.  Now 
46,  he  has  closed  poorly  performing 
outlets,  sold  the  faltering  Gussini 
shoe  chain  and  spent  heavily  to  re- 
model surviving  stores.  Sneider  has 
also  shifted  the  sales  mix  toward 
higher-margin,  private-label  men's 
apparel.  Profits  this  year  should  reach 
$48  million.  Wall  Street  has  noticed: 
The  firm's  New  York  Stock  Ex- 
change-listed stock  recently  traded  at 
around  60. 

Impressive  job. — K.H. 


Full  circle 

Jan.  26,  1987 

IS  the  move  of  venture  capital  out  of 
high-tech  startups  and  into  lever- 
aged buyouts  skidding  onto  thin  ice? 

When  Forbes  looked  at  Brentwood 
Associates'  Frederick  Warren  and  the 
venture  industry,  the  outlines  of  a 
clever  new  strategy  were  beginning  to 
jell.  With  prices  and  risk  factors  in 
young  companies  on  the  rise,  some  of 
the  venture  outfits  were  starting  to  put 
more  capital  into  buying  out  estab- 
lished companies.  Now  almost  20%  of 
the  venture  industry's  new  capital  is 
being  earmarked  for  buyouts,  com- 
pared with  only  9%  in  1984. 

For  Brentwood  and  Donaldson,  Luf- 
kin  &.  Jenrette's  Sprout  Group,  the 
strategy  has  been  rewarding.  A  rich 
parlay  for  Sprout  in  the  case  of  the 
Vons  Co.,  now  southern  California's 
biggest  supermarket  chain,  has  al- 
ready paid  off  at  4-to-l. 

But  nowadays  buyout  prices,  too, 
are  getting  rich.  One  insider  estimates 
that  in  the  last  four  or  five  years  the 
average  price  of  a  buyout  has  jumped 
from  around  six  times  to  more  than 
ten  times  cash  flow. 

That  kind  of  pricing  doesn't  leave 
much  room  for  error.  It's  a  good  bet 
that  some  venture  capitalists  will 
stub  their  toes  on  leveraged 
buyouts.— Richard  Phalon 
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Invest  in  the 
Counsellors  Funds  at 
your  own  discretion. 

Or  ours. 

Select  from  one  or  more  of  eight  professionally  managed 
Counsellors  Funds  for  a  minimum  investment  of  $25,000. 
With  amounts  in  excess  of  $100,000,  confer  with  an  invest- 
ment adviser  of  Warburg,  Pincus  Counsellors  to  manage  a 
portfolio  of  mutual  funds  specifically  tailored  to  your  needs. 

Investments  may  be  made  in  any  combination  of  the 
following  funds: 

Counsellors  Capital  Appreciation  Fund         Counsellors  New  York  Municipal  Bond  Fund 
Counsellors  Emerging  Growth  Fund,  inc.       Counsellors  Cash  Reserve  Fund,  Inc 
Counsellors  International  Equity  Fund,  Inc.   Counsellors  New  York  Tax  Exempt  Fund,  Inc. 
Counsellors  Fixed  Income  Fund                    Counsellors  Intermediate  Maturity 

Government  Fund.  Inc. 

Any  way  you  invest,  there  are  no  loads  or  sales  charges. 
No  exchange  or  redemption  fees. 

For  a  prospectus  or  information,  call  800-888-6878. 

Warburg,  Pincus  Counsellors,  Inc. 

Managing  wealth  since  1968 
466  Lexington  Avenue,  New  York,  NY  10017-3147 
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Tes,  mall-lord 

While  the  biUionaire  Reichmann 
brothers'  Olympia  &.  York  negotiates 
its  reported  high-profile  purchase  of 
the  Sears  Tower  in  Chicago,  the 
brothers  are  also  quietly  becoming 
major  players  in  the  shopping  mall 
game.  Word  is  that  Kravco,  this  coun- 
try's eighth-largest  mall  operator,  is 
selling  several  of  its  properties  to  San 
Diego-based  Hahn  Co.,  in  which  the 
Reichmanns  have  an  indirect  stake. 

Kravco,  based  in  King  of  Prussia, 
Pa.,  has  30  million  square  feet  of 
malls,  including  its  crown  jewel,  the 
King  of  Prussia  mall,  which  is  not  part 
of  the  Hahn  deal.  The  deal's  purchase 
price  is  undisclosed  but  covers  Krav- 
co's  management  and  development 
company  and  Kravco's  interests  in  six 
big  shopping  centers.  The  rest  of  Krav- 
co's two  dozen  malls  would  remain 
with  their  owners,  mostly  institu- 
tions and  other  sundry  parties. 

The  Reichmanns  already  have  siz- 
able mall  holdings  in  the  U.S.  The 
family  owns  36%  of  Alberta-based 
Trizec  Corp.,  which  in  turn  owns 
Hahn,  America's  fifth-largest  mall- 
lord  even  before  the  Kravco  deal.  Tri- 
zec also  owns  23%  of  Rouse  Co., 
number  three  in  malls.  Then  there's 
o&.y's  23%  stake  in  Campeau  Corp., 
with  6  million  square  feet  of  malls 
and  55  million  feet  of  department 
stores.  Totaled,  the  Reichmanns  will 
have  ownership  interests  in  an  as- 
tounding 150  million  square  feet  of 
North  American  retail  space.  By  con- 
trast, Indianapolis'  Melvin  Simon,  re- 
putedly the  U.S.'  biggest  mall  mavcn, 
runs  about  72  million  square  feet. 

Vegas  on  the  Volga? 

Racetrack  betting  is  the  latest  capital- 
istic decadence  in  demand  in  the  Sovi- 
et Union.  A  group  of  Russians  want  to 
build  a  track  in  Leningrad,  and  discus- 
sions have  begun  with  folks  from  ven- 
erable Churchill  Downs  in  Kentucky 
about  providing  American  knowhow. 
Why  a  track?  Tourism.  Seems  the 
budding  Leningrad  capitalists  feel 
their  town  needs  a  fun  attraction  to 
balance  all  those  dreary  museums  and 


fspr 


palaces.  Enter  American  consultant 
Robert  Hill  of  Soviet-American  Busi- 
ness Opportunities  Inc.,  who  contact- 
ed Churchill  Downs  for  the  Russians. 
But  Churchill  Downs  has  yet  to  sign 
on,  and  the  deal  may  take  a  while. 

Still,  the  Russians  are  clearly  think- 
ing big.  In  addition  to  the  track,  the 
sponsors  want  to  include  a  facility 
where  they  can  auction  horses.  The 
project's  estimated  cost:  anywhere 
from  $  1 0  million  to  $  1 00  million.  Can 
Las  Vegas  on  the  Volga  be  far  behind? 

Wanted:  moolah  mullah 


lltiuirMiitns  b\  Ijurj  Cornell 


As  you  can  read  elsewhere  in  this 
issue,  mutual  funds  come  in  just 
about  every  conceivable  flavor,  from 
aggressive  growth  to  antinuke.  But 
what  if  you  want  to  invest  in  accor- 
dance with  the  principles  of  the  Ko- 
ran? Not  to  worry.  Indianapolis-based 
Amana  Mutual  Funds  Trust  has  a 
product  for  you. 

Amana's  income  fund,  currently 
managed  by  a  unit  of  mony,  has  $4.3 
million  m  assets  invested  the  Islamic 
way.  The  Koran  proscribes  earning  in- 
terest on  money.  That  means  no 
bonds,  of  course,  and  no  financial  ser- 
vice stocks.  Other  forbidden  indus- 
tries include  gambling  and  liquor. 
The  fund  passed  on  Coca-Cola  be- 
cause of  the  dread  Hollywood  connec- 
tion to  Columbia  Pictures. 

On  the  other  hand,  there  is  nothing 
to  prevent  Amana  from  loading  up  on 
weaponsmakers,  South  African  gold 
miners  and  other  such  bugbears  of 
"ethical"  investors.  Unlike  interest, 
dividend  income  is  allowed,  so 
Amana's  principal  holdings  are  high- 
yielding  utilities. 

How  has  Amana  done?  Up  and 
down  with  the  market.  Now  mony 


wants  to  quit  as  investment  adviser 
and  distributor  of  the  Amana  fund, 
citing  lack  of  profits  because  the  fund 
is  so  small  and  inactive.  So  the 
Amana  folks  are  looking  for  a  new 
investment  ayatollah. 

Fees  on  parade 

Wall  Street  dealsters  are  sweating 
over  a  little-noticed  provision  of  the 
tax  bill  now  before  Congress.  Begin- 
ning next  March,  when  a  company 
recapitalizes  it  would  have  to  tell  the 
IRS  exactly  what  fees  were  paid  to 
investment  bankers.  Such  a  company 
would  also  have  to  disclose  whether 
those  fees  were  deducted  as  a  current 
expense  or  capitalized  over  a  period 
of  years. 

Why  the  concern?  "There's  no 
doubt  that  some  companies  have  been 
deducting  those  fees  currently,  even 
though  it  may  be  improper,"  says  one 
investment  banker.  If  the  companies 
can't  deduct  the  dealmakers'  fees, 
they  might  very  well  be  less  happy  to 
pay  them. 

The  tax  provision  is  likely  to  pass  at 
least  in  the  House.  Plenty  of  lawmak- 
ers have  watched  takeover-related 
plant  closings  in  their  districts,  and 
harbor  little  sympathy  for  the  mSia 
crowd.  For  example,  this  spring  Con- 
gress' Joint  Tax  Committee  suggested 
putting  a  50%  excise  tax  on  invest- 
ment banking  fees  over  $50  million 
per  firm  per  year. — Laura  Saunders 

Fear  of  God,  Chapter  1 

Mark  Ritchie  says  that  there  are  dis- 
honest people  in  every  business.  Un- 
fortunately, at  least  46  of  them  have 
been  indicted  for  being  dishonest  in 
his  business:  commodities  trading. 
Coincidentally,  Macmillan  pushed 
back  the  publication  date  of  Ritchie's 
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recent  book  God  in  the  Pits:  Ccmfessions 
of  a  Commodities  Trader  from  April  to 
August. 

Ritchie  cofounded  Chicago  Re- 
search Si  Trading,  a  highly  successhil 
commodity  options  trading  firm.  Al- 
though his  book  has  a  lot  more  to  say 
about  Ritchie's  own  voyage  of  spiritu- 
al self-discovery  than  it  does  about 
December  wheat,  God  in  the  Pits  does 
make  a  case  that  it  is  possible  to  go 
long  on  soybeans  without  compro- 
mising one's  religious  devotion. 

Ritchie,  once  a  member  of  a  now- 
dormant  group  called  Christians  in 
Futures,  believes  that  only  the  threat 
of  divine  retribution  can  ultimately 
keep  traders  honest.  "You  need  to  put 
the  fear  of  God  into  people,"  he 
writes.  Still,  when  Forbes  asked  if  he 
felt  God  could  succeed  where  govern- 
ment regulators  had  failed,  Ritchie 
was  less  than  sanguine.  "When  you 
look  at  the  world  around  you,  you 
can't  really  brag  about  the  efficacy 
God  has  had  in  regulating  things,"  he 
sighs. — Joe  Queenan 

He  sin^  like  a  pigeon 

Well-known  (to  the  feds  at  least)  stock 
swindler  Arnold  Kimmes,  67,  has 
pleaded  guilty  to  charges  of  stock 
fraud  and  racketeering,  according  to 
papers  now  trickling  out  of  a  Las  Ve- 
gas federal  court.  As  part  of  his  plea- 
bargaining,  Kimmes  has  been  singing 
to  a  Las  Vegas  grand  jury,  which  must 
be  making  penny  stock  peddler  Meyer 
(Blind  'em  and  Rob  'em)  Blinder  of 
Denver-based  Blinder,  Robinson  un- 
comfortable to  say  the  least. 

Kimmes  has  admitted  to  manufac- 
turing phony  companies  with  a  young 
cohort,  registering  them  with  the  sec 
and  cooking  up  at  least  one  deal  with 
Blinder  to  sell  the  stock  to  the  public 
at  huge  markups.  The  court  docu- 
ments indicate  the  feds  have  backup 
evidence  from  a  raid  on  Blinder's  of- 
fices last  fall. 

.  No  indictment  of  Blinder  has  been 
handed  up  yet.  But  the  grand  jury  is 
due  to  meet  perhaps  until  the  end  of 
the  year.  Until  then,  Meyer  will  no 
doubt  be  sweating. 

Kimmes,  by  the  way,  seems  to  have 
done  just  fine  for  himself.  In  return  for 
turning  stool  pigeon,  federal  prosecu- 
tors have  turned  Kimmes  loose  with 
few  restrictions,  pending  sentencing. 
If  he  sticks  around,  the  admitted  con 
man  is  unlikely  to  draw  anything  near 
the  maximum  25  years.  Why  no  bail 
or  "protective  custody"  for  a  fellow 
who  doubtless  has  plenty  of  money 
salted  away  in  lots  of  foreign  climes? 
Shrugs  one  disgusted  prosecutor: 
Don't  ask."— Richard  L.  Stem 
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Hottest  rental.  2007  A.D. 
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OM  SCREEN  PROGRAMMK 


:B  SAMSUNG 


The  VCR  youll  play  it  on.  2007  A.D. 


What  movie  will  be  the  blockbusterof  2007  A.D.?  Hardtosay.  Butone 
thing's  for  certain.  Samsung  VCRs  will  definitely  be  getting  rave  reviews. 


eg  SAMSUNG 

The  future  of  electronics. 
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They'd  rather  walk,  thank  you. 

They  look  like  city  shoes, 
but  they're  really  our  fitness  walking 
shoes  cleverly  clisguised  to  have 
lunch  with  bankers. 

Rockport®  shoes  weigh  half 
as  much  as  ordinary  business  shoes. 
They're  much  softer  on  your  feet  - 
with  four  layers  of  high  density 
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cushioning.  They  cradle  your  foot 
more  firmly.  Up  front,  your  toes 
have  more  freedom  to  wiggle. 

And  where  the  shoes  meet  the 
road,  there  is  sure-footed,  shock- 
absorbing  Morflex  Vibram®  ~  not 
hard,  slippery  leather 

But  tne  biggest  difference  is  the 
energy  you  feH  when  you're 


wearing  them.  That's  because  the 
Rockport  Walk  Support  System^^ 
mid-sole  is  engineered  like  the 
Rockport  ProWalker,-'with  a  highly 
flexible  pivot  point  that  helps  your 
body  move  over  your  feet  more 
naturally. 

They  cost  about  SlOO,  and  you'l 
probably  save  that  in  cab  fares 


within  a  month. 

Rockport  shoes  are  casual,  dress 
and  fitness  shoes  for  men  and 
women.  For  the  store  nearest  you, 
call  1-800-343-WALK. 

Rockporf 
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A\-ailable  at 

Hanover  Shoe 

Xondstrom 

Maq'sNe^York 

Davion  Hudson 

Bufdines 

BigSk)' 


If  you  want  to  get  the  most 
out  of  your  advanced  technology 
printer,  dorit  put  just  any 
<ind  of  paper  into  it  Fill  it  up 
with  Mead  Ultratech'"  or  Mead 
Moistnte®  Laseigraphic 

(Tfeod 

Business  Papers 

fbr  A  Better  Image. 

Mtjd  Pint  Paper  Cuuntwuse  PUii  l)j)H»i.  Ohio  ■»^4<)J 


Kaufmann 
Fund 


A  NO-LOAD 
GROWTH  FUND 


Portlollo  Co-managers  Hans  Utsch  and  Lawrence  Auriana. 

NUMBER  ONE  for  1988 

Tops  All  Categories  Per 

Upper  Analytical  Services 

The  Kaufmann  Fund  is  dedicated  to  the 
objective  of  capital  appreciation  through 
investment  in  small  growth  companies 
just  beyond  the  venture  stage  that  have 
established  profitability  and  have 
substantia!  growth  prospects.  These 
companies  have  s'foi-g  positions  in  the 
markets  thcy  -.erve,  as  a  result  of  pro- 
prietary technology  or  know-how. 

For  a  pre:  pectus  please  CALL 

1-800-237-0132 

17  BATTERY  PLACE  •  NEW  YORK,  NY  1000 

Please  read  the  Prospectus  carefully  before  in  . 
vesting  The  Fund's  past  performance  is  nor  I 
necessarily  indicative  of  future  performance. 


Readers  Say 


Mistaken  identity 

Sir:   The   photograph   captioned  Ed- 
mund Vestey  (July  24)  is  in  fact  that  of 
the  chairman  of  j  Sainsbury  Pic,  Lord 
Sainsbury  of  Preston  Candover. 
— Prue  Roper 

Corporate  and  Media  Relations  Manager 
J  Sainsbury  Pic. 
London,  England 
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Lord  Sainsbun'.  the  real  Edmund  Veste]' 


National  service 

Sir:  Re  your  editorial  asking  what's 
happened  to  my  national  service  pro- 
posal (/'act  and  Comment,  July  24)   I 
have  joined  Senator  Kennedy  and  oth- 
er Senate  colleagues  in  introducing  a 
bill   in  which   states  would  receive 
competitive  grants  to  test  a  program 
of  full-  or  part-time  national  service 
rewarded   by   education   or   housing 
vouchers.  This  pilot  project  will  allow 
us  to  evaluate  the  effects  on  partici- 
pants and  on  the  community. 
— Sam  Xunn 
United  States  Senate 
Wa4mmrn>i  PC 


More  to  life 

Sir;  Your  recent  coverage  of  the  life 
insurance  industry  is  a  valuable  ser- 
vice. Because  of  the  overall  quality,  it 
is  too  bad  that  each  article  contains  a 
careless  and  possibly  damaging  point. 
The  quote  to  which  I'm  alluding  is 
that  "mutual  life  insurers  arc  owned 
by  policyholders,  not  stockholders.  In 
effect,  they  arc  owned  by  no  one,  and 
management  can  do  as  it  pleases" 
("You  bet  your  life, ".////»•  10).  I  know 
from  experience  that  mutual  policy- 
holders arc  intimately  connected  to 
the  company's  performance,  and  that 
managemen  here  and  at  other  mutu- 
als  is  as  accounta.  !e  to  its  policyhold- 
ers as  the  leaders  oi  stock  companies 
are  to  stockholders 
Also  it  would  have  been  more  credi- 


ble and  beneficial  to  your  readers  if 
Mr.  Bladen  noted  the  fact  that  there 
are  many  strong  whole  life  compa- 
nies. Instead,  Mr.  Bladen  chose  to  rec- 
ommend only  two  companies. 
— Denis  F.  Mullane 
Chairman 
Connecticut  Mutual  Life 

Insurance  Co. 
Hartford,  Conn. 

No  negative  inferences  should  be 
drawn  about  other  insurance  compa- 
nies. My  recommendations  were  based 
on  detailed  knowledge  about  the  two 
companies,  knowledge  I  simply  do  not 
possess  in  equal  depth  about  other  com- 
panies— Ashby  Bladen 


A  modest  proposal 

Sir:  Your  Fact  and  Comment  II  (July 
10)  on  the  Third  World  debt  crisis  was 
very  naive.  The  problems  that  plague 
the  Third  World  are  grand  larceny, 
theft,  and  stealing.  U.S.  troops  should 
invade,  one  by  one,  countries  with 
nonrepresentative  (and  therefore  ille- 
gitimate) governments.  Troops  will 
keep  the  peace  for  one  year  while  elec- 
tions are  held,  and  then  back  away 
and  allow  the  duly  elected  govern- 
ment to  function.  Of  course,  after  the 
first  couple  of  invasions,  the  dime- 
store  dictators  will  get  the  message 
and  step  down  voluntarily. 
—Hallett  R  Stiles 
.Miami.  I'la 


Vanity  plates 

Sir:  I  hope  that  you'll  approve  of  the 
liberty  that  I've  taken  with  my  new 
license  plates. 
—John  Macco 
Marsl.]field,  WL<; 
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Sir:  With  your  permission,  I  would 
like  to  abbreviate  Capitalist  Tool  into 
CapTool  and  use  this  for  my  car  li- 
cense plate. 
— RE.  Stringham  Jr. 
Renton,  Wash. 

Great.'— MSF 


Deal  satisfoction 

Sir:  In  the  unflattering  piece  on  Peter 
Cohen  and  Shearson  Lehman,  Forbes 
misrepresented  the  critical  role  Mr. 
Cohen  and  Shearson  played  in  Beazer 
Pic's  $1.8  billion  acquisition  of  Kop- 
pers  Co.  ("The  Peter  principle," /w/)' 
10).  Beazer  is  a  most  satisfied  client  of 
Shearson  and  was  very  impressed 
with  that  firm's  ability  to  structure  a 
creative  transaction  that  made  sense 
and  worked  .  .  .  pumping  value  back 
into  the  Pittsburgh  economy. 
— B.C.  Beazer 

Chairman  and  Chief  Executive 
Beazer  Pic. 
Bath,  England 


Compensatory  mortality 

Sir:  Re  your  book  review  of  Moose,  by 
Michio  Hoshino,  and  the  comment 
"Michio  Hoshino  may  do  for  moose 
what  Bambi  did  for  deer"  (Fact  and 
Comment,  July  24).  If  so,  he  will  do  a 
great  disservice.  Bambi  exemplifies 
the  dark  side  of  anthropomorphism, 
giving  the  impression  that  deer  are 
cuddly  creatures  threatened  to  extinc- 
tion by  ruthless  hunters.  Hunters  use 
wildlife  in  many  ways,  of  which  com- 
pensatory mortality  (harvest)  is  one. 
They  do  not  ruthlessly  destroy  wild- 
life. We  cherish  the  resource.  Society 
destroys  through  rampant  develop- 
ment and  destruction  of  habitat. 
— Randall  P.  Scbwalbach 
Editor 

Deer  &.  Deer  Hunting  Magazine 
Appleton,  Wis. 


Huddled  masses 

Sir:  If  the  British  in  Hong  Kong  are 
demanding  that  boat  people  be  re- 
turned to  their  own  land  (Fact  and 
Comment  II,  July  10),  I  find  it  very 
understandable.  Britain  already  has 
millions  of  refugees  from  Pakistan, 
the  West  Indies,  etc.  Britain  also  has 
about  2  million  unemployed,  housing 
is  in  short  supply  and  the  socialized 
medical  service  is  strained. 
— Margaret  Johnstone 
Randolph,  Wis 
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The  one  hotel  at  the  very  centre  of  Manila's  blossoming 
business  district.  With  enough  sparkle  to  be  the  most  popular 
meeting  place  and  the  most  prestigious  place  to  do  business. 
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Preferred  Hotels  Worldwide 
ToUfree  (800)  323  7500 


Steigenberger  Reservation  Service 
Tollii^ee  (800)  223  5652 


The  Monio  Peninsulo 

„    The 
Peninsula 

GROUP 
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OUR  CLIENT  LIST  INCLUDES 
50%  OF  THE  FORTUNE  500. 


THE  BOTTOM  LINE  IS  YOUR 
FINANCIAL  PEACE  OF  MIND. 


When  the  leaders  of  America's  most  important  companies  seek  expertise 
in  insurance  and  financial  services,  they  turn  to  the  company  that  can  help  them 
the  most.  The  Travelers. 

We  tailor  our  broad  range  of  products  and  services  to  fit  the  specific  needs 
of  our  diverse  clients. 

This  flexibility  is  backed  by  the  power  of  our  $50+  billion  in  assets  and  125 
years  of  expenence.  As  a  result,  our  clients  are  better  equipped  to  meet  the  growing 
demands  of  the  business  world.  With  confidence  and  financial  peace  of  mind. 

Tr.nolois Companies,  Hartford,  Connocticul 06183 


Thelravelersj 

You're  better  off  under  the  Umbrella." 


0 1989  The  Travelers  Corporal  I 


'With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


Three  hits  for  President  Bushes  team: 

•  THEIR  HANDLING  OF  THE  HOSTAGE  CRISIS 

is  impressively  heartening.  These  violently  volatile  chal-  every  possible  source,  the  President  has  had  real  impact 

lenges  severely  wracked  the  administrations  of  Bush's  in  every  quarter  involved. 

two  immediate  predecessors.  By  touching  every  base,  The  tempered  mettle  and  decent  mind  he's  made  of  are 

determinedly  pursuing  every  channel,  asking  help  from  proving  mighty  valuable  when  the  chips  are  down. 

•  TREASURY  SECRETARY  BRADY  HAS  WROUGHT  AN  S&L  BILL 

that's  sounder  and  more  promismg  than  its  multiple  critics  yet  realize. 

•  COLIN  POWELL  IS  A  HRST  RATE  PICK  FOR  JOINT  CHIEFS  CHAIRMAN 

We've  come  to  know  Army  General  Colin  Powell  in  a 
'-  couple  of  his  previous  vital  posts.  He's  both  thoughtful  and 
I  forceful.  He  has  brains  as  well  as  guts. 

The  new  Chief  of  the  Joint  Chiefs  of  Staff  briefed  and 
counseled  much  with  George  Bush  in  previous  years,  and 
now,  when  the  President  resolves  on  a  course  of  action, 
Colin  Powell  will  be  in  the  best  position  possible  to  see 
that  the  Commander  in  Chief's  decisions  don't  get  lost  in 
the  Pentagon/Services  maze. 

IT'S  TOO  BAD  ARCO  IS  SELLING  ITS  SOLAR  SUBSIDIARY  TO  SIEMENS 


while  solar  energy  is  now  minuscule  in  relation  to  oil, 
on-the-ball  Arco  was  foremost  in  developing  the  technol- 
ogy. Now  it  has  announced  plans  to  sell  its  solar  outfit  to 
Siemens,  which,  in  terms  of  U.S.  operations,  has  not 
proved  particularly  adept. 

Arco's  foresight  in  giving  time,  effort  and  money  to  solar 
energy  research  hasn't  paid  off,  of  course,  at  this  point. 

But,  down  the  road — how  far,  nobody  knows,  though  I'll 


bet  it's  not  as  far,  far  down  as  big  oilers  think — it's  going  to 
play  an  ever- increasing  role  in  more  and  more  niches  where 
energy-source  purity  will  be  worth  quite  higher  prices. 

If  it  isn't  too  late,  I  wish  Arco  would  have  second 
thoughts. 

If  it  is  too  late,  I  hope  some  other  U.S.  deep-pocketed 
energy  major  with  vision  will  put  us  back  in  the  contest  to 
develop  this  sure-to-be-consequential  technology. 


YOU  DON'T  HAVE  TO  BE 

Tibet  and  Nepal  are  two  bite-sized  an- 
cient lands  yet  again  being  bloodily  ground 
up  by  the  centuries-old,  bitter  mountain- 
border  rivalries  between  giantly  populated 
China  and  India. 

Just  30  years  ago,  after  Chinese  troops  in 
1950  brutally  occupied  Tibet,  Tibetans  rose 
against  Chinese  high-and-hard-handedness 
with  their  religion,  culture  and  government. 


A  BUDDHIST  TO  DIG  THE  DALAI  LAMA 

The  Dalai  Lama,  their  Buddhist  leader  and 
teacher  considered  to  be  a  divine  reincarna- 
tion, had  to  flee  into  simpatico  India. 

Recently  this  unique  religious  Head  break- 
fasted with  a  dozen  Fourth  Estaters  before 
receiving  the  Raoul  Wallenberg  Congressio- 
nal Human  Rights  award.  By  the  time  he'd 
responded  to  an  hour  of  intelligently  probing 
questions  covering  quite  a  spectrum,  it  was 
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clear  that  this  warmly  self-depreciating  spiritual  leader 
indeed  embodies  the  Gandhiesque  principles  of  nonvio- 
lence and  peace.  It's  estimated  that  hundreds  and  hun- 
dreds of  his  6  million  countrymen  were  wickedly  disposed 
of  when  they  recently  en  masse  unviolently  demonstrated 
their  determination  to  be  free  of  their  Chinese  shackles. 

Tibetans  had  been  feeling  hopeful  when  Deng-led  China 
began  opening  up.  Then  came  the  bloody  repression  in 
Tiananmen  Square.  Said  the  Dalai  Lama,  "You  can  see 
from  what  has  happened  in  Tibet  that  violent  suppression 
will  not  succeed.  Today  in  Tibet  there  is  more  national 
feeling  and  more  national  cohesion  than  there  ever  was 
before  the  Chinese  came. 

"[The  recent  Chinese  action]  was  very  negative,  very 
harmful.  Without  this  their  name  would  have  remained  in 
history  signifying  something  wise.  Now  that  has  been 
damaged.  Humans  love  freedom.  Humans  love  democracy. 


Now  at  the  end  of  the  century  this  human  spirit  seems  to 
be  getting  the  upper  hand,  though  of  course  in  China  for 
the  time  being  there  is  a  setback." 

The  5  5 -year-old,  three-decade-exiled  monk  has  a  twin- 
kling sense  of  humor.  "Buddhism  preaches  love  of  people 
and  animals — except  wolves  and  rats.  Some  Buddhists  do 
eat  meat  but  that's  a  small  contradiction. 

"I  constantly  seek  harmony  between  religions.  It  would 
be  lovely  to  have  a  supermarket  of  religions  since  all  have 
the  same  aims.  Then  you  could  go  through  and  pick  the 
package  that  has  most  appeal." 

This  is  a  good  man.  When  China,  out  of  economic, 
military  and  political  necessity  opens  up  anew  to  the  West 
and  more  freedoms,  the  good  and  holy  Dalai  Lama  will 
return  to  a  Tibet  that  is  again  what  it  was  before  the 
Chinese  occupation. 

This  will  be  sooner  than  most  people  think,  I  think. 


THERE'S  NOTHING  WRONG  WITH  HOME  SALES  OR  HOUSE  STARTS 

that  a  drop  in  interest  rates  isn't  curing. 

BE  HAPPT  BUSH'S  ANTITRUST  CHIEF  WILL  BE  JUST  THAT 


Competition  is  the  heartbeat  of  a  free-enterprise  econo- 
my. For  too  long  now,  vigilance  against  megamergers  that 
"may  substantially  lessen  competition"  or 
"tend  to  create  a  monopoly"  has  been  almost 
totally  lacking. 

It's  a  very  good  thing  for  the  health  of  our 
economy  that  James  Rill,  new  antitrust 
chief  at  the  Justice  Department,  will  get 
that  crucial  operation  back  in  operation. 
He's  right  on  when  he  tells  the  WW//  Streei 
Jounuil,  "The  antitrust  laws,  to  my  mind, 
are  the  cornerstone  of  the  American  economy." 

That  his  enforcement  will  be  leavened  only  by  common 
sense  is  shown  in  the  same  interview,  when  Mr.  Rill  was 
asked:    "In  another  le^LsUiiii'e  area,  some  Biisl)  AdmhiLsnaiion 


officials  are  urging  Congress  to  pass  pending  hills  that  would 
create  antitrust  exemptions  for  joint-production  ventures.  Do 
5  yot4  agree  that  such  corporate  collaboration  ought 
;  to  he  encouraged  with  antitrust  exemptions'" 
-  Rill:  "Joint  ventures  will  be  encouraged  or 
not  encouraged  because  they  make  economic 
sense.  I'm  not  altogether  sure  that  anyone  is 
suggesting  an  exemption  from  the  antitrust 
laws.  The  Attorney  General,  the  Secretary  of 
Commerce  and  others  have  expressed  an  in- 
terest and  concern  with  whether  or  not  fear 
of  antitrust  exposure,  particularly  from  private  litigation, 
is  deterring  the  formation  of  legitimate  production  joint 
ventures.  That  is  an  issue  under  examination  now." 
It  sounds  like  we've  got  a  good  man  in  a  key  position. 


THE  OCCASIONAL  SPLIT  HAS  ABSOLUT  MERIT 

In  these  instances,  two  halves  arc  twice  as  effective  as  the  whole. 


Sf 
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ME 
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MOVIES  AND  THEATER 


•  •  Abyss — The  scuttlebutt  among  the  unwell  wishers  of 
Twentieth  Century  Fox  and  its  genius  helmsman  Barry 
Diller  was  that,  with  this  picture,  both  the  studio  and 
Barry  were  going  into  their  own  abyss,  underwater  to  the 
tune  of  tens  of  $millions.  These  preview  Cassandras  are 
going  to  end  up  wrong — very  wrong.  You  and  I  should  have 
a  tiny  sliver  of  the  return  on  equity  that  this  box-office 
hurricane  is  going  to  reap.  #  Dead  Poets  Society — For 
most  of  us  during  schooling  years  one  or  two  teachers 


really  provided  exceptional  inspiration.  This  movie's 
about  the  pillorying  of  an  outsized  prep-school  inspirer 
and  the  wrenching  fate  that  befell  a  handful  of  his  most 
tumed-on  disciples.  Ladies,  bring  more  than  one  hankie. 
#  Scenes  from  the  Class  Struggle  in  Beverly  Hills — An 
inane  script  about  inane  people  inanely  acted.  •  Showing 
Off — This  brightly  catching  satirical  musical  in  its  un- 
adorned cabaret  setting  at  Steve  McGraw's  on  72nd  Street 
is  all  fun,  with  no  scenic/costume  folderol. 


SURELY  THIS  MUST  BE  THE  HEADLINE  OF  THE  MONTH 


\Rough  Going  for  Debt  Plan: 
iLack  of  Money  Seen  as  Flaw\ 


■  New  York  Times 


EVERY  SUMMER,  LAWNS  TAKE  A  BEATING 


mostly  from  those  in  the  family  who  have  to  mow  theirs. 
Occasionally  some  august  intellectual  gives  in  print  high- 
powered  trimmings  to  "The  Case  Against  Lawns,"  as  did 
Michael  Pollan,  Executive  Editor  of  Harper's  Magazine,  in 
the  New  York  Times  Magazine. 
But  the  fact  remains  that  there's  nothing  more  soothing, 

CLOTHES  MAY  MAKE  THE  MAN 

but  on  women  they  help  them  to. 


more  pleasing  to  the  eye  than  a  kempt  lawn.  And  for  those 
who  earn  their  daily  bread  running  their  mental  motors 
encased  in  offices,  the  satisfactions  that  come  from  looking 
at  a  swath  of  lawn  mowed  by  the  sweat  of  one's  brow  are 
unequaled.  It  would  be  better  to  do  away  with  those  who 
would  do  away  with  mowing  than  to  do  away  with  lawns. 

IF  ALL  MAIDENS  STAYED  MAIDENS 

soon  there'd  be  nobody  left. 


BOOKS 


"Don't  you  think  you  should  kill  these  reviews?"  was 
the  question  raised  by  Forbes  reporter  Merrill  Vaughn, 
because  these  were  written  quite  a  while  ago  and/or  be- 
cause the  books  themselves  are  now  out  of  print.  Merrill  is 
responsible  for  making  reviews  fit  this  page.  She  selects 

•  City  Notebook — by  McCandlish 
Phillips  (Liveright,  $10.50)— is  subti- 
tled >1  Reporter's  Portrait  of  a  Vanish- 
ing New  York.  It  was  published  15 
years  ago  to  mostly  happy  reviews, 
but  I  just  got  around  to  reading  it.  It's 
amazing  how  his  Now  seems  as  dated 
today  as  anything  he  looks  back  at. 

Excerpt:  Manuel  Vasquez,  a  19-year-old  East  Harlem 
youth,  played  the  lead  role  in  Dope.  He  died  last  night  in 
circumstances  strangely  like  those  in  the  play.  On  stage, 
Tony  Vasquez,  as  he  was  known  to  friends,  played  a  junkie 
who  struggles  against  addiction  and  narrowly  wins  out. 
The  junkie  dies  at  the  final  curtain  after  a  vindictive  pusher 
stabs  him.  .  .  .  Tony  won  the  lead  role  when  he  agreed  to 
take  no  more  narcotics  and  went  for  detoxification  treat- 
ment. "All  the  junkies  in  the  neighborhood  were  trying  to 
get  him  to  get  back, "  said  Mary  at  Lee,  the  author  o/Dope. 
"The  other  junkies  are  jealous  that  somebody  else  is  out,  so 
they  want  to  prove  that  he's  not  making  it,  so  they  won't 
have  to  make  the  effort  themselves.  Well  they  proved  it. " 
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the  excerpts  from  the  many  I  mark. 

But  I  thought  we'd  run  these  anyway.  Readers  can  try 
their  libraries  or  out-of-print  book  finders  (among  the  latter: 
Book  Service— Box  3253Y,  San  Clemente,  Calif.  92672; 
Reliable  Book  Service— Box  2033,  Paterson,  N.J.  07509). 

Truly    Tasteless    Jokes    Two — by 

Blanche    Knott    (Ballantine    Books, 

$3.50).  Indeed,  most  of  them  are,  yet 

this  paperback  and  its  predecessor  and 

their  sequels  continue  to  sell.  There 

are  some  repeatables — pearls,  so  to 

speak — for  casting  before  the  wallow- 

ers  who  can't  get  enough  of  this  stuff. 

Excerpts:  What's  the  definition  of  mixed  emotions^  When 
you  seeyour  mother-in-lawbackingoff  a  cliff  inyour  brand- 
new  Mercedes.  .  .  .  The  devout  few  was  beside  himself 
because  his  son  had  been  dating  a  shiksa,  so  he  went  to  visit 
his  rabbi.  The  rabbi  listened  solemnly  to  his  problem,  took 
his  hand,  and  said,  "Pray  to  God. "  So  the  few  went  to  the 
synagogue,  bowed  his  head,  and  prayed,  "God,  please  help 
me.  My  son,  my  favorite  son,  he's  goingtomarry  a  shiksa,  he 
sees  nothing  but  goyim.  ..."  "Your  son,"  boomed  down 
this  voice  from  the  heavens.  "You  think  you  got  problems! 
What  about  my  sonl"  .  .  .  Did  you  hear  about  the  Italian 
engineer  who  invented  a  car  so  energy-efficient  it  didn't 
need  any  gas  at  alU  It's  called  the  Ronzoni  Downhill. 
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WHAT  IS  LUXURY? 


Is  luxury  something  expensive? 

Or  is  luxury  something  that  gives  you 
satisfaction? 

Is  luxury  something  other  people  are  im- 
pressed with? 

Or  is  luxury  something  that  impresses  you? 

If  you  have  a  minute,  this  is  the  Infiniti  view. 
We'd  like  to  share  it  with  you. 

The  primary  thought  behind  the  Infiniti  line  of 
cars  is  that  they  be  international,  luxury-class 
automobiles.  But  that  they  be  different  from 
the  traditional  luxury  definition 

The  difference,  much  of  the  difference  at  any 
rate,  is  aesthetic.  It  is  Japanese  by  nature  that 
luxury  should  evoke  a  sense  of  simplicity, 
beauty  and  tranquility 


To  see  how  widely  this  simple  aesthetic  can  be 
interpreted,  Infiniti  luxury  has  been  described 
both  as  "multivocal  in  nature  in  that  it  appeals 
to  the  heart  of  each  individual  in  a  different 
way"  and,  as  a  sense  of  inner  peace  "such  as 
one  might  enjoy  while  unwinding  at  the  end 
of  a  hard  day." 

If  words  fall  short— as  they  most  likely  do— a 
test  drive  will  make  all  the  difference.  We'd 
like  to  help  you  discover  a  different  kind  of 
luxury— your  own,  personal  kind. 

Call  for  more  information  to  make  your  own 
evaluation  or  for  the  name  of  the  dealer  near- 
est you.  1-800-826-6500. 

Thank  you. 


created  by  Nissan 


Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editor's  mind.-MSF 


Presidential  Cradles 

Forty-one  percent  of  American  par- 
ents want  a  child  of  theirs  to  become 
President  of  the  United  States. 

— Playboy 


Not  Immune 

"Now  I've  got  to  confess  that  when 
the  Director  of  U.S. I. A.  [United  States 
Information  Agency]  sent  the  polls 
over  after  our  visit,  and  they  showed 
strong  support  for  what  I  had  done  in 
NATO,  or  what  the  United  States  had 
done,  I  immediately  called  Scowcroft 
and  Sununu  and  said,  'You  know,  hey, 
look  at  all  this!'  I'm  not  immune  to 
world  opinion." 

— President  George  Bush 

Supreme  Indifference 

The  same  day  that  the  Rehnquist 
Supreme  Court  agreed  to  hear  three 
more  abortion  cases  next  term  it  de- 
cided it  didn't  have  time  to  consider 
any  of  three  pending  appeals  from  out- 
rageous and  likely  unconstitutional 
punitive-damages  awards. 

The  [ustices  have  become  enamored 
with  social  issues  over  the  past  30 
years,  devoting  their  tight  caseload  to 
endless  civil-rights  variations.  Mir- 
anda-type protections  for  criminals 
and  how  many  angels  can  dance  and 
under  what  circumstances  on  the  head 
of  a  creche  and/or  menorah  display. 

We  have  yet  to  hear  word  one  from 
the  Supreme  Court  on  the  country's 
biggest  legal  problem,  the  tort  crisis 
that  liability  expert  Peter  Huber  esti- 
mates creates  an  annual  $300  billion 
tax  on  the  economy.  The  Justices  did 


nothing  for  Texaco  after  the  absurd 
$11  billion  Texas  judgment  for  Penn- 
zoil.  We  now  will  have  to  wait  at  least 
another  year  before  the  Court  decides 
whether  punitive  damages  violate  due 
process  or  Rico  is  unconstitutionally 
vague,  as  several  Justices  have  said. 
— Wall  Street  Journal  editorial 

Appalling  Undress 

American  Airlines  flight  3  from  JFK 
was  on  time  with  every  seat  filled  by 
people  in  the  most  appalling  state  of 
undress.  How  anyone  can  fly  out  of 
one  great  city.  New  York,  to  another, 
Los  Angeles,  in  costumes  more  suit- 
able for  a  backyard  barbecue  eludes 
me.  With  their  tank  tops  and  short 
shorts  (these  were  the  men!),  I  have 
seen  more  fashionably  attired  Turk- 
ish coal  miners  boarding  the  third- 
class  carriages  of  Italian  state  railways 
at  Turin  on  the  way  home  to  Istanbul 
for  summer  vacation. 

— James  Brady,  Advertising  Age 

Worse  than  Gluttony 

Good  taste  is  the  worst  vice  ever 
invented. 

—Dame  Edith  Sitwell  (1887-1964),  in 

The  Third — and  Possibly  the  Best — 

637  Best  Things  Anybody  Ever  Said 

10  Cents  a  Day 

Do  you  think  you  could,  by  a  little 
effort  and  self-sacrifice,  save  ten 
cents  each  day?  If  you  could,  your 
daily  dime,  invested  at  5%,  com- 
pound interest,  would  mount  up  to 
$1,206.81    in    20    years    and    would 


'Buy  low,  sell  high.'" 


draw  interest  alone  of  $55.73  that 
year.  If  you  could  make  it  a  dollar  a 
week,  your  savings  would  amount  to 
$1,724.01,  and  your  interest  would 
bring  you  $79.61.  Two  dollars  week- 
ly would  mean  $3,448.02  saved, 
earning  $159.22  in  interest  that  year. 

— B.C.  Forbes, 
in  Every  Week,  Aug.  20,  19 1 7 


The  defense  budget's  been 
squeezed  so  much  that  ev- 
eryone wants  to  fund  their 
pet  rocks.  Uitfortunateiy, 
some  members  of  Congress 
are  more  interested  in  pork 
than  they  are  in  the  overall 
national  security  picture. 

— vice  President  Dan  Qoayle 


Tattoo  Rage 

Edward  VII,  George  V,  Czar  Nicho- 
las II,  King  George  of  Greece,  King 
Oscar  of  Sweden,  Kaiser  Wilhelm — all 
wore  tattoos  of  royal  emblems  or  mil- 
itary insignia  etched  discreetly  on  an 
arm.  Lady  Randolph  Churchill,  the 
mother  of  Winston,  had  herself  tat- 
tooed in  commemoration  of  Edward 
VII's  coronation.  The  press  called  it 
the  "tattoo  rage." 

There  are  worlds  of  difference  be- 
tween big,  shov^ry  tattoos  and  small 
ones  imprinted  on  an  inconspicuous 
part  of  the  body — the  Princeton  tiger 
on  former  Secretary  of  State  George 
Shultz's  buttock,  for  example. 

— John  Berendt,  Esquire 

Scots  Watchers 

The  total  number  of  the  bureaucra- 
cy of  the  European  Community  in 
Brussels  is  9,100,  responsible  for  320 
million  people.  At  Saint  Andrew's 
House  in  Edinburgh  we  have  a  bu- 
reaucracy responsible  for  Scotland 
alone  that  consists  of  11,900  people 
responsible  for  a  population  of  5.5 
million  people. 

— Edward  Heath,  former  prime 
minister  of  Britain,  A/ew  York  Times 

Killing  Service 

A  minister  friend  told  me  about  the 
young  member  of  his  congregation 
who  asked  him  about  the  names  on 
the  wall  in  the  church  vestibule. 

"Oh,"  said  the  preacher,  "that's  a 
list  of  men  who  died  in  the  service." 

The  wee  one  thought  a  bit.  Then  he 
said,  "8:30  or  II?" 

—"Jabs  Gab," 
Benton  County  (Mo.)  Enterprise 
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THE        FRAGRANCE        FOR        MEN 


BOSS 

HUGO         BOSS 


SAKS  FIFTH  AVENUE 


"Both  the  house  and  boat  are  insu/^d  with  CI 
Now,  if  only  they'd  insure  my  golf  scqresv^" 


] 


wisWiil  thinking  never  hurt  anyone.  And  it's  only  natural  to  wish  that  all  thi. 
ferfyfree  as  those  insured  widi  Chubb.  After  all,  Chubb  offers  exceptional 
I  .fcr  personal  property.  You  also  get  what  many  consider  to  be  t 

^^^^"^^BHBI^hfe  ^l^£^  industry  And  a  Chubb  policy  is  always  written  in  plr 

Englisl^(HB!|Bttl        ^^^^Hbitand  your  coverage,  the  better  you  feel.  i        ~7^ 

wim  ^^^^Scc  iri^^^Hb,  you  may  spend  a  lot  less  time  worrying         / 
about  your  hoiise  Qnd  boat.^BHPrpan  always  spend  more  time  worrying  about         \^ 
your  golf  scores.  Ask  your  agentlfclbrdker  about  Chubb,  or  call  800-922-0533. 


QtubbGroupofl 


I  Piayhoutet'  Witch  for  it  on  PBS. 
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Fact  and  Comment  11 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


WHAT'S  FUELING  THE  STOCK  MARKET  RISE? 


First,  and  most  immediate,  the  prospect  of  a  meaningful 
cut  in  the  capital  gains  tax.  A  simple  rate  of  15%  would 
send  the  Dow  Jones  industrial  average  over  3500  by  1991. 

Second,  the  hope  that  Greenspan  will  ease  up  sufficient- 
'  ly  to  avoid  a  recession  and  let  the  economy  grow  again. 
This  is  still  a  dicey  proposition,  given  Greenspan's  pros- 
perity-causes-inflation   predilections.    With    a    positive 


change  in  the  capital  gams  levy,  though,  the  Fed's  obtuse- 
ness  will  be  overwhelmed. 

Third,  stocks  are  undervalued.  Factor  out  inflation,  and 
equity  averages  today  are  20%  to  25%  lower  than  they 
were  in  the  mid-1960s. 

Where  will  stocks  be  a  year  from  now?  Higher  than  they 
are  today. 


TWO  DUMB  IDEAS  FLOATING  IN  CONGRESS 

The  first  would  exclude  American-owned  foreign  securities  from  a  capital  gains  tax  cut.  The  second 
would  impose  new  taxes  on  foreign  buyers  of  U.S.  companies.  Look  at  the  1930s  to  see  what  this 
fortress-America  mentality  can  result  in.  We're  supposed  to  lead  the  world,  not  withdraw  from  it. 

IRA  II 


Here  is  good  news  for  investors.  The  Individual  Retire- 
ment Account  may  be  brought  back  to  life,  thanks  to 
groundwork  done  by  Merrill  Lynch.  The  vehicle,  effective- 
ly kiboshed  by  the  1986  Tax  Reform  Act,  is  now  credited 
with  increasing  the  nation's  pool  of 
savings  when  it  was  in  full  effect. 

A  couple  of  years  ago,  Merrill 
Lynch  tax  experts  set  out  to  figure 
1  way  to  revive  this  instrument 
which  had  been  a  boon  for  broker- 
age firms  and  banks)  in  a  way  that 
*  ould  not  boost  the  deficit. 
Their   solution?    A   beguilingly 
inple  one.  Reverse  the  timing  of 
le  tax  exemption.  Instead  of  get- 
ing  tax  breaks  when  people  put  their  money  into  an  IRA, 
hey  would  receive  them  when  they  took  it  out.  The  new 
RA  would  be  funded  with  aftertax  dollars,  but  withdrawals 
'n  later  years  would  be  tax-exempt. 

"Unlike  restoring  the  full  deductibility  of  IRA  contribu- 
ons,  this  would  cost  the  Treasury  very  little  now,"  ex- 
lains  Merrill  Lynch  CEO  William  Schreyer.  "It  would 
lake  the  IRA  a  sweet  deal  for  the  saver,  without  making  it  a 
)ur  one  for  the  Treasury. "  The  increased  savings  generated 
■  the  new  IRAs  would  expand  the  economy.  A  bigger 
-onomy  means  bigger  tax  revenues:  Uncle  Sam  comes  out 
lead  even  though  IRA  withdrawals  would  be  free  of  tax. 


New  IRA  architects:  Merrill  Lynch  executive 
John  L  Steffens  and  CEO  William  A.  Schreyer 


The  Merrill  Lynch  approach,  if  enacted,  would  have  new 
features  that  would  make  it  a  surefire  success: 

•  After  a  five-year  holding  period,  up  to  25%  of  the 
assets  could  be  withdrawn  without  tax  penalties  for  col- 
I  lege  tuition,  medical  expenses,  or  a 
%  down  payment  on  a  house. 
:      •  Couples  would  be  able  to  con- 
tribute up  to  $4,000.  Under  the  old 
IRA,  if  one  spouse  was  not  working, 
the  total  was  limited  to  $2,250. 

•  Old-brand  IRAs  could  be  con- 
verted into  the  new,  improved  ver- 
sion after  paying  a  toll  of  20%  of  the 
existing  assets.  Many  holders 
would  convert  because  future  bene- 
fits would  be  tax-free,  and  who  knows  what  tax  rates  will  be 
a  couple  of  decades  hence.  Moreover,  they  would  find  the 
new  IRAs'  flexibility  concerning  withdrawals  irresistible. 
Inspired  in  part  by  Merrill  Lynch 's  detailed  work.  Senator 
William  Roth  (R-Del.)  has  introduced  legislation  to  enact 
this  new  type  of  IRA.  Roth,  of  course,  was  cosponsor  of  the 
famous  and  successful  Kemp-Roth  tax  reduction  bill. 

After  Labor  Day,  if  the  Administration  stands  firm, 
Congress  will  likely  pass  a  capital  gains  tax  cut,  a  move 
that  will  hugely  benefit  the  American  economy.  President 
Bush  should  follow  up  that  historic  victory  by  calling  for 
the  creation  of  the  IRA-II. 
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"The  trailer?  Well,  my  team  builds  part  of  the  wing  for  one  of  the  fighter 
planes.  And  we  felt  we  needed  closer,  faster  contact  with  our  people  in 
engineering,  planning  and  control. 

So  I  took  it  to  one  of  our  meetings  and  explained  how  we  lost  time 
tracking  down  the  right  people  when  we  needed  them. 

Well,  they  zapped  that  trailer  right  out  here  onto  the  plant  floor- 
like you'd  move  a  sofa.  Offices,  with  desks  and  equipment  for  all  of  our 
support  people.  We  get  fast  response  now -support  and  shop  people  are 
really  a  team.  We're  working  closer  and  that  means  we  can  work  better. 

Sometimes  trying  to  work  smarter  can  be  as  simple  as  rearranging 

the  furmtUre."     -FmnklBaysingerJ-lS,  Foreman 
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A  company  of  leaders. 
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Commentary 

on  Events  at  Home  and  Abroad 

By  Caspar  W  Weinberger,  Publisher 


SOME  REFLECTIONS  ON  TERRORISTS  AND  HOSTAGES 


^ 


Hostage-taking  is  usually  the  work  of  a  small  band  of 
ruthless,  subhuman  butchers,  who  offer  themselves  for 
rent  to  governments,  to  fanatical  groups  operating  in  the 
name  of  religion  and  to  others  who  think  they  gain  from 
intimidating  and  terrorizing  governments  and  people. 

When  a  political  prisoner  is  taken  by  one  of  these  out- 
law, fanatic  groups  in  Lebanon,  the  difficulties  of  finding 
and  freeing  the  hostages  are  enormously  increased.  We 
need  to  understand  that  these  hostages,  be  they  newspaper 
reporters,  clergymen,  military  officers,  teachers,  etc.,  are 
considered  and  treated  as  cash  assets,  available  for  sale  or 
for  use  in  whatever  way  seems  to  serve  the  will  of  the 
terrorists  or  their  employers.  People  who  commit  these 
acts  and  governments  that  employ  them  place  a  very  low 
value  on  human  life.  But,  generally  speaking,  the  hostages, 
regardless  of  what  they  do  in  civilian  life,  are  worth  more 
to  their  captors  alive  than  dead. 

How  to  respond  when  one  of  our  citizens  is  picked  off 
the  street  and  held  for  ransom  by  these  demented  beasts  is 
one  of  the  thorniest  and  most  frustrating,  infuriating  prob- 
lems that  civilized  governments  face. 

The  only  solution  is  a  combination  of  trying  to  free  the 
hostages  and  of  making  what  is  called  "an  appropriate, 
focused  response."  These  code  words  mean  to  attack  effec- 
tively and  with  maximum  destructive  capability  targets 
that  are  conclusively  established  as  being  directly  con- 
nected with  terrorist  acts.  Thus,  our  100-plane  raid  on 
targets  in  Libya  directly  associated  with  the  terrorists  it 
hired  to  homb  the  Berlin  discotheque,  causing  the  death  of 
an  American  serviceman,  was  an  appropriate,  focused  and 
extremely  effective  response. 

It  was  effective  because  it  brought  home  to  Qaddafi  as 
nothing  else  had  before  that  the  cost  of  employing  terror- 
ism was  far  too  high  for  him  to  bear.  He  went  underground 
for  many  months  and  has  not  resumed  his  murderous 
activities.  Of  course,  he  may  someday  try  again. 

Libya,  however,  was  a  comparatively  rare  case  in  which 
the  proof  and  the  connection  were  conclusively  estab- 
lished. When  it  is  intuitively  felt  that  Iran  or  Syria  is 
probably  behind  a  hostage-taking,  there  is  a  strong  desire 
to  strike  out  blindly,  to  drop  a  revengeful  stick  of  bombs 
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on  Tehran,  with  the  idea  of  "showing  them."  This  would 
inevitably  cause  "collateral  damage,"  that  is,  many  inno- 
cent people  would  be  killed.  Because  countries  practicing 
terrorism  value  human  life  so  meagerly,  such  retribution 
does  not  discourage  them.  It  does,  however,  give  them  the 
opportunity  to  claim  that  the  country  which  strikes  out 
blindly  in  revenge  is  no  better  than  the  terrorists. 

If  a  focused  response  is  available,  based  on  irrefutable 
intelligence  as  to  the  perpetrators,  then  an  immediate, 
powerful  military  operation,  of  which  we  are  perfectly 
capable,  is  the  proper  thing  to  do.  Military  attempts  to 
rescue  hostages  can  succeed  only  if  they  achieve  total 
surprise  and  if  all  of  the  planning  is  conducted  with  the 
utmost  secrecy.  For  that  reason  I,  unlike  almost  every 
other  columnist  I  have  read  on  the  subject,  will  not  discuss 
this  option  even  in  the  most  general  terms. 

Democracy's  Defense 

The  long-range  solution  is  to  continue  to  restore  our 
capacity  for  securing  far  better  intelligence  gathering  by 
humans,  rather  than  electronic  sources,  concerning  the 
many  terrorist  gangs  operating  in  the  complete  anarchy 
that  prevails  in  Lebanon.  In  one  of  our  periodic  orgies  of 
self-abasement,  we  destroyed  a  large  part  of  our  intelli- 
gence capabilities  in  the  1960s.  Self-righteous  voices  on 
the  Church  Commission  and  others  devoted  most  of  their 
time  to  pointing  out  the  evils  of  espionage,  whereas  a 
democracy's  very  survival  can  depend  on  the  highest  qual- 
ity intelligence.  If  we  know  in  advance  the  details  about 
the  terrorists'  memberships,  locations  and  plans,  we  are 
better  able  to  prevent  a  kidnapping. 

One  thing  we  do  know:  We  cannot  buy  back  hostages.  If 
we  try  we  usually  lose  that  hostage  and  encourage  the 
fanatical  gangs  to  seize  more  people  to  satisfy  their  need 
for  more  cash  assets  or  for  their  political  requirements. 

Finally,  a  personal  word  about  a  brave  and  highly  effec- 
tive officer.  Marine  Lt.  Colonel  William  (Rich)  Higgins, 
with  whom  I  worked  closely  for  nearly  two  years.  His 
brutal  murder  lessens  us  all.  His  conduct  and  that  of  his 
strong  and  splendid  wife  underline  the  enormous  debt  we 
owe  to  all  of  our  mihtary. 
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To  us,  it  was  Marlex  polyethylene,  a  resin  with 
superior  thermal  management  capabilities. 

To  most,  it  was  a 
picnic  cooler 

But  to  an  inspired 
someone,  it  was  the 
perfect  vehicle  to 
transport  a  human 
heart  from  Long 
Beach  to  a  waiting 
Jeffrey  Robinson  in 
Stanford,  California. 
Phillips  Petroleum 
Company  salutes  the 
drive  in  all  of  us  to 
see  beyond  limits,  the 
spirit  in  us  that  says 
yes  to  inspiration. 
It  is  these  qualities  on  which  we  depend  to  realize  the 
potential  in  the  products  we  make. 

Today  a  mind  saw  a  life  preserver  in  a  plastic 
container  We  embrace  the  challenge  to  inspire  that 
mind  into  tomonow 

PHILLIPS  PETROLEUM  COMPANYS 

For  a  copy  of  our  amml  report,  wrik  to  Greg  Darkk,  Phillips  Petroleum  Compariy,  16  A-l  Phillips  Building,  Bartksvdle,  OK  l^OM. 

•TriiJfTOiHi  Phillips  ftlroinim  Ciim{><iii)r 


Celebrating  his  lOih  hxnhday  this  year,  Jtf^ws  thumbs  up 

to  playing  catcher,  pizza  and  Saturdays. 

Dejimte  thumbs  dcwn:  onions,  beingff'ounded. 
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What's  Ahead  for  Business 


Edited  by  Howard  Banks 


Growing  fast: 

computers  and 

office  automation 


Nonfinancial  business  investment 
in  plant  and  equipment 


$500 


SBilIions  (constant  1982  dollars! 


Nonmanufacturing 


'80 


'70  '75 

•  Estimate. 

Source:  Department  of  Commerce 
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THE  CAPITAL  SPENDING  BOOM  THAT  WON'T  END 

The  "recovery" — if  we  can  still  call  it  that — is  now  in  its  81st 
month.  Yet,  to  the  bewilderment  of  most  economists,  capital  invest- 
ment continues  to  boom  in  an  extraordinary  fashion,  here  and 
throughout  the  world. 

The  National  Association  of  Manufacturers  is  forecasting  a  5%  in- 
crease in  equipment  spending  for  the  first  half  of  1990.  This  comes  on 
top  of  an  expected  6.5%  increase  this  year  in  business  investment  in 
real,  inflation-adjusted  terms  by  nonfinancial  corporations.  These 
gains  follow  a  10.1%  increase  in  1988  and  a  2.3%  increase  in  1987. 

A  potential  cloud  in  this  otherwise  sunny  picture  is  the  expected  drop 
in  profits  of  nonfinancial  corporations  (a  predicted  fall  of  6%  or  so  this 
year  over  last  year's  record  $281  billion,  according  to  the  Bureau  of 
Economic  Analysis,  with  maybe  another  fall  next  year).  Healthy  prof- 
its have  meant  that  internal  financing  has  paid  for  much  of  the  recent 
investment. 

In  any  case,  as  domestic  demand  loses  steam,  some  slowdown  is 
inevitable,  says  Eaton  Corp.  economist  Adrian  Dillon.  "But,"  he  con- 
cludes, "investment  spending  is  not  going  into  the  tank." 

By  far  the  largest  single  spending  category  today  is  computers  and 
office  automation.  This  segment  accounted  for  43%  of  total  equip- 
ment spending  in  1988,  up  from  29%  in  1983.  Because  computers  and 
office  automation  give  greater  performance  at  less  cost,  the  category's 
share  of  capital  spending  will  no  doubt  increase.  This  is  especially  true 
in  nonmanufacturing  industries  (mining,  transportation,  retailing,  real 
estate,  communications  and  the  utilities),  where  investment  is  over 
half  again  as  large  as  in  manufacturing  industries  (see  chart). 


It's  a 

worldwide 

phenomenon 


The  rise  in  investment  spending  has  been  worldwide.  The  24 
member  countries  of  the  Organization  for  Economic  Cooperation  & 
Development  saw  an  average  12%  increase  in  manufacturing  invest- 
ment in  1988. 

The  global  trend,  too,  seems  likely  to  continue.  Japan  is  expected  to  see 
a  13.1%  increase  in  capital  investment  this  fiscal  year  (ending  March 
1990).  West  Germany's  better-than-expected  growth,  driven  by  the 
rush  to  prepare  for  EC92,  is  also  partly  a  result  of  a  significant  increase 
in  investment. 

While  there  are  justifiable  concerns  about  the  near-term  health  of  the 
U.S.  economy,  capital  spending — and  hence  productivity  growth  and 
wealth  creation — is  likely  to  remain  strong  into  the  1990s.  And  that  is 
genuinely  good  news. 
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The  Forbes  Index 
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Trouble  on  the  horizon.  The  July  unemployment  rate 
dipped  0.1%.  After  falling  steadily  for  over  six  years,  it 
appears  the  jobless  rate  has  found  a  floor  in  the  5-to-5.5% 
range,  where  it's  been  for  the  last  year  or  so.  The  index  of 
leading  indicators  slipped  0.1%  in  June,  the  third  decline 
in  four  months.  And  the  Forbes  Index  hasn't  posted  an 


increase  since  January. 

The  just-reported  figure  for  July  retail  sales  shows  a  2% 
jump,  to  a  record  $144  billion.  Thanks  to  heavy  incen- 
tives, auto  sales  made  up  about  half  this  increase.  This 
trend  may  not  last.  Conventional  wisdom  says  sales  will 
slump  again  when  higher-priced  1990  models  come  out. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  US  econumic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  fo.  durable  goods  com 
pared  with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  toul  consumer 
installment  credit. 

To  measure  these  eight  elements,  Forbes  monitors  ten 
seiies  of  U  S  govemmeni  data  The  last  14  months'  data 
for  each  scries  ate  presented  at  right. 
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Chrysler's  NewT)wn  &  Country 
TheErst  Luxury  Minivan. 

What  good  is  having  more  leather  than  a  limousine, 
if  it  doesn't  have  engineering  we  can  guarantee  for  7  years  or  70,000  miles?* 
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It  stands  to  reason  that  the  creators  of 

le  first  minivan  should  take  the  next 

'volutionary  step:  the  first  true  luxury 

-  inivan. 

And  it  is  an  impressive  step.  Seats 

|ith  an  abundance  of  soft  gathered 

-'ather.  Air  conditioning,  front  and  rear. 

verhead  console  with  compass  and  out- 


side temperature  readout.  Infinity  II 
Sound  System.  And  more.  All  standard, 
of  course. 

But  Chrysler  engineers  believe  the 
essence  of  luxury  is  advanced  engineer- 
ing. And  Town  &  Country  does  not  dis- 
appoint. A  new  3.3-liter,  multi-point  fuel- 
injected  V-6**  that  delivers  90%  of  its  full 
torque  at  just  1,600  rpm. 
In  plain  prose... when 
you  step  on  the  gas, 
it  goes. 


And  Ultradrive.  Without  question,  the 
world's  most  advanced  transmission. 
Ultradrive  constantly  adjusts  to  changes  in 
speed  and  road  conditions  over  140  times 
a  second-shifting  into  precisely  the  right 
gear  at  precisely  the  right  moment.  The 
result  is  a  remarkably  smooth  ride  and  im- 
proved fuel  efficiency. 

Town  &  Country  offers  you  another 
aspect  of  luxury.  Engineering  confidence. 
Its  powertrain  is  backed  by  the  longest 
minivan  warranty  in  the  industry:  7  years 
or  70,000  miles. 

Chrysler's  new  Town  &  Country. 
America's  first  and  most  luxurious  minivan. 


For  information  please  call 

1-800-4A-CHRYSLER 


Chrysler 


T/TO 


Available  at  your  Chrysler- Ptymouth  Dealer 
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There  IsNoLuxuryV^ithout  Engineering 

'Covers  engine,  powertrain  and  against  outerbody  rust-through.  See  limited  warranty  and  its  restrictions  at  dealer. 
»  **33-liter  V-6  engine  in  production  after  July  '89.  (3.0L  V-6  Mitsubishi  engine  in  earlier  models.) 


Individuality 
First  you  discover  it. 
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Then  you  express  itjpi 


When  Peter  Kalikow  expresses  his 
individuality  it  makes  news. 

His  unexpected  acquisition  of  The 
New  York  Post  raised  eyebrows,  even 
as  he  succeeded  in  raising  standards 
at  this  spirited  newspaper.  But  then, 
a  unique  spirit  of  independence  has 
always  been  Peter  Kalikow's  style. 

Perhaps  that's  why  he  prefers  the 
individuality  of  an  Alfred  Dunhill 
custom  suit.  Cut  precisely  to  his 
measurements  from  a  hand  drawn 
pattern.  Requiring  over  4200  silk 
hand  stitches  and  45  hours  of  master 
craftsmanship.  The  pattern  is  kept 
on  file  and  updated.  So,  a  busy  man 
like  Mr.  Kalikow  may  simply  phone 
in  his  order  and  we'll  have  his  basted 
suit  ready  for  fitting.  Leaving  him 
free  to  keep  New  York  posted. 

Alfred  Dunhill.  Expressly  tailored 
to  the  individual. 

For  our  tailoring  catalogue,  swatch  brochure  or 
In-Office  Tailoring  Service.  caU  1-800-541-0738, 
or  write  ALFRED  DUNHILL.  60  E.  56  St. . 
FB  989  NY,  NY  10022. 


NEW  YORK  •  BEVERLY  HILLS  •  SAN  FRANCISCO  •  SOUTH  COAST  PLAZA  •  CHICAGO  •  ATLANTA  •  HOUSTON  •  DALLAS'  HONOLULU 


Forbes 


Fifty  years  ago  this  Labor  Day  weekend,  World  War  II  was  under 
way.  It's  hard  to  realize  it,  hut  for  a  while  it  looked  as  if  the 
totalitarians  might  win. 


A  foteful 
Labor  Day 


James  W.  Michaels 
with  Paul  Klebnikov 


IN  THE  MINDS  of  reasonable  people, 
it  couldn't  happen,  but  happen  it 
did.  Just  50  years  ago  Sept.  1,  after 
half  a  decade  of  conquering  huge 
chunks  of  Europe  by  bluff,  Adolf  Hit- 
ler touched  off  the  bloodiest  war  in 
history.  His  eastern  front  had  been 
secured  by  the  infamous  Hitler-Stalin 
pact,  his  western  border  by  what  he 
rightly  saw  as  French  demoralization. 
Hitler  thus  felt  free  to  throw  the  bulk 
of  his  Wehrmacht  into  Poland.  Till 
then,  Britain  and  France  had  spent 
years  hoping  the  dictator  could  be 
bought  off  short  of  fighting  him  Fac- 
ing reality  but  without  much  spint, 
both  nations  declared  war  on  Germa- 
ny two  days  later.  Except  for  the  Na- 
zis, none  of  the  belliger- 
ents went  to  war  to  the 
beat  of  drums  and  the 
waving  of  flags;  memories 
were  still  fresh  of  the  mud 
and  blood  and  lice  in  the 
trenches  in  World  War  I. 
Relaxing;  that  Labor  Day 
weekend,  yVmericans  had 
something  besides  the 
still-lingering  Depression 
to  worry  about. 

Hitler's  gamble  almost 
worked,  but  in  the  end  led 
to  the  destruction  of  one 
of  the  two  virulent  mod- 
em forms  of  totalitarian- 
ism, fascism.  Today,  the 


other  modem  form,  communism,  de- 
nied military  superiority,  seems  to  be 
sinking  of  its  own  cumbersomeness. 
But  none  of  that  seemed  likely  on 
Sept.  1,  1939.  The  war's  outcome 
wouldn't  be  clear  for  another  three 
years  at  least,  and  it  wouldn't  end 
until  nearly  six  years  had  passed. 
Against  Germany's  innovative  and 
ruthless  war  machine,  Poland  op- 
posed an  obsolete  army  of  some  2 
million  men  and  4  million  horses.  (In 
an  issue  shortly  after  the  invasion, 
I'uriutw  magazine  worried  that  when 
the  Germans  captured  all  those  hors- 
es, they  would  have  enhanced  mobil- 
ity. So  much  for  the  pundits.) 

As  Hitler  suspected,  the  relief  for 
the  Poles  in  the  form  of  an  offensive 
by  the  French  army  on  the  western 
front  never  came.  Aside  from  Hitler, 


I'olisi.'  cafatty  preparing  to  fight  Hitler's  tanks 

An  army  of  2  million  men  and  4  million  horses. 


most  Germans  were  surprised  at  this 
inaction:  They  had  stripped  the  west- 
ern front  for  the  invasion  of  Poland, 
and  the  French  had  huge  superiority 
in  manpower  and  even  in  tanks.  The 
British,  meanwhile,  fearing  reprisals 
by  the  German  air  force  on  their  own 
cities,  refrained  from  mounting  diver- 
sionary bombing  raids  on  the  Reich. 

The    Poles    fought    with    suicidal 
courage,  but  they  and  their  horses 
were  soon  overwhelmed — Joe  Stalin 
moving  in  to  share  the  spoils  and 
knocking  off  the  Baltic  states  of  Lat- 
via, Lithuania  and  Estonia  as  a  bonus. 
The  following  spring.  Hitler's  army 
simply    flanked    the    Maginot    Line 
through  neutral  Holland  and  Belgium, 
and  the  French  army  began  to  disinte- 
grate. Alarmed,  Winston  Churchill, 
by  now  prime  minister  of  Great  Brit- 
ain,  flew   to   France.   He  I 
conferred    with    France's 
spineless,        bureaucratic  | 
commander      in      chief,  i 
Maurice  Gustave  Game- 1 
lin.      Where,      Churchill 
wanted  to  know,  was  the 
French  strategic  reserve — 
the  force  ready  to  counter- 1 
attack?  Gamelin:  "There! 
isn't  any." 

Meanwhile,  within  a  I 
year  Hitler's  submarines! 
mocked  the  British  claim! 
to  rule  the  seas,  sinking! 
ships  bound  for  Britain! 
faster  than  they  could  bej 
replaced.    Hitler    seemed] 


ri'i  bt-nnunn  Arclmt- 
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invincible.  With  Pearl 
Harbor,  so  did  the  Japa- 
nese a  year  later. 

Thus  1939,  1940  and 
most  of  1941  were  gloomy 
years  for  those  who  be- 
lieved in  democracy. 
Three  totalitarian  states, 
Germany,  the  Soviet 
Union  and  Japan,  were 
winning  everywhere  and 
seemed  likely  to  domi- 
nate the  world.  Two  other 
great  European  countries, 
Italy  and  Spain,  were  also 
ruled  by  dictators. 

In  the  end.  Hitler  was 

undone  by  his  own  treach-     

ery.  Having  purchased  Soviet  neutral- 
ity with  pieces  of  Eastern  Europe,  he 
then  turned  on  his  fellow  dictator, 
launching  an  invasion  of  the  Soviet 
Union  that  eventually  bogged  down 
his  great  army.  Nor  were  the  democ- 
racies as  weak  as  they  looked.  The 
Royal  Air  Force  stood  off  the 
Luftwaffe  in  the  Battle  of  Britain.  The 
year  1942  saw  a  historic  German  set- 
back at  Stalingrad  and  a  stunning  U.S 


German  tanks  roll  into  Poland 

A  French  offensive  on  the  western  front  never  came. 


ment  and  public  opinion  wouldn't  per- 
mit the  kinds  of  profits  that  war  indus- 
tries piled  up  in  the  1914-18  war  and 
predicted  correctly  that  price  controls 
would  follow.  Always  the  moralist,  he 
added:  "Hitlerism  won't  ultimately 
triumph.  God  still  is  in  heaven." 


The  Robcn  Hum  Librarv 

But,  of  course,  the  war 
couldn't    be    stopped    by 
moral  force,   although  it 
could  have  been  prevent- 
ed without  much  blood- 
shed had  the  Free  World 
used  force  against  Hitler 
in  the  days  when  his  army 
was    still    training    with 
broomsticks  and  when  his 
general  staff  would  have 
been  quite  happy  to  exe- 
cute the  man  they  consid- 
ered an  uncouth  lunatic. 
So  maybe,  the  world  has 
learned:  Unlike  with  fas- 
cism,   the   U.S.    has   not 
played  ostrich  to  the  com- 
munist imperialist  menace,  but  in- 
stead has  made  the  Soviets  under- 
stand that  we  would  not  permit  them 
to  achieve  military  superiority.  Be- 
cause of  this  realistic  posture,  it  now 
appears  that,  unlike  in  the  1930s,  we 
may  indeed  have  peace  in  our  time.  ■ 


Hypocritical,    protectionist    U.S.    policies 

at^Midwly'''^'""'^"'''''^'^^^^''^  ^^^^  devastated  the  American  cane  sugar 

refining  business.  But  Savannah  Foods  has 
made  the  most  of  it. 


How  did  Americans  greet  the  news 
of  war's  outbreak  that  Labor  Day 
weekend  of  1939?  Most,  but  by  no 
means  all,  were  firmly  against  the 
Germans  but  equally  firm  against 
U.S.  military  intervention.  Out  of  a 
simple  will  to  survive  politically. 
President  Franklin  Delano  Roosevelt 
espoused  neutrality  but  sometimes 
skirted  the  law  in  giving  support  for 
the  democracies. 

After  years  of  war  alarms,  the  actual 
outbreak  was  almost  an  anticlimax. 
War  orders  would  surely  be  good  for 
business,  and  there  was  a  good  chance 
the  U.S.  wouldn't  be  sucked  in.  On 
Sept.  2,  the  Wall  Street Joumal[-wh\ch  in 
those  days  published  a  Saturday  edi- 
tion) headlined:  "Stocks  firm;  com- 
modity prices  soar;  business  outlook 
favorable."  On  Friday  the  stock  mar- 
ket had  been  hit  by  early  selling,  then 
rallied  to  a  small  gain,  with  the  Dow 
Jones  industrials  at  135.25.  The  bond 
market,  however,  slumped,  as  inves- 
tors shifted  from  fixed  income  to  equi- 
ties in  anticipation  of  war-induced  in- 
flation. To  bolster  the  bond  market 
and  keep  down  the  cost  of  financing 
U.S.  rearmament,  the  Federal  Reserve 
instructed  member  banks  to  lend  on 
Treasurys  at  par.  The  ploy  worked. 
Long-term  Treasurys  stabilized  at 
yields  of  under  2.5% ;  short-term  Trea- 
surys yielded  close  to  zero. 

In  Forbes'  first  issue  after  war  broke 
out,  dated  Sept.  15,  1939,  founder  B.C. 
Forbes  warned  readers  that  the  govern- 


Three  yards 

and  a  cloud 

of  (sugar)  dust 


By  Janet  Novack 


P 

■■■  mc 


ROBABLY   20%    OF    MY   TIME   is 

spent  on  the  politics  of  sugar — 
most  of  it  ineffectively,"  muses 
William  W.  Sprague  Jr.,  chief  execu- 
tive of  Savannah  Foods  &  Industries, 
Inc.,  a  $1.2  billion  (projected  1989 
sales)  sugar  refiner. 

Politics?  You  bet.  While  preaching 
free  trade  to  others,  the  U.S.  has  long 
pursued  a  pro'tectionist  sugar  policy 
that  is  pure  hypocrisy.  The  current 
farm  program,  passed  in  1985,  guaran- 
tees domestic  sugar  cane  and  sugar 
beet  growers  about  21.5  cents  a 
pound,  compared  with  an  average  of  4 
cents  on  the  world  market  then  and 
14  cents  now.  It  does  so  by  limiting 
imports. 

In    fact,    the    U.S.    support    price 


makes  sugar  so  profitable  for  the  na- 
tion's 10,000  or  so  growers,  that  be- 
tween 1982  and  1988  the  acres  of  sug- 
ar beet  planted  in  the  U.S.  grew  26%, 
while  imports  were  slashed  by  two- 
thirds  to  a  mere  13%  of  consumption. 
The  consumer,  of  course,  pays — about 
$3  billion  in  extra  food  costs  in  an 
average  year.  Developing  countries, 
including  the  Caribbean  Basin  na- 
tions and  the  Philippines,  which  bad- 
ly need  dollars,  are  denied  access  to 
the  U.S.  market.  The  whole  thing  is  a 
scandal. 

Not  surprisingly,  the  program  has 
also  been  devastating  for  domestic 
sugar  cane  refiners  like  Savannah  that 
have  found  their  supply  of  imported 
cane  sugar  restricted.  "They're  ration- 
ing our  raw  material,"  says  Sprague, 
whose  company  has  gone  through  a 
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William  W  Sprcifiue Jr..  chief  executiiv  of  Scircnmah  I'ouiis  &  /udiistries.  Inc 

"If  you're  the  most  efficient,  and.  you're  in  a  shrinking  market,  this  gives  you  more  opportunities  to  grow. 


Ihomas  England 


lean  seven  years.  Its  net  profit  margin 
was  a  slim  2.2%  in  1988,  down  from 
5.5%  in  1981. 

But  Savannah,  founded  by  Sprague's 
family  72  years  ago,  is  a  model  survi- 
vor with  a  long-term  orientation  un- 
usual in  these  impatient  times. 
Through  the  tough  years,  it  continued 
to  invest  in  cost-saving  equipment 
while  acquiring  other  refiners  cheap- 
ly. Since  Sprague,  62,  took  charge  in 
1972,  Savannah's  share  of  the  U.S. 
sugar  market  has  grown  from  5%  to 
21%.  "If  you're  the  most  efficient  in 
an  industry,  which  we  think  we  are, 
and  you're  in  a  shrinking  market  and 
people  are  going  out  of  business,  this 
gives  you  more  opportunities  to 
grow,"  Sprague  says. 

A  shrinking  market?  Because  of  ar- 
titicially  high  sugar  prices,  high-fruc- 
tose corn  syrup  has  stolen  20%  of  the 
caloric  sweetener  market  (that  is,  nat- 
ural sweeteners,  as  opposed  to  artifi- 
cial low-calorie  sweeteners  like  aspar- 
tame and  saccharin)  from  sug.ir  since 
1980.  Result:  Since  1980,  10  of  2:^  U.S. 
cane  refineries  have  closed. 

Now  life  has  turned  sweeter  for  Sa- 
vannah. Last  year's  farm  belt  di ought 
cut  sugar  beet  production,  pushini;  up 


domestic  sugar  prices  and  cane  refin- 
ers' margins.  U.S.  sugar  consumption, 
after  falling  for  years,  is  edging  up. 
(That's  because  high-fructose  com 
syrup  is  already  in  most  products 
where  it  can  be  substituted  for  sugar.) 

Savannah  this  year  should  earn 
around  $3  a  share,  double  1988's  $  1 .50 
a  share,  or  $20  million  on  $917  mil- 
lion in  sales.  Next  year  looks  good  for 
Savannah,  too,  although  Sprague 
knows  better  than  to  predict  much 
beyond  that:  Sugar  politics  and  mar- 
kets are  both  exceptionally  volatile. 
The  market  has  clearly  taken  note  of 
Savannah's  improved  prospects.  Re- 
cently Its  stock  has  surged  to  about 
38,  more  than  double  its  price  just  a 
year  ago. 

One  potential  plus  for  Savannah:  In 
lune  the  U.S.  sugar  policy  was  found 
to  be  in  violation  of  the  General 
Agreement  on  Tariffs  &.  Trade,  a  big 
embarrassment  for  the  U.S.  with  its 
free  trade  rhetoric.  Not  that  import 
quotas  aren't  widely  used,  but  the 
U.S.'  compounded  sin  is  that  it  im- 
poses import  controls  without  corre- 
sponding dor.icstic  production  con- 
trols. Sprague  predicts  a  deal  will  be 
cut  in  next  year's  farm  bill  allowing  at 


least  some  increase  in  imports  and 
imposing  U.S.  acreage  controls. 

If  it  happens,  such  a  compromise 
would  help  Savannah.  Although,  in 
an  attempt  to  hedge  its  political  bets. 
Savannah  did  pick  up  five  beet  refiner- 
ies in  the  mid-1980s,  sugar  beets  still 
provide  only  about  15%  of  its  sales.  So 
Savannah  would  likely  gain  more 
through  increased  imports  of  raw 
cane  sugar  than  it  would  lose  from 
controls  on  domestic  beets. 

Ironically,  Savannah  may  be  the 
only  major  refiner  left  in  that  posi- 
tion. In  April  1988  the  Imperial  Sugar 
Co.,  a  large  cane  refiner,  acquired  Hol- 
ly Sugar  Corp.,  a  leading  beet  refiner, 
to  become  Imperial  Holly  Corp.,  with 
about  a  15%  market  share  and  a  near- 
ly equal  beet/cane  refining  capacity 
split.  Then  Amstar,  once  the  nation's 
dominant  cane  refiner,  was  bought 
out  by  Britain's  Tate  &.  Lyle  Pic, 
which  already  owned  a  big  American 
beet  refiner  and  had  just  gobbled  up 
high-fructose  corn  syrup  maker  Staley 
Continental.  (Tate  &  Lyle,  although 
it  has  more  capacity  than  Savannah, 
has  about  the  same  21%  U.S.  market 
share.) 

Suddenly,  the  big  cane  producers  all 
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had  a  stake  in  the  status  quo.  Imperial 
Holly  Chief  Executive  Robert  Hanna, 
a  former  foe  of  the  sugar  program,  says 
he  now  favors  it,  with  only  minor 
changes.  "Imperial  Holly  used  to  be 
the  last  of  the  free  traders.  They  were 
also  the  last  of  us  to  get  into  beets," 
chuckles  Sprague. 

Thus  do  inefficiencies  become  ce- 
mented into  the  economy. 

In  any  case,  whether  the  next  farm 
bill  goes  its  way  or  not.  Savannah  is  in 
sugar  to  stay.  Under  Sprague,  it  di- 
vested a  pet  food  business  and  has 
focused  diversification  on  sugar  off- 
shoots. About  10%  of  Savarmah's 
sales,  for  instance,  now  come  from  a 
business  (growing  at  a  smart  25%  a 
year)  selling  tiny  restaurant  packages 
of  sugar,  jam,  salt  and  condiments. 
Sprague  is  also  eyeing  the  last  few 
independent  refineries. 

Sprague  can  afford  to  take  the  long 
view.  Employees  own  17%  of  the 
stock  through  various  retirement  and 
investment  plans;  Sprague  and  his  rel- 


Tliomas  England 


Tlje  Savan>iab  rejuwry 

Man-hours  per  ton  are  down  35%. 


atives  control  at  least  another  10%. 
Even  unskilled  workers  in  the  Savan- 
nah refinery  are  salaried  and  have  a 
profit-sharing  plan.  "With  people  I 
know  by  first  name  I  can  come  up 
with  50%  of  the  ownership.  We've  got 
an  awful  lot  of  stock  around  the  city 
of  Savannah,"  Sprague  says.  His  own 
two  sons  are  now  climbing  the  man- 
agement ladder,  although  his  immedi- 
ate successor  probably  won't  be  a  fam- 
ily member. 

A  Yale-trained  engineer  in  what  is 
at  most  times  a  low-margin  industry, 
Sprague  pays  obsessive  attention  to 
efficiency.  In  the  last  decade,  man- 
hours  per  ton  of  sugar  have  dropped 
35%  at  the  main  Savannah  refinery. 
"It's  three  yards  and  a  cloud  of  dust," 
Sprague  says  of  the  cost-cutting  that 
has  allowed  Savannah  to  stay  the 
course  while  other  players  quit  the 
game.  Call  it  good  management,  call 
it  family  pride.  Bill  Sprague  has 
shown  he  understands  the  art  of  busi- 
ness survival.  ■ 


Here  comes  the  latest  contraption,  all  9 
tons  of  it,  for  sniffing  out  explosives  before 
they  get  on  airplanes.  The  airlines  are 
screaming,  and  terrorists,  no  doubt,  are 
having  a  good  laugh. 

It's  a  bomb 
all  right 


By  James  Drummond 
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Tl  HE  Federal  Aviation  Adminis- 
tration is  trying  to  force  the  air- 
line industry  to  adopt  a  million- 
dollar  explosives  detector  as  an  anti- 
terrorist  device.  One  small  problem. 
Hardly  anyone  thinks  this  9-ton,  ther- 
mal neutron  analysis  (tna)  device 
will  work  as  billed.  Hardly  anyone, 
that  is,  except  the  faa  and  some  con- 
gressmen who  need  to  be  able  to  ap- 
pear tough  on  terrorism. 

Thus,  six  months  after  thugs  de- 
stroyed the  Pan  American  jet  over 
Lockerbie,  Scotland,  Congress  or- 
dered the  FAA  to  start  installing  ther- 
mal neutron  detectors.  The  faa  in- 
sists that  400  machines,  each  the  size 
of  a  Volkswagen  bus,  at  $1  million 
each,  should  be  installed  by  1999  to 
scan  checked  baggage  on  all  U.S.  in- 
ternational flights. 

The  airlines  are  up  in  arms.  Their 
official  comments,  although  little  no- 
ticed, are  in  an  unusually  vituperative 
document  filed  with  the  feds  by  the 
Air  Transport  Association,  the  indus- 
try's main  trade  group. 

The  Air  Transport  Association  fig- 
ures that  $476  million  cost  estimates 
by  the  faa  are  far  too  low.  The  ma- 
chines are  so  slow  and  the  technology 
so  imperfect,  say  the  airlines,  that  six 
times  that — 2,400  machines  (price 
tag:  $2.8  billion) — will  be  needed. 
Most  important,  say  the  airlines,  ther- 
mal neutron  analysis  machines  sim- 
ply do  not  work  very  well. 

•  They  were  not  designed  to  detect 
small  bombs,  meaning  those  under  2 
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^",)_:  '.ii.  wJounterreirorism  experts  are 
unimpressed,  since  explosive  devices 
are  getting  maudenirigly  small.  West 
German  police,  tor  example,  recently 
foimd  a  terrorist's  bomb  that  weighed 
under  a  pound. 

•  The  machine  has  a  nasty  propen- 
sity for  false  alarms.  Anything  that 
emits  a  high  concentration  of  nitro- 
gen can  set  it  off.  Unfortunately,  be- 
sides some — but  by  no  means  all — 
types  of  explosives,  that  includes 
cheese,  sausage  and  leather. 

•  The  machine  has  a  particularly 
hard  time  of  it  in  winter.  Seems  that 
heavy  wool  coats  and  silk  garments 


also  may  trigger  an  alarm,  because 
both  are  high  in  nitrogen. 

•  The  machine's  95%  success  rate, 
repeatedly  touted  by  the  faa,  is  appar- 
ently somewhat  exaggerated.  At  least 
some  of  the  tests  were  done  with 
hunks  of  plastic  explosive  taped  to  the 
outside  of  the  luggage. 

•  The  machines  are  too  large  to  put 
inside  most  air  terminals,  twa  had  to 
build  a  separate  shed  (cost,  $125,000) 
for  the  first  one,  now  going  in  at  its 
terminal  at  New  York's  jfk  airport. 

•  Finally,  thermal  neutron  analysis 
devices  emit  small  amounts  of  radia- 
tion.  Antinuke   groups   are   sure   to 


make  much  of  the  fact  that  some  met- 
al objects  packed  in  luggage  emerge 
from  the  tna  machines  slightly  radio- 
active. 

Is  all  this,  then,  really  necessary? 
Japan  Air  Lines  obviously  doesn't 
think  so.  jal  is  buying  a  different  de- 
vice, having  ordered  seven  of  the  lat- 
est generation  of  explosive  detectors 
made  by  a  company  called  American 
Science  &  Engineering,  Inc.  The  ma- 
chines cost  less  than  one-quarter  the 
price  of  tna  machines,  and  they  are 
made  in  Boston. 

The  Federal  Aviation  Administra- 
tion has  never  tested  them.  ■ 


But  suddenly  bis  luck  may  have  changed. 


Birthday  present 


By  Thomas  Jaffe 


-.  •  J       I  1  ^  ^    other    recent    deals    Steinberg 

In    recent   years,    raider  I conglomerator  hasnt  looked  aii  that  sharp,  either 
Saul  Steinberg  seems  to  have  lost  his  touch.  ^^^Tt^'^'^^L^^I^T^^^^^ 

when  Federal  Express  acquired  the 
struggling  air  freight  company — but 
that  was  after  being  underwater  with 
his  14.8%  stake  for  the  better  part  of  a 
decade. 

But  the  Tiger  deal  did  have  a  lucky 
spinoff  for  Steinberg.  Steinberg  re- 
cruited Stephen  Wolf  to  run  Tiger,  a 
job  Wolf  held  until  1987,  when  he 
moved  into  the  chief  executive's  slot 
at  UAL.  It  is  said  that  Steinberg's  re- 
spect for  the  talented  and  energetic 
Wolf  is  behind  his  investment  in  ual. 
In  other  Reliance  investments, 
Steinberg's  patience  is  being  tested. 
Reliance  has  taken  a  $37  million  af- 
tertax writedown  on  a  $54  million 
subordinated  note  that  Reliance  held 
from  First  Texas  Savings  Association, 
a  busted  S&.L  that  Revlon's  Ronald 
Perelman  is  buying. 

Nor  has  Steinberg  done  very  well 
with  his  $280  million  investment  in 
insurance  broker  Frank  B.  Hall  &.  Co. 
Reliance  has  about  an  $80  million 
unrealized  paper  loss  on  its  70%  posi- 
tion. Hall  recently  reported  a  second- 
quarter  deficit  of  more  than  $60  mil- 
lion— about   $11    million  from  con- 
tinuing business  and  another 
350  million  or  so  from  discon- 
tinued operations.  Accompa- 
nying those  dismal  earnings 
was   an   announcement   that 
Reliance        Insurance        had 
pumped  $50  million  more  into 
Hall  in  order  to  keep  it  afloat. 
When  it  comes  to  his  own 
insurance  operation,  Reliance 
Insurance,    Steinberg    is    ex- 
panding   aggressively,     aided 
last  year  by  an  infusion  of  $100 
million  from  the  parent  com- 
pany. This  was  borrowed  mon- 
ey, but  assuming  ual  is  ac- 
quired by  Davis  or  someone 
else,  the  huge  potential  wind- 


Saul  Steinberg  turned  50  on 
Aug.  13,  and  what  a  jolly  pres- 
ent he  got  from  Marvin  Davis. 
A  couple  of  weeks  before,  Davis  bid 
$5.3  billion  for  ual  Corp.,  owner  of 
United  Airlines.  The  insurance  sub- 
sidiary of  Steinberg's  Reliance  Group 
Holdings,  Inc.  owns  7%  of  ual,  a 
stake  purchased  between  December 
and  February.  Paper  profit  on  the 
shares:  $220  million,  or  about 
$2.95  per  Reliance  Group 
share,  before  taxes. 

Davis'  bid  answers,  to  some 
degree,  a  question  that  many 
Wall  Strectcrs  have  been  ask- 
ing, namely:  Has  Saul  Stein- 
berg lost  his  stock-spotting 
touch?  Steinberg  took  Reli- 
ance private  in  1982  and  in 
1986  old  20%  back  to  the 
public,  at  $10  a  share.  But  the 
stock  has  since  done  little;  for 
the  first  five  months  of  the 
year,  it  hovered  around  5.  But 
since  June,  when  the  airlines 
got  hot,  Reliance  has  nsen 
some  55%,  to  a  recent  New 


York  Stock  Exchange  price  of  7%. 

This  UAL  killing  restores  some  of 
the  prestige  Steinberg  lost  after  his  ill- 
fated  lunge  at  Walt  Disney  Co.  in 
1984.  Under  pressure  he  took  green- 
mail  and  retreated  with  a  modest  prof- 
it. Disney  stock  was  then  around  $15 
a  share  (adjusted  for  splits);  today  the 
stock  IS  over  $1 15  a  share.  Had  Stein- 
berg merely  held  on  he  would  have  a 
paper  profit  of  $1.7  billion  on  his  16.2 
million  Disney  shares. 


Then  'K'csicnbcT(RT'V\>tmj 


Rflkmce  Group's  Saul  Steinberg 

A  $1.7  bUUon  profit  in  Disney— U  he'd  held  on. 
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fall  to  Reliance  Insurance  should,  for 
now,  make  another  such  trip  to  the 
financial  markets  unnecessary.  An- 
other potential  cash  infusion  could 
come  from  Days  Inns  Corp.,  which  a 
Reliance  limited  partnership  is  nego- 
tiating to  sell  for  $90  million  in  cash 
and  $675  million  of  assumed  debt. 


Michael  Smith,  an  analyst  at  Shear- 
son  Lehman  Hutton,  thinks  Reliance 
will  earn  maybe  55  cents  a  share  this 
year  (excluding  most  of  the  gain  in 
ual),  and  is  looking  for  80  cents  a 
share  in  1990.  Those  numbers  suggest 
the  stock  IS  now  fairly  valued.  But 
Smith  hastens  to  add  that  his  80-cent 


estimate  is  "tentative"  for  obvious 
reasons:  Reliance's  earnings  rise  or 
fall  based  mainly  on  the  performance 
of  the  company's  investment  portfo- 
lio. That  performance  hasn't  been 
brilliant  in  recent  years,  but  the  ual 
coup  may  signal  a  turn  for  the  better 
in  Saul  Steinberg's  fortunes.  ■ 


How  well  will  the  federal  government 
manage  all  those  billions'  worth  of  proper- 
ty ifs  gotten  from  failed  thrifts?  Check  out 
bow  FSLIC  has  done  with  the  International 
Tennis  Center  ofDelray  Beach,  Fla. 

Feds:  40 

Taxpayers:  love 


By  Richard  L.  Stem 


STROLL  THROUGH  the  Lntematioual 
Teimis  Center  of  Delray  Beach, 
Fla.  In  1981  Tennis  Magazme  listed  it 


the  country. 

Today  the  once  handsome  44  clay 
and  hard  courts  often  are  scruffy  and 
pocked  with  holes.  Clubhouse  bath- 
rooms and  locker  rooms  are  filthy. 


as  one  of  the  top  50  tennis  centers  in     The  airy,  100-seat  clubhouse  restau- 


rant, once  alive  with  hungry  and 
thirsty  players  in  their  tennis  whites, 
is  now  usually  shuttered  and  dark. 
The  courts  themselves  shut  after- 
noons at  5:30,  to  the  disgust  of  players 
who  work  during  the  day  and  those 
who  can't  take  the  midday,  100-de- 
gree-plus  heat  of  Florida  summers. 

These  changes  have  been  wrought 
by  the  Federal  Savings  &.  Loan  Insur- 
ance Corp.,  which  has  been  in  control 
of  the  facility  since  1986.  The  federal 
agency  reportedly  has  spent  some 
$750,000  in  the  last  18  months  trying 
to  keep  the  center  operating.  Hard  to 
know  exactly  how  much,  because 
FSLIC  declined  to  discuss  anything 
about  the  deal  with  Forbes,  fslic,  of 
course,  is  no  longer  with  us.  Its  name, 
function  and  employees  have  been  ab- 
sorbed by  the  Federal  Deposit  Insur- 
ance Corp.  since  President  Bush 
signed  the  savings  and  loan  bailout 
package  Aug  9. 

Though  the  name  has  changed,  the 
job  and  the  personnel  essentially  re- 
main the  same.  The  development's 
dechne  is  a  stark  illustration  of  what 


Claudia  Colucci,  president  of  the  condominium  association 

"The facilities  are  so  undesirable,  we're  no  longer  able  to  market  to  tennis  bi^s." 
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..„^. ,  .  ;s  when  bureaucrats  try  to  be 
businessmen. 

The  complex,  tinginally  the  Laver 
Dehay  Racquet  Club,  was  named  for 
Australian  pro  Rod  Laver  but  devel- 
oped by  his  late  cousin  Ian,  who  died 
in  a  plane  crash  before  fslic  took  con- 
trol. The  federal  agency  got  the  cen- 
ter, 15  vacant  apartments  and  10  sur- 
rounding acres  that  had  been  part  of  a 
second  stage  of  condo  development. 

Back  in  1982,  of  course,  it  was  a 
condo  development  surrounding  one 
of  the  finest  termis  centers  in  the  U.S. 
Although  a  mile  from  much  more  de- 
sirable locations  near  the  ocean,  the 
tennis  facilities  added  value  to  the 
condos.  The  two-bedroom  apartments 
in  the  first  nine-buildmg  complex, 
known  as  Laver  South,  were  sold  out 
by  1983  at  prices  as  high  as  $120,000. 
Nearby  units,  without  tennis  but  the 
same  size,  were  going  for  only 
$75,000. 

In  1984  Ian  Laver  sold  the  develop- 
ment to  LiR  Development  Co.  for  over 
$10  million.  The  south  Florida-based 
Sunrise  Savings  &.  Loan  Association 
of  Florida  lent  lir  $8  million  of  the 
$10  million,  and  the  developers  pro- 
ceeded to  build  six  apartment  build- 
ings adjoining  a  second  tennis  center. 
They  called  it  Laver  North.  But  tim- 
ing was  bad.  They  paid  top  dollar  at  a 
time  when  the  Florida  condo  market 
was  becoming  overbuilt. 

Eighteen  months  later  Sunrise  went 
under,  amid  numerous  charges  of 
mismanagement.  Meanwhile,  the  de- 
velopers were  discovering  that  condo 
prices  had  dropped  and  the  new  feder- 
al tax  law  had  wiped  out  the  advan- 
tages of  owning  such  apartments  sole- 
ly as  an  investment. 

According  to  lir,  Sunrise  had 
agreed  to  keep  the  centers  going  with 
cash  and  by  offering  mortgages  to 
condo  buyers.  Whether  fslic  ever 
looked  at  the  Sunrise  business  plan  is 
unclear.  What  is  clear  is  that  no  cash 
or  mortgages  were  forthcoming  from 
the  federal  agency.  The  apartments 
did  not  attract  buyers,  and  the  devel- 
opers effectively  defaulted. 

Clearly  fslic  had  a  problem  proper- 
ty on  its  hands.  But  despite  several 
offers,  one  around  $7  million,  it  decid- 
ed not  to  settle  with  the  developers 
and  allow  the  center  to  be  sold.  In- 
stead, the  i>:jncy  went  to  court,  trying 
to  recoup  th..  entire  $8  million  Sun- 
rise loan.  Byne.v  the  outstanding  debt 
is  close  to  $16  million,  im  luding  in- 
teri'St  and  penalties.  Government- 
paid  legal  fees  have  topper!  S  100,000, 
though  the  lawsuits  and  cou-itersuits 
are  no  closer  to  resolution,  fs:  ^c  final- 
ly has  been  negotiating  a  settlement 
with  the  developers;  rumor  has  it  the 
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agency  would  forgive  the  debt  for  $1 
million. 

Perhaps  the  developers  figure  their 
chances  in  court  have  improved  be- 
cause fslic  has  run  the  tennis  center 
into  the  ground.  With  proper  manage- 
ment, they  argue,  the  property  would 
be  worth  more.  "Apartment  prices 
have  fallen  in  Florida,  but  not  as 
much  as  ours,"  says  Claudio  Colucci, 
president  of  the  condominium  associ- 
ation. "The  facilities  are  so  undesir- 
able, we're  no  longer  able  to  market  to 
tennis  buffs." 

And  no  wonder.  Under  fslic 's 
clumsy  thumb: 

•  The  property  has  been  run  for  the 
past  several  years  by  two  successive 
court-appointed  receivers,  neither  of 
whom  apparently  knew  a  thing  about 
managing  tennis  facilities. 

•  One  of  them  subleased  the  restau- 
rant to  a  management  that  didn't  like 
tennis  players  because — according  to 
Colucci — they  didn't  drink  much,  and 
tended  to  sweat  on  the  furniture.  Fi- 
nally, the  restaurant  became  a  gay  bar 
on  weekends  until  the  city  of  Delray 
Beach  closed  it  down  because  it  never 
had  been  licensed  to  operate  as  a  pub- 


lic establishment. 

•  The  other  receiver  drove  a  compe- 
tent tennis  pro  out  by  undercutting 
his  authority. 

For  the  last  two  years  the  receiver 
in  charge  has  reportedly  been  getting 
about  $60,000  a  year  plus  expenses  for 
his  trouble,  while  visiting  the  proper- 
ty only  once  a  week.  He's  hired  a  full- 
time  manager  for  another  $40,000  or 
so  to  be  on  the  premises. 

So  is  the  situation  hopeless?  Of 
course  not,  when  managers  know 
what  they're  doing.  Four  of  the  apart- 
ment buildings  put  up  in  the  second 
stage,  Laver  North,  were  not  part  of 
the  Sunrise  deal.  The  lender,  the  Na- 
tional Bank  of  Canada,  took  posses- 
sion of  the  units  after  cutting  a  deal 
with  the  developers  and  in  March 
1988  installed  a  competent  property 
manager.  He  runs  the  apartments  as 
rental  units,  and  cash  flow  is  now 
positive. 

In  contrast,  the  federal  agency  is 
still  trying  to  figure  out  what  to  do 
with  the  property.  "We're  getting  new 
appraisals  and  there  will  be  an  entire- 
ly new  business  plan  for  the  center," 
says  a  spokesman  for  the  agency.  ■ 


Insurance  co77ipanies  are  penalized  for 
rapid  growth.  Heres  a  company  that  has 
found  a  way  around  strict  solvency  rules. 


Surplus  loophole 


By  Dana  Vtehsler 


JOSEPH  Belth  has  never  met 
William  Schnaer.  But  Belth 
knows  he  doesn't  like  what 
Schnaer  is  doing  to  insurance  compa- 
ny accounting.  Schnaer  has  developed 
a  new  scheme  for  his  life  insurance 
company  that  says  "to  hell  with  stat- 
utory accounting,"  blasts  Belth. 
Schnaer  is  an  actuary  and  a  director  of 
$789  million  (assets)  Massachusetts 
Indemnity  ik  Life  Insurance  Co.  (Mi- 
lico),  a  subsidiary  of  Primcrica's  A.L. 
Williams. 


That's  pretty  strong  language  for  a 
59-year-old  professor  of  insurance  at 
Indiana  University,  but  Belth  has  rea- 
son to  be  upset.  Squeezed  for  capital, 
many  insurers  are  looking  for  loop- 
holes in  the  regulators'  stringent  stat- 
utory accounting  rules,  and  Milico's 
Schnaer  has  found  a  beauty. 

The  life  insurance  industry's  capi- 
tal base  has  been  eroding,  largely  be- 
cause of  low-margin  products  like 
universal  life  policies  and  annuities 
that  were  introduced  about  a  decade 
ago.  In  the  last  two  years,  life  insur- 
ance companies  have  collapsed  at  the 
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This  year,  an  elite  group 
of  dedicated  engineers 

united  to  develop  a 

new  line  of  computers 

and  printers  for  the 

most  important 

company  in  the  world. 


2^"'"     ive  an  elite  group  of  engineers  an 

Ca 

unprecedented  R&D  budget  to  work 
with,  and  what  do  you  get?  Six  new 
computers  and  printers  that  will  make  things  better 
for  you  in  a  big  way. 

That's  the  NEC  way.  We  pour  a  higher  percent- 
age of  our  profits  back  into  R&D  than  most  com- 
puter companies .  And  as  you  will  see ,  the  results  are 
rather  impressive. 


entry  level  system  or  LAN  workstation. 

The  PowerMate  286  Plus  goes  even  further. 
It's  a  12  MHz,  0  wait  state 
machine.  And  the  NEC  engi- 
neers have  fully  integrated 
the  mouse,  serial  and  parallel 
ports  and  VGA  graphics  on 
the  motherboard .  Which  frees 


PvwerMate  286 


up  its  5  expansion  slots  for  greater  customization. 


IT'S  LIKE  BELONGING  TO  AN  EXCLUSIVE  CLUB, 
ONLY  THE  DUES  ARE  FAR  MORE  REASONABLE. 

Introducing  the  PowerMate®  286.  Finally,  a 
higli  quality,  industry  standard  286-based  desktop 
computer  that  lets  you  play  in  the  big  leagues 
for  less  than  $1300.  It's  a  10  MHz  machine  with  4 
expansion  slots  and  optional  built-in  Super  EGA 
graphics.  And  its  low  cos    makes  it  the  perfect 


As  for  memory:  1  MB  standard,  expandable  to  16  MB. 

Either  machine  lets  you 
breeze  through  word  process- 
ing, spreadsheets  and  data 
manipulation  while  hardly  tak- 
ing up  any  room  on  your  desk 
(thanks  to  their  new  stream- 
lined cabinets). 


PowerMate  286  Plus 
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WHAT  WE  DO  WITH  OUR  386SX-BASED  COMPUTERS  IS 
INTERESTING.  WHAT  YOU  DO  WITH  THEM,  EVEN  MORE  SO. 

With  our  new  PowerMate  SX  Plus,  there's 
practically  no  limit  to  what  you  can  do.  Because 

it's  a  386  machine  that  ideally 
positions  you  to  run  all  of  to- 
day's 386  software  as  well  as 
tomorrow's.  And  all  without 
having  to  make  a  gargantuan 
investment.  This  machine  has 
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Pinwriter  P2200XE 
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PowerMate  SX  Plus 

a  386SX~  CPU  that  runs  at  16  MHz.  And  it's  got 
one  of  the  most  popular  features  in  the  computer 
industry:  386  power  without 
the  386  price. 


SUeraviriter  LC  890XL 


WHEN  TIME  ISN'T  ON  YOUR  SIDE, 
OUR  PORTABLE  SHOULD  BE. 

We  all  have  to  face  dead- 
lines. With  a  PowerMate  Porta- 
ble Plus  in  your  hands,  it's  a 
lot  easier  Because  you  can 
take  work  home,  without  sac- 
rificing performance.  This 
machine  keeps  you  humming 
along  at  12  MHz  (0  wait).  It  features  built-in  VGA 
graphics  and  a  black  on  white  LCD 
screen  displaying  8  shades  of  gray. 
And  it  has  3  internal  expansion 
slots  for  modems,  networking,  ex- 
panded memory  and  other  options. 


Yours. 


I^nverMate 
Portable  Plus 
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YOU'LL  FIND  OUR  PRINTERS  EXCEED 
SPECIFICATIONS  IN  THE  MOST  CRUCIAL  AREA  OF  ALL. 

CONFIDENCE. 

Our  family  of  Pinwriter®  printers  have  long  set 
the  standard  for  reliability  and  print  quality.  And 
now  we've  raised  the  standard  even  higher. 


Introducing  the  new 
Pinwriter  P2200XE.  NEC's 
newest  Pinwriter  is  the  per- 
fect printer  for  anyone  on  a 
budget.  It  gives  you  24-wire 
print  quality  at  a  9-wire  price. 
And  with  our  unique  Fast 
Focus™  font  it  consistently 
delivers  high  quality  output 
at  impressively  higher 
speeds. 

Our  new  Silentwriter®  page  printer,  the 
LC890XL,  is  a  laser-class 
printer  that's  in  a  class  all  its 
own.  With  a  68020  micropro- 
cessor, 4  MB  of  main  memory 
(expandable  to  8  MB),  this 
workhorse  increases  produc- 
tivity and  handles  graphics- 
intensive  applications  easily.  It 
has  a  PostScript®  interpreter, 
35  type  fonts  and  accepts  many 
more.  AU  of  which  makes  it 
ideal  for  group  settings,  especially  desktop  publish- 
ing environments. 

WE'RE  MAKING  THINGS  BETTER  FOR  YOU . 

At  NEC,  the  most  important  company  in  the 
world  is  yours.  Every  computer  and  printer  we 
make,  we  make  for  you.  It's  this  commitment  that 
has  made  us  a  $22  biUion  world  leader  in  computers 
and  communications.  And  it's  this  commitment  that 
will  continue  to  inspire 
us  to  make  things  better 
for  you. 
WE'RE  MAKING  THINGS  BETTER  FOR  YOU. 

NET  InfoniuUon  SjrooiB.  [nc  .  1414  MassachusMU  Ave.  Baiboniu(ti.  MA  01719.  l-800-NEC-INro  InCaiuda.  l-m>-343'44l8. 
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fastest  pace  in  tv/o  decades.  So  far, 
small  and  medium-size  companies 
have  been  hit,  but  even  some  of  the 
major  players  are  facing  a  capital 
squeeze  (see  Forbes,  July  10). 

Easing  the  capital  squeeze  is  what 
the  fight  between  Professor  Belth  and 
Schnaer  is  all  about. 

State  insurance  regulators  want  to 
be  certain  that  insurance  companies 
have  sufficient  assets  to  pay  claims. 
The  regulators  use  so-called  "statu- 
tory accounting"  rules  to  measure  the 
insurers'  balance  sheets.  Life  insur- 
ance isn't  supposed  to  be  a  risky  busi- 
ness, and  statutory  accounting  princi- 
ples are  more  conservative  than  the 
generally  accepted  accounting  princi- 
ples (gaap)  that  govern  Securities  & 
Exchange  Commission  filings. 

In  statutory  accounting,  actuaries 
do  the  calculations.  Using  mortality 
tables  and  estimated  interest  rates, 
they  forecast  how  much  a 
life  insurer  should  expect  to 
pay  out  in  claims  (the  in- 
surer's potential  cash  out- 
flow) and  how  much  it 
might  collect  in  premiums 
(the  potential  cash  inflow). 
The  actuaries  discount 
these  two  cash  flow  fore- 
casts back  into  today's  dol- 
lars. By  the  nature  of  the 
business,  the  obligations 
usually  exceed  the  future 
premiums,  and  the  insurer 
must  have  a  cushion  of  as- 
sets to  make  up  the  differ- 
ence. Any  assets  on  top  of 
that  are  called  capital  sur- 
plus. 

This  surplus  is  the  heart 
of  any  insurer,  just  as  capi- 
tal is  at  the  heart  of  a  bank 
or  a  savings  and  loan.  Capi- 
tal surplus  is  the  difference 
between  solvency  and  in- 
solvency. That's  why  mea- 
suring it  is  such  an  important, 
often  contentious,  issue. 

So  much  for  theory.  Let's  look  at 
Milico.  Its  eager  salespeople  have 
been  writing  new  policies  to  the  tune 
of  25%  a  year  in  growth  of  insurance 
in  force.  But  growing  that  fast  means 
paying  out  a  lot  of  sales  commissions, 
and  there's  the  rub. 

Under  statutory  accounting  rules, 
Milico's  commissions  and  other  costs 
of  selling  a  new  policy  must  be  writ- 
ten off  immediately,  (gaap's  more  lib- 
eral rules  allow  the  charges  to  be  capi- 
talized and  then  written  off  over  the 
life  of  the  policy.)  Fast-growing  insur- 
ers like  Milico  find  the  statutory  rules 
onerous,  and  it's  easy  to  Sv'  why. 
Agents'  commissions  are  huge — fre- 
quently one  and  a  half  times  the  first- 


year  premium. 

In  effect,  then,  the  faster  the  compa- 
ny grows,  the  more  Milico's  capital 
surplus  accoimt — and  its  prospects  for 
future  growth — are  penalized.  The 
company  receives  $1  worth  of  premi- 
um income  in  the  policy's  first  year, 
but  must  pay  out,  and  write  off,  $  1 .50; 
the  extra  50  cents  comes  out  of  sur- 
plus. Insurance  men  call  this  dilem- 
ma "surplus  strain."  It's  a  real  con- 
straint on  growth. 

Here's  where  Schnaer 's  clever  solu- 
tion comes  in.  To  reduce  the  charges 
against  Milico's  surplus  account, 
Schnaer  created  a  company  called  Ma- 
pleleaf  Insurance  Services  Ltd.,  in 
which  Milico  is  a  limited  partner.  The 
advantage:  Every  time  a  policy  is  sold, 
Mapleleaf — not  Milico — pays  the 
agents  their  commissions.  Milico  still 
uses  statutory  accounting  (it  must), 
but  it  no  longer  worries  about  expens- 
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ing  all  of  the  agents'  commissions  in 
the  first  year.  That  burden  has  been 
shifted  to  Mapleleaf. 

Here's  how  it  works:  Say  Milico 
sells  a  new  policy  with  a  first-year 
premium  of  $500.  The  selling  agents 
get  a  commission,  payable  now,  of 
around  $750.  Mapleleaf  pays  the  com- 
mission to  the  agents.  Meanwhile, 
Milico  collects  the  premiums  from 
the  new  policyholder,  and  pays  65% 
of  its  premiums  to  Mapleleaf  in  annu- 
al fees,  in  this  case  a  mere  $325.  In- 
come to  Milico:  $500.  Outgo:  $325. 

How  does  Mapleleaf  come  up  with 
the  extra  $425  it  needs  to  pay  the 
agent?  Easy.  It  draws  on  its  $500  mil- 
lion credit  line,  supplied  by  Chase 
Manhattan  and  several  other  com- 
mercial banks.  As  the  policy  ages  (as- 


suming it  does),  enough  premium 
cash  will  flow  from  Milico  to  Maple- 
leaf  to  service  Mapleleaf's  bank  debt. 
That,  at  least,  is  the  idea. 

Consider  the  result.  Milico  received 
$500  but  paid  Mapleleaf  only  $325. 
That  enables  Milico  to  add  $175  to  its 
surplus  account,  instead  of  deducting 
the  normal  $250. 

Objects  Indiana  University's  Pro- 
fessor Belth:  "Just  two  pieces  of  paper 
is  all  it  took  to  do  an  end  run  around 
the  [statutory  accounting]  rules." 

Retorts  Schnaer:  "We've  found  a  le- 
gitimate way  to  lower  Milico's  sur- 
plus strain." 

As  long  as  the  policies  Milico  sells 
do  not  lapse,  premium  cash  coming  in 
from  older  policies  will  be  adequate  to 
service  Mapleleaf's  debt.  But  what  if 
the  policyholders  let  their  policies 
lapse  at  an  unexpectedly  high  rate? 
Then  Mapleleaf  could  quite  conceiv- 
ably collapse. 

Would  such  a  collapse 
hurt  Milico?  Yes,  but  not 
much,  insists  Schnaer.  He 
stresses  that  Milico  is  genu- 
inely transferring  its  obliga- 
tions to  pay  the  sales  com- 
missions to  Mapleleaf's 
banks.  These  banks, 
though,  have  no  recourse  to 
the  insurer;  they  have  re- 
course only  to  Mapleleaf's 
assets.  So,  in  the  event  of 
default,  ultimately  Maple- 
leaf's  debt  is  the  problem  of 
the  bank  regulators.  By  the 
end  of  Mapleleaf's  first  12 
months,  it  will  owe  the 
banks  $190  million. 

It's  an  ingenious  deal  for 
Milico.  And  it  seems  likely 
that  the  regulators  will  ap- 
prove Milico's  plan,  al- 
though not  necessarily  on 
Its  merits.  "Accounting  for 
insurance  companies  is  so 
truly  incomprehensible,"  says  Henry 
Spencer,  Guardian  Life  Insurance 
Co.'s  chief  investments  officer,  "that 
I  think  they  (the  state  regulators) 
don't  always  have  a  clear  understand- 
ing of  what  they  approve.  And  actu- 
aries are  smarter  and  better  paid  than 
regulators." 

If  the  Massachusetts  insurance 
commission  approves  the  plan  (still 
under  review,  although  it  took  effect 
in  July),  other  capital-squeezed  insur- 
ance companies  are  sure  to  follow 
suit.  The  life  insurers,  some  with  very 
high  lapse  rates,  will  have  liberalized 
the  statutory  constraints  on  their 
growth  without  having  to  lobby  their 
way  through  state  legislatures,  where 
the  savings  and  loan  failures  are  writ 
large  in  members'  minds.  ■ 
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ItWasVeiyHardTo 
Get  1400  PerfectionistsTo 

On  OneThiM 


;2!£i^ 


r 

"■"T  ow  difficult  is  it  to  build  a  car? 

That  depends  on  the  car.  Ordi- 

A  A  nary  cars  are  built  all  the  time; 

it  can't  be  too  hard. 

But  to  build  a  luxury  car,  that's  a 

^^^^B                     ^^T 

A         •     1   Tl 

miid/mmiiiey 

A^reedunTwo. 

different  story.  And  to  build  a  high- 
performance  luxury  car  the  likes  of 
which  has  never  before  been  seen,  that 
is  an  extraordi- 


nary story. 


T    II    V.      K   S   2  5  0 


It  is,  in  fact,  the  story  of  Lexus. 

Six  years  ago,  we  mobilized  over 
1400  of  Toyotas  top  engineers.  And  while 
our  engineers  may  have  specialized  in 
different  areas  of  the  automotive  field, 
they  did  have  one  thing  in  common. 

They  were  meticulous.  Exacting. 


i'Te  ;«-- 
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Not  easily  pleased.  In  other  words,  they 

H^Hj^H^^H 

^^^^^^^^^^^^^H 

were  perfect  for  the  job. 

^^^^^^^^^^^^^H 

Assuming  nothing  and  question- 

^^^^^^^^^^^^^H 

ing  everything,  they  scrutinized  all  that 

^^^^H^^^^^^^^H 

was  learned  during  Toyotas  fifty  years 

^^^^^^^I^^^^^H 

of  building  automobiles  until  they  were 

^^^^^^^^^^^^^H 

finally  ready  to  draw  aside  the  curtain 

^^^Pi^^^^^^^^l 

to  reveal  an  unparalleled  engineering 

^^^^      '^^^^^^^^^^^M 

achievement: 

The  new  LS  400  luxury  sedan,  the 

^^^^^^^^ISKi^J 

flagship  of  Lexus. 

^^^^^^^^^IkZ^I 

But  we  have  more  than  just  one 

^^HHJ^H^^^^^^^S^^^^i 

car  to  tell  you  about. 

We  have  two.  There's  also  the 

1        ^^^^^^^^^^^^ 
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ES  250,  a  sports  sedan  bestowed  with 
so  many  distinctions  that  without  exag- 

■^^^^^^^^■■■■Hppppp»^':^;|H 
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geration  it  can  be  called  the  luxury 

^^^^^^^^^^^^^H 

sedan  of  sports  sedans. 

^^^^K^^^^^^^^t 

So  if  you  will,  please  read  through 

^mmmmtmm^^^^^^^^^M 

the  next  few  pages.  You'll  learn  more 

^^^^/^^^^^^^^M 

about  the  Lexus  story  and  how  our  engi- 

^^^^^^^^^^^^^1 

neering  accompHshments  can  satisfy 

^^^^^^^^^^^^^^^^^^^^^^^H^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^K~~~>T~^| 

any  perfectionist. 

^^^^^^^^^^^^HH 

Whether  that  perfectionist 

^^^^^^^^^^^^^1 

happens  to  be  a  Lexus  engineer,  or  a 

Lexus  customer. 

1 

Considering  the  astonishing  amount  sedan,  but  with  a  drag  coefficient  of 

of  innovative  thinking  our  engi-  only  0.29,  it's  also  one  of  Americas  most 

neers  have  put  into  the  Lexus  lux-  aerodynamic, 
ury  sedan,  before  we  say  what  the  LS  400  Slipping  through  the  air  is  one 

is,  first  we'd  like  to  say  what  it  is  not.  thing.  What  about  shpping  on  the  road 

It's  not  a  car,  it's  an  invention.  during  normal  acceleration? 

kroduciniTlie  Lexus  LSDO. 
TlieBrainOuidOflDOBrains, 


Take  the  remarkable  en- 
gine, for  example. 

While  the  Four- 
Cam,  32-valve,  4.0  liter 
\  8  is  extremely  mus- 
cular, it's  nonetheless 
astoundingly  efficient.  In 
fact,  as  of  press-time,  the  I.S400  is  pro- 
jected to  be  one  of  the  only  250-horse- 
power  luxury  sedans  able  to  avoid  the 
U.S.  gas  guzzler  lax.* 

Of  course,  its  design  has  a  lot  to  do 
with  this  as  well. 

Not  only  is  the  Lexus  LS400  a 
beautiful  and  eleganlN  contoured  luxury 


The  LS  400  is  optionally  equipped 
with  a  Traction  Control  System  (TRAC) 
that  can  actually  sense  when  the 
drive  wheels  are  beginning  to  slip  on 
slick  surfaces  and  can  then  help  auto- 
matically limit  the  slip  by  adjusting 
both  the  throtde  and  brake  pressure. 

And  to  further  enhance  your 
control  of  the  road,  the  LS400  comes 
ecjuipped  with  our  advanced  Anti-lock 
Braking  System. 

The  same  degree  of  ingenuity  was 
reserved  for  the  car's  interior  as  well. 

Lavished  in  California  Walnut  and 
optional  hand-worked  leather  trim,  the 


cabin  also  features  as  standard  equip- 
ment possibly  the  first  power  tilt  steer- 
ing wheel  in  America  that  combines 
the  comfort  of  an  adjustable  telescopic 
column  with  the  prudence  of  an  airbag 
Supplemental  Restraint  System. 

The  ignition  key  that  fits  into  this 
column  is  just  as  phenomenal.  It  has 
precision-cut  inner  grooves  to  help  foil 
unauthorized  duplication. 

Now  give  the 
key  a  turn  and  hsten. 

You  won't  hear 
much  of  the  engine  or 
anything  else  until  you 
decide  to  break  the  relative 
silence  of  our  ultra-quiet 
cabin  with  either  of  the  two 
superb  audio  systems  available? 

Of  course,  now  that  you've  started 
the  engine,  the  best  is  yet  to  come:  your 
chance  to  test  drive  the  LS  400. 

After  all,  our  engineers  have  had 
six  years  to  contemplate  our  new  Lexus 
luxury  sedan. 

Now  it's  your  turn. 


(1/2.3  hwy.  preliminary  1990  mileage  figures  delermined  by  Lexus.  See  your  dealer  for  details. 


To  bo  among  the  \erv  first  to  test  drive  a  Lexus,  call  800-USA-LEXUS 
lor  more  iiilormation  and  the  name  of  the  dealer  nearest  vou. 
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The  Relentless  Pursuit  Of  Perfection. 

)  N89  Lrxui,  A  Ihviston  of  Toyota  Motor  SaU\  U.S.  A.,  Inc.  Lexus  rtmmds  )uu  to  wear  )uur  seat  btlts  and  obe)  all  speed  laws. 


Ajinomoto  Co.  are  the  MSG  folks.  They 
hope  to  Tnake  Japanese  grocery  products  as 
common  on  American  shelves  as  those  of 
General  Foods  or  Unilever. 

"We  have  our 


eyes  open 


(I 


By  Andrew  Tanzer 


ANY  Japanese  executives  are 
downright  coy  when  it 
comes  to  talk  of  overseas  ex- 
pansion by  way  of  takeovers.  But  not 
Tadasu  Toba,  59.  The  recently  in- 
stalled president  of  Ajinomoto  Co., 
Japan's  largest  food  processor  with 
nearly  $4  billion  in  sales  last  year,  is 
ready  for  action.  Says  he:  "We're 
building  a  large  reservoir  for 
mergers  and  acquisitions." 

When  he  says  large,  he  means 
large.  Ajinomoto  is  sitting  on 
$1.6  billion  in  cash.  "In  the  U.S. 
and  European  markets  there  are 
a  lot  of  problems  in  establishing 
the  Ajinomoto  name,"  Toba 
says.  "So  we'll  look  to  acquire  a 
name.  We  have  our  eyes  open." 
Aware  of  how  much  it  costs  in 
advertising  and  promotion  to  es- 
tablish a  fresh  brand  name,  he 
sees  buying  brands  as  the  cheap- 
er way. 

In  a  sense,  Ajinomoto  is  al- 
ready a  global  company,  though 
the  name  isn't  well  known  to 
Western  consumers.  It  is  the 
world's     biggest     producer     of 

monosodium  glutamate,  an  ami-     

no  acid  that  is  a  common  flavor  en- 
hancer in  Asian  cooking.  The  compa- 
ny is  also  the  world's  largest  producer 
of  amino  acids  for  cattle  feed  and 
pharmaceuticals,  with  most  produc- 
tion outside  Japan.  Toba,  a  finance 
specialist,  has  a  broader  mission. 
"We'd  like  to  he  like  Nestle  and  Uni- 
lever," he  says. 

Ajinomoto  was  established  in  1909 
as  the  first  producer  of  msg,  then 
made  from  kelp  and  today  made  prin- 
cipally by  fermenting  sugarcane  mo- 
lasses. Ajinomoto,  which  literally 
means  "essence  of  flavor,"  has  be- 
come a  generic  term  for  msg  and  a 
household  word  throughout  Asia;  the 


Japanese  firm  has  built  five  msg 
plants  in  Southeast  Asia  and  two  in 
South  America.  Despite  stiff  competi- 
tion from  Korea  and  Taiwan,  the  com- 
pany still  accounts  for  a  third  of  esti- 
mated world  production  of  600,000 
tons  (excluding  China). 

The  market  for  msg  has  been  limit- 
ed by  health  concerns  in  the  U.S. — 
concerns  stemming  from  the  head- 


Dennis  Gray/Piaure  Group 


Tadasu  Toba,  president  of  jyinomoto  Co. 
Sitting  on  $1.6  billion  in  cash. 


aches,  hot  flashes,  sweating  and  other 
usually  minor  ailments  sometimes 
called  Chinese  Restaurant  Syndrome 
and  attributed  to  the  additive.  What 
does  Toba  say  about  this?  He  dismiss- 
es it:  "Anything  you  take  in  excess  is 
bad  for  you.  We  have  not  put  enough 
emphasis  on  p.r.  in  the  U.S." 

While  Ajinomoto  is  short  on  public 
relations  here,  it  is  certainly  long  on 
joint  ventures  with  American  compa- 
nies. When  CD.  Searle  developed 
aspartame,  the  low-calorie,  amino- 
acid-based  sweetener  marketed  as 
NutraSweet,  it  asked  Ajinomoto  to 
develop  the  mass  production  technol- 
ogy. Today  Searle,  a  unit  of  Monsanto, 


and  Ajinomoto  cross-license  each 
other  and  dominate  world  production 
of  the  artificial  sweetener. 

Ajinomoto  also  drew  on  its  amino 
acid  expertise  when  it  began  its  ag- 
gressive and  successful  diversification 
into  pharmaceuticals.  The  company 
will  be  the  chief  supplier  to  Bristol- 
Myers  of  DDi,  a  promising  aids  drug 
currently  being  tested  on  aids  pa- 
tients in  the  U.S. 

Pharmaceuticals,  in  fact,  is  now 
one  of  the  company's  fastest-growing 
sectors.  Drug  sales  have  doubled  in 
the  past  two  years,  to  $230  million. 
But  for  a  long  time  growth  will  de- 
pend more  on  the  mainstay  processed 
foods  division,  which  grew  9%  last 
year  and  generated  42%  of  total  sales. 
And  here,  too,  there  is  reason  to  un- 
derstand the  U.S.  market.  That's  be- 
cause Japan  is  changing  so  rapidly, 
developing,  for  example,  a  growing 
pool  of  working  wives  and  urban  sin- 
gles, all  demanding  more  convenience 
foods.  "Our  eating  habits  are  getting 
more  like  Americans',"  explains  the 
silver-haired  Toba. 

So  the  company  is  now  the  coun- 
try's leading  retail  supplier  of  frozen 
foods,  offering  an  extensive  line 
of  frozen  hamburgers,  pizza,  fish 
sticks,  vegetables  and  Chinese 
dumplings.  It  is  also  expanding 
its  line  of  shelf-stable  dishes  for 
microwave  ovens,  which  in- 
cludes beef  Stroganoff  and  clam 
doria. 

In  Japan's  fragmented  food  in- 
dustry, Ajinomoto,  as  the  largest 
integrated  processor,  is  already 
the  favorite  partner  for  compa- 
nies seeking  to  penetrate  the 
Byzantine  national  distribution 
system.  Japan  has  five  times  as 
many  food  retailers  per  capita  as 
the  U.S.,  but  Ajinomoto  is  expe- 
rienced at  dealing  with  the  prob- 
lem: Its  products  find  their  way 
onto  the  shelves  of  200,000 
stores. 

When  Philip  Morris'  General 

Foods  was  floundering  in  Japan  in  the 
early  1970s,  for  instance,  it  formed  a 
joint  venture,  agf,  with  Ajinomoto. 
Today,  with  sales  of  $600  million,  agf 
is  second  only  to  Nestle  in  the  instant 
coffee  market,  agf  also  sells  Gaines 
pet  foods. 

Ajinomoto  is  the  sole  distributor 
for  Kellogg's  now  booming  breakfast 
cereal  business — a  further  indication 
of  how  the  country  is  changing  cultur- 
ally. With  over  70%  of  the  $200  mil- 
lion industry,  Kellogg  is  luring  Japa- 
nese away  from  the  traditional  miso 
soup  and  rice  breakfasts  with  locally 
developed  products  such  as  ground 
whole  rice  and  buckwheat  cereals. 
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Perhaps  the  most  successful  joint 
venture  of  all  was  Knorr  Foods  Co.,  a 
tie-in  with  cpc  International  Inc.,  of 
Englewood  Cliffs,  N.f.  Knorr  created 
and  still  dominates  the  powdered 
soup  market  in  Japan,  with  80%  of  the 
$250  million  business.  The  joint  ven- 
ture also  developed  mayonnaise  based 
on  cpc's  Hellman  brand  and  marga- 
rine like  cpc's  Mazola,  and  marketed 
cpc's  Skippy  peanut  butter. 

But  the  joint  venture  ended  in  1987 
after  cpc  was  raided  by  asset-stripper 
Ronald  Perelman.  Desperate  to  raise 
cash,  cpc  sold  its  50%  stake  in  Knorr, 


and  a  50%  share  of  subsidiaries  in  six 
other  Asian  countries,  to  Ajinomoto 
for  $340  million.  The  acquisition  gave 
the  Japanese  firm  its  first  beachhead 
in  foreign  processed  food  markets. 

On  the  Tokyo  Stock  Exchange, 
Ajinomoto  is  one  of  those  stocks 
whose  price/earnings  ratios  are 
among  the  wonders  of  the  civilized 
world.  It  sells  at  1 16  times  last  year's 
earnings,  giving  the  company  a  mar- 
ket capitalization  of  $13  billion.  Ajin- 
omoto hopes  to  justify  the  high  p/e  by 
growing  to  $15  billion  in  revenues  by 
the  year  2000,  at  a  projected  exchange 


rate  of  100  yen  to  a  dollar.  This  would 
compare  with  $31  billion  for  Unilever 
last  year.  This  pace  of  growth  by  Ajin-  ,_ 
omoto  implies  annual  growth  of  al- 
most 10%,  double  last  year's  5.5%. 
Which  explains  why  Toba  talks  so 
bluntly  about  the  need  to  make  acqui- 
sitions. Likely  targets:  frozen  food  and 
condiment  companies. 

This  prospect  must  bring  joy  to  the 
heart  of  the  investment  banking  fra- 
ternity on  Wall  Street.  A  nice  infusion 
of  Japanese  money  would  go  a  long 
way  toward  keeping  the  lucrative 
mSla.  business  going  a  while  longer.  ■ 


Frances  Annette  Roux  decided  that  if  she 
wanted  to  sell  her  Beneteau  sailboats  in 
America,  she'd  better  build  them  there.  It 
was  a  smart  decision. 


Safe  harbor 


By  Katberine  Wteiaman 


ANNETTE  Roux,  of  St.  Hilairc-dc- 
Riez,  on  the  west  coast  of 
i  France,  is  a  determined  busi- 
nesswoman. The  elegant,  assertive 
granddaughter  of  the  founder  of  Chan- 
tiers  Beneteau,  a  boatmakcr,  Roux 
took  over  in  1964.  She  was  lust  22, 


and  Beneteau,  which  made  only  com- 
mercial fishing  boats,  was  on  the 
verge  of  bankruptcy.  She  saved  the 
company  by  adding  pleasure  craft  to 
Beneteau's  line. 

Today  Beneteau  is  the  world's  larg- 
est maker  of  production  sailboats. 
With  worldwide  sales  of  about  $100 
million  (sailboats  account  for  about 


Kjll.>i\U-  Sv)ijMl  fc^oiiiimiMt 


"For  me.  a  boat  ia  a  work  of  art. 


■;« 


70%),  it's  ahead  of  Catalina  yachts 
(sales,  $55  million),  the  largest  U.S. 
manufacturer,  and  Hunter  Marine, 
number  two  after  Catalina.  Total 
sales  for  1989  are  expected  to  top  $120 
million.  Beneteau  trades  on  the  deio:- 
ieme  marche,  France's  secondary  mar- 
ket, where  it  is  valued  at  $37  million 
(72%  is  held  by  the  family). 

Beneteau  began  exporting  to  the 
rich  American  pleasure  boat  market 
in  1977,  but  Roux  wanted  more.  Her 
timing  was  not  propitious  when  she 
announced,  in  late  1986,  that  Chan- 
tiers  Beneteau  would  become  a  leader 
in  the  U.S.  sailboat  market.  The  dollar 
was  sinking,  and  sailboat  sales  were 
declining.  In  a  few  months,  the  stock 
market  would  crash. 

Yet  in  this  challenge,  too,  Roux  is 
succeeding.  Beneteau  now  books  17% 
of  its  sales  in  the  U.S.,  making  it  num- 
ber three  in  the  U.S.  after  Catalina 
and  Hunter.  "We're  more  concerned 
about  Beneteau  than  Catalina,"  says 
Stephen  Cutsforth,  Hunter's  national 
sales  and  marketing  director.  "Bene- 
teau has  more  growth  potential." 

How  did  Roux  do  it?  Her  smartest 
decision  was  opening  a  U.S.  manufac- 
turing plant.  In  early  1986  Roux 
bought  40  acres  in  Marion,  S.C.  (pop. 
7,700)  and  built  a  1 10,000-square-foot 
facility.  The  state  offered  the  usual 
incentives — including  deferred  taxes 
and  worker  training  programs— but 
primarily  the  U.S.  investment  bought 
Beneteau  protection  against  the  fall- 
ing dollar.  "I  would  not  be  a  dealer 
today  if  they  were  not  here  |in  the 
U.S.),"  says  Dennis  Greathouse,  a 
Beneteau  dealer  in  Seattle. 

Many  components — for  example, 
precut  teak  interior  panels — on  Bene- 
teau yachts  are  still  shipped  from 
France,  making  Beneteau's  boats  up 
to  10%  more  expensive  than  similar- 
size  American  makes.  (A  35-foot  Be- 
neteau costs  around  $75,000  at  the 
Marion  factory.) 

But  this  IS  changing.  "When  you 
start  a  plant  from  scratch,  you  cannot 
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!¥  rHEN  you  first  handle  a  Patek  Philippe,  you  become 
W  aware  that  this  is  a  watch  of  rare  perfection. 
Ve  know  the  feeling  well.  We  experience  a  sense  of 
)ride  every  time  a  Patek  Philippe  leaves  the  hands  of 
)ur  craftsmen.  For  us  it  lasts  a  moment  —  for  you, 
I  lifetime. 

Ve  made  this  watch  for 
/ou  —  to  be  part  of  your 
[fe  —  because  this  is  the 
vay  we've  always  made 
matches. 

Knd  if  we  may  draw  a  con- 
tusion from  five  genera- 
ions  of  experience,  it  will 
)e  this:  a  Patek  Philippe 
loesn't  just  tell  you  the 
ime,  it  tells  you  something 
ibout  yourself. 
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PATEK  PHILIPPE 

GENEVE 


For  an  elegantly  bound  2-volume  set  illustrating  our  mens  and  women's 

timepieces,  send  $8  to: 
Patek  Philippe.  10  Rockefeller  Plaza.  Suite  629  (F).  New  York.  NY  10020 
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It  &  vet>  ..nfciy  that  the  paint 
on  your  car  Mas  manufactured  by 
Akzo.  As  well  as  the  paint  on  your 
doors  and  windows. 

Alon^  with  th*'  '.olor  In  your 
wallpaper,  your  carptet .  furniture, 
pidstic  kitchenware,  a-  d  perhaps 
ven  your  lawnmower 


After  all,  Akzo  is  one  of  the 
world's   largest  makers  of 
paints  and  coatines.  And  many 
innovations  come  from  our  labo- 
ratories. 

But  even  for  us  it  was  quite  a 
challenge  to  be  involved  in  re- 
decorating the  city  center  of  TUrin . 


Like  many  Italian  cities,  lUrin 
had,  over  the  centuries,  assumed 
a  uniform  color:  a  drab  yellow 
ocher  TWo  Italian  architects  and 
Akzo  were  commissioned  to 
determine  whether  the  colorful 
splendor  of  the  past  centuries 
could  be  restored. 


This  took  a  lot  of  work  4 
city  archives  were  combe  * 
plans  were  compared  wit 
temporary  prints  and  pai 

And  the  chemical  co4 
tion  of  the  rediscovered  B 
was   analyzed. 

The  result  was  a  histcl 
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color  scheme  in  modern 
aiardable  coatings. 
Vjn  now  boasts  one  of  the 
tjeautiful  city  centers  any- 
n  the  world. 

other  European  cities  are 
i  ring  similar  plans. 
,^>ne  of  the  world's  largest 
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chemical  companies,  with  70,000 
people  in  50  countries  active  in 
the  fields  of  chemicals,  fibers, 
coatings  and  health  care,  we  in- 
vest many  millions  each  year  in 
countless  research  projects. 

lUrin  is  a  typical  example  of 
how  we  work.  In  close  co-opera- 


tion with  our  clients.  Whether  it's 
a  gigantic  multinational  oil 
company  or  a  manufacturer  of    ^ 
golf  balls. 

For  further  information 
please  write  to  Akzo  America  Inc., 
Corp.  Comm.  Dept.,  Ill  West  40th 
Street,  New  York,  N.Y.  10018. 


AK2D 


Encore  perf onnance. 

When  it  comes  to  fax  quality,  nothing  outperforms  Omnifax.  Typed 
documents,  charts,  diagrams,  even  photographs  are  reproduced  in 
near  picture-perfect  detail.  Plus,  it  has  all  the  latest  features  that 
make  documents  as  easy  to  fax  as  they  are  to 
read.  For  more  details  and  a  free  booklet, 
Thejox  of  Fax.  call  1-800-221-8330.  ^": 

aMNIn4XJ 

Omnifax  is  sold  and  seniced  in  the  U.S..  Canada  &  Puerto  Rico  by  Telautograph  Corporation. 


YoU'RE  LOOKING  AT  OUR 
ENTERTAINERS. 


In  our  lobby  lounge,  you 
wm't  find  a  piano.  Or  muzak. 
C\  even  a  live  jazi  band. 
The  t>nly  entertainment 
you  will  enjoy  is  the  sound 
of  sparkling  conversation. 
Not  forgetting,  of  course, 
the  joys  of  watching  some 
of  New  York's  most 
interesting  people. 


oMc^pir 


ALOXANn  BAMOKCK   BEVEKll  HILLS  CHh- 


(800)545-4000 


NEU  VXMIK 
A  RU;LN'l«INTtRNAIkMALH01tL 


M   NtVl  niRk   SIN(-.AK«E  SYHNEY  TAIPEI 
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get  suppliers  so  fast,"  explains  Chris- 
tian Iscovici,  36,  head  of  Beneteau's 
North  American  operations.  "But  it 
has  been  our  philosophy  all  along  to 
turn  to  U.S.  suppliers  as  long  as  they 
can  compete  pricewise  and  quality- 
wise."  Complaints  of  parts  availabil- 
ity have  eased  as  Beneteau  has 
swfitched  over  to  American  hardvv^are; 
and  it  can  now  order  masts  and 
winches  from  European  makers  that, 
have  also  opened  U.S.  manufacturing] 
facilities. 

The  South  Carolina  plant  is  also  I 
enabling  Beneteau  to  quickly  fill  an 
$8  million  order  for  over  100  yachts 
for  the  Moorings,  a  Clearwater,  Fla.- 
based  yacht-chartering  vacation  com- 
pany serving  primarily  U.S.  custom- 
ers whose  vacation  budgets  are  in  dol-j 
lars.    "Beneteau    has    never    let    us  I 

Complaints  of  parts 
availability  are  easing  as 
Beneteau  switches  to 
American  hardware.  "When 
you  start  a  plant  from 
scratch,  you  cannot  get 
suppliers  so  fast,  but  it 
has  been  our  philosophy 
all  along  to  turn  to 
U.S.  suppliers,"  says 
Beneteau's  Iscovici. 

down,"  says  Jack  Baratelli,  president.! 
of  the  Moorings,  93%  of  whose  200- 
boat  fleet  is  Beneteau. 

As  Roux  was  cranking  up  Bene- 1 
teau's  U.S.  production,  a  thorny  tech-| 
nological  problem  arose.  Blisters  be- 
gan appearing  on  the  hulls  of  Bene- 
teau  boats,    the    result    of   a   faulty! 
catalyst.  Nearly  1,000  boats  may  bel 
affected.  Did  she  try  to  weasel  out?  I 
Hardly.  Roux  volunteered  to  cover  all] 
repairs,  at  an  average  cost  of  $7,000| 
per  boat.   Because  of  this  and  lostj 
sales,  in  1987  Beneteau  recorded  itsj 
first  loss  in  20  years  but  was  able  toj 
eke  out  a  $500,000  profit  for  1988. 
Roux  won  her  case  against  the  L'Airj 
Liquide  subsidiary  that  produced  the| 
faulty  catalyst,  and  may  win  as  mucll 
as  $25  million  for  commercial  and 
reputational  damages. 

Only  47,  Mme.  Roux  has  saved  herj 
family's  company  and  made  it  an  im-j 
portant  presence  in  the  U.S.  It  is  in- 
structive to  compare  her  success  withj 
the  failure  of  the  leveraged  buyout 
crew  that  sank  the  once-prosperov 
company  that  built  O'Day  sailboatsi 
(see  Slot}',  p.  102).  For  the  financiers,  aj 
boat  was  something  that  threw  off! 
enough  cash  to  carry  a  certain  load  of! 
debt.  "For  me,"  says  Annette  Roux,  "aJ 
boat  is  a  work  of  art."  And  that  hasij 
made  all  the  difference.  ■ 
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With  an  asset  like 
ourfinancial  SeivicesGroiip 


youHbe^dyou  turned  to  us. 


CUSHMAN  &  WAKEFIELD 

Financial  Services  212/841-5095 

Investment  Property  Sales 

Capital  Markets-Real  Estate  Finance 

International  Services 

Corporate  Services 


I  I 


Business  AmericaPHWsfafe  firm  supplies 
financial  expertise  by  providing  sophisticated  real 
estate  investment  banking  services. 

Armed  with  an  extensive  real  estate  network 
and  local  market  expertise,  our  financial  professionals 
use  their  access  to  worldwide  capital  markets  to 
provide  your  business  with  tailor-made  solutions.  It's  a 
combination  that  adds  value  for  all  our  clients  in  an 


investment  property  sale,  fin^rcing,  or  corporate  asset 
recapitalization. 

lb  find  out  how  we  can  help  you  manage  the 
financial  side  of  any  business  real  estate  transaction, 
call  us. 

We're  America's  direct        CUSIMAH& 
line  to  business  real  estate       WAKEFIELD^ 

services.  a  rockefeller  group  company 

Business  America's  Real  Estate  Firm 


Warning  to  the  entertainment  business: 
iMUgh  and  the  world  laughs  with  you — hut 
you  shouldn't  overdo  it. 

The  comedian 
gets  the  girl 


By  Lisa  Gnbemick 


IN  ENTERTAINMENT  today,  comcdy 
is  king.  Twelve  years  ago  there 
were  a  couple  dozen  comedy 
clubs  in  the  U.S.;  today  there  are  near- 
ly 400.  A  decade  ago  nbc  had  2  come- 
dies on  the  air;  next  season  it  will 
have  14. 

Comedy.  The  business  that  the  en- 
tertainment media  call  "the  rock  'n' 
roll  of  the  Eighties."  And  the  Nine- 
ties? Over  the  next  two  to  four  years 
both  HBO  and  mtv  will  be  spending  up 
to  $100  million  to  launch  two  24-hour 
comedy  channels,  estimates  Paul  Ka- 
gan  analyst  Larry  Gcrbrandt.  This  sea- 
son there  will  be  36  prime-time  situa 
tion  comedies,  more  than  ever  before. 

Add  up  network  licensing  fees 
(roughly  $5.S0  million  for  the  1989-90 
season),  movie  box  office  receipts 
($1.3  billion  plus)  and  club  revenues 
($250  million)  and  you  sec  a  onetime 
cottage  industry  that's  grown  into  one 
of  the  biggest  segments  of  show  busi 
ness.  Even  the  men's  fashion  maga- 
zine C,Q  now  turns  out  an  annual 
comedy  issue. 

"Comics  are  today's  rock  stars," 
says  agent  Marty  Klein.  Arsenio  Hall, 
30,  who  IS  the  hottest  thing  to  hit  the 
syndicated  talk  show  circuit  in  years, 
says:  "When  I  was  a  kid,  stand-ups 
were  these  corny,  ugly  guys  like  Bud- 
dy Hackett  who  never  got  the  girl.  I 
saw  Eddie  (Murphy)  do  something  one 
night  that  made  me  realize  how 
thuigs  have  changed.  He  took  a  scarf 
from  around  his  neck  and  threw  it 
into  the  audience — I  remember  seeing 
Elvis  do  that." 

It's  not  )ust  that  comedians  are  sexi- 
er than  they  used  to  be.  As  veteran 
comic  Red  Buttons  puts  it,  "The  com- 
edy boom  says  as  much  about  the 
state  of  the  Union  as  the  state  of  com- 
edy." That's  ta  say  there  is  as  much  to 
be  learned  from  why  we're  laughing  as 
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what  we're  laughing  at.  Lawrence 
Mintz,  a  professor  of  American  stud- 
ies at  the  University  of  Maryland,  is 
finishing  a  book  on  humor  from  the 
1960s  to  the  present.  He  sees  the  pop- 
ularity of  humor  as  a  healing  process. 
He  says:  "With  the  failure  of  the  cul- 
tural revolution  of  the  Sixties,  people 
developed  an  ironic  posture.  You  can 


television  audiences  had  never  seen 
before — provided  the  perfect  solution. 

In  1976  Fuchs  started  putting  young 
stand-up  comics  on  the  air:  Robin 
Williams,  Steve  Martin  and  Robert 
Klein  suddenly  had  an  audience  of 
millions.  Televising  such  a  show  cost 
roughly  $50,000  to  $100,000— com- 
pared with  an  average  prime-time 
hour  cost  of  up  to  six  times  that 
much.  Madison  Avenue  followed  the 
trail  HBO  blazed.  A  blizzard  of  young 
comics  now  push  everything  from 
Doritos  (Jay  Leno)  to  Miller  Lite  (Joe 
Piscopo)  to  Diet  Dr  Pepper  (Judy  Ten- 
uta).  Johnnie  Walker  sponsors  a  na- 
tional comedy  talent  search  in  16 
markets  across  the  country  (the  win- 
ner gets  $2,000,  an  appearance  on  the 
Arts  &  Entertainment  Channel  and  a 
run  at  several  Improvs). 

The  appeal  of  comedy  in  advertis- 
ing? Not  just  that  it  makes  folks  light- 
en up  and  feel  good  about  the  product. 
"It  creates  brand  awareness  in  the 
right  market — late  20s,  early  30s  with 
substantial  disposable  income,"  says 
Johnnie  Walker's  Peggy  Bernstein. 
Even  better,  as  C.  Winston  Simone,  a 


I'cklic  Miop/yy  (left)  chitti)iii  it  up  with  .■Krscnio  /kill 
Bigger  than  BMUldy  Hackett,  and  sexier  too. 


launch  things  as  a  joke  more  safely 
than  if  you  make  the  statements  dog- 
matically and  seriously." 

The  last  so-called  golden  age  of 
comedy  was  typified  by  the  Tc.xuco 
Star  Tlx'atir  with  Uncle  Miltie,  and  Sid 
Caesar's  )<)ur  Sfxm'  of  SI.h)us  Televi- 
sion was  a  new  medium  and  was 
searching  for  material.  This  wave, 
too,  has  been  pushed  by  new  media. 
The  comedy  boom  of  the  Eighties 
started  in  the  mid-Seventies  when 
Michael  Fuchs,  now  chief  executive 
of  HBO,  needed  to  expand  the  channel 
beyond  movies.  He  needed  unique, 
low-cost,  easy-to-produce  entertain- 
ment. Stand-up  comedy — uninter- 
rupted  and    unccnsored,    something 


manager  of  both  comedians  and  rock, 
acts,  points  out,  "With  a  comic,  di 
corporate  sponsor  can  get  identified! 
with  someone  as  famous  as  a  rock  stai, 
but  far  more  articulate."  | 

But  we  live  in  an  age  of  media  satu  ■  , 
ration,  and  even  the  strongest  trend 
wears  itself  out.  In  many  ways  th 
comedy  clubs  that  now  abound  in  the 
urban  U.S.  are  the  leading  edge  of  th« 
phenomenon — and  the  leading  edge 
seems  a  bit  dulled. 

It's  a  Thursday  night  at  the  Comed> 
Store  in  Los  Angeles,  and  the  show    ' 
couldn't  be  better.  There's  Charle; 
Fleischer,  the  voice  of  Roger  Rabbit 
pantomiming,  with  a  harmonica, 
sex  number.  Next  comes  Bruce  Mick 
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Few  luxury  cars  come  with  an  exterior  as  beautiful  as  ours. 


k^nge  Rover  gives  you  quite  a  variety  of 
tenors  to  choose  from. 

Forest  green. 

Snow  white. 

A  vast  spectrum  of  earth  tones. 

No  other  luxur\'  car  offers  such  an 
onishing  array  of  exteriors.  Because  no 
ler  luxury  car  is  able  to  get  to  them. 

With  its  formidable  4  wheel  drive 
ction,  powerful  3.9  liter  V8  engine,  and 


a  fully  articulated  suspension  system, 
a  Range  Rover  can  take  you  where  no 


Grange  ROVER 


luxury  car  has  gone  before.  Carrying  you 
smoothly  and  confidently  to  sites  that 
offer  breathtaking  sights. 

Why  not  call  1  800  FIXE  4WD  for  the 
dealer  nearest  you? 

Admittedly,  at  around  S37,000,  a 
Range  Rover  isn't  inexpensive. 

But  after  all,  we  have  the  help  of  the 
world's  most  renowned  designer: 

Nature. 


'■""Jif^jew  a  company  has  a  name  as  well- 
known  as  Westinghouse,  people  think  they 
know  what  you  do. " 


\fetii^oi]se 
T)day 

"People  think  we  still  make  appliances. 
We  haven 't  made  them  in  nearly  15  years. 

"People  think  we  still  make  light  bulbs. 
We  haven 't  made  them  in  over  six  years. 

"And  some  people  think  we're  still  in  the 
same  businesses  we  were  100  years  ago. 
Well,  we  are  and  we  aren  't. 

"Westinghouse  is  a  company  committed 
to  quality,  doing  surprising  things  tlxit 
touch  people's  lives  in  surprising  ways- 
all  over  the  ivorld. 

"We're  a  cotnpanyyou  should  get  to 
know  better."  ^ 


Broadcasting 

More  than  100  million 

people  tune  in  toWestinghouse 

everyday 

Westinghouse  Group  W  Broadcasting  is 
one  of  America's  largest,  most  diversified  and 
fastest  growing  entertainment  companies. 
Group  W  radio  stations  broadcast  to  one 
out  of  tliree  American  homes.  In  fact,  WINS 
all-news  radio  in  New  York  is  the  nation's 
most-listened-to  station. 

Our  five  TV  stations  are  seen  in  10  million 
homes  a  week,  and  each  is  a  leader  in  news 
and  local  programming.  And  the TVGroup's 
NEWSFEED  Network  is  the  nation's  largest 
video  news  service. 

We  syndicate  the  hottest  new  show 
on  children's  TV,  "Teenage  Mutant 
Ninja  Turtles,"  to  more  than  140 
stations  across  the  country. 
And  we  also  distribute  more 
programming  via  satellite  than 
anybod>'  else.  We  even  mark© 
cable  TV's  popular  "The 
Nashville  Network." 


^ 


John  C  Marous 
C.hainruin  and 
Chief  Executive  Officer 


Financial  Services 

One  (i  Americas 

top  six  business 

finance  companies. 


Westinghou.se  Credit 
and  its  financial  service 
affiliates  offer  a  wide 
range  of  .services. 
Including  capital  for 
business  expansion, 
acquisitions  and  re- 
aipitalizations,  commer- 
cial iind  residential  real 
estate  development, 
and  leasing  and  financ- 
ing major  equipment  and  facilities. 

We  pla\-  a  majoi  role  in  emplo\ee  buy-outs  of 
established  busine.sses.  We  make  equity-  investments 
in  companies.  And  buy,  sell,  and  manage  income- 
producing  real  estate  proj-)erties. 


EnviiDnment 

Aleaderintadding 
tou^  environmental  proUons. 

Our  waste-to-energ>'  systems  are  disposing^ 
of  garbage  while  efficiently  turning  it  into  A 
electricity,  helping  municipalities  reduce  / 
tlieir  need  for  un.sanitar\'  landfills.  / 

And  Westinghouse  is  helping  / 

to  lead  tlie  way  in  the  treat- 
ment and  di.sposal  of 
hazardous  and  toxic  wastes. 
In  fact,  we  offer  tech- 
nologies that  can 
destro\-  tliese 
materials,  includ- 
ing PCBs,  at 
efficiencies 
exceeding 
99.9999%. 


M.X^ 


Electronics 

The  \wrfd  leader  in  radar. 

Our  new  radar,  soon  to  be 
installed  at  ever>'  major  U.S.  airport, 
will  now  allow  air  traffic  controllers 
to  track  weather  and  aircraft  on  the 
same  screen  at  the  same  time. 

And  our  advanced  air  route  surveil- 
lance radar  will  give  the  FAA  a  much 
better  view  of  air  traffic  along  major 
routes,  while  also  serving  the  U.S.  Air 

;  Force's  air  defense  needs. 

We  developed  and  built  the  Airborne 

:  Warning  and  Control  System  (AWACS) 
radar,  part  of  the  free  worlds  first  line  of 
defense.  And  we're  working  on  radar  and 
electronic  systems  for  the  U.S.  Air  Force's  and 

1  Nav}''s  next-generation  fighters. 

'      We  even  offer  industry  the  most  powerful 

I  distributed  process  control  management 

I  systems  available  today 


Communities 


Eneigy 

Awodd  leader  ineneigy 

We're  a  recognized  world  leader  in  conventional  power 

generation,  supplying  millions  of  megawatt  hours  of  elearicity 
on  almost  ever\'  continent. 

We're  also  a  leader  in  nuclear  fuel.  In  faa,  our  Commercial 
Nuclear  Fuel  Division  was  a  winner  of  one  of  the  first 
Malcolm  Baldrige  National  Quality' Awards. 

More  than  half  the  free  worlds  nuclear  power  plants  are  based 
on  Westinghouse  technology.  We're  developing  safer,  even  more 
environmentally  compatible,  advanced  nuclear  power  plants. 

And  we're  developing  new  technologies  for  the  future,  such 
as  fusion,  superconductivity,  fuel  cells,  and  solar  photovoltaics. 

Distrilxjtion 


One  of  Americas 

leading  developer?, 

of  planned  communities. 


Moving  everything  from 
strawi)enies  to  electricity 

Our  Thermo  King  subsidiary  is  the  world 
leader  in  transport  refrigeration  and  is  supported  by 
the  industry's  largest  dealer  net^^ork.  Thermo  King- 
equipped  vehicles  safel)-  transport  all  kinds  of  perishables- 
from  produce  and  chemicals  to  film  and  pharmaceuticals-in 
more  than  80  countries  around  the  world,  including  the  Soviet 
Union  and  China. 

We're  also  a  leading  distributor  of  electrical,  mechanical,  and 
electronic  products,  maintaining  complete  inventories  of  more  than 
100,000  items  through  a  network  of  230  wholly-owned  U.S.  locations 
and  over  1,500  indep>endent  distributors. 


More  than  175,000 
people  live  in 
Westinghouse  planned 
communities. 

In  the  Ft.  Lauderdale 
area,  we're  in  our  fifth 
decade  of  developing 
qualit\-  cities  and 
communities-including 
the  master-planned, 
full-service  cit\-  of  Coral 
Springs,  designed  to  serve  more  than  100,000  residents. 
Our  new  community;  Gateway,  near  Ft.  Myers,  will  be 
the  future  home  to  an  estimated  40,000  people. 

We're  planning  our  newest  community  of  homes, 
sdiools,  businesses,  offices,  shopping,  and  recreation  areas 
I  oh  a  5,500-acre  site  in  Marana,  near  Tucson,  Arizona. 

Pelican  Bay,  near  Naples,  Florida,  hosts  1,400  luxury^ 
:  homes,  two  quality-  hotels,  and  a  championship  golf 
course.  And  another  luxury  community  is  planned  for 
Palm  Desert,  California. 


Office  Systems 

Making  offices  and  people  more  productive. 

Westinghouse  helped  pioneer  the  concept  of  open  office 
furniture  systems-s>'stems  designed  to  help  people  do  their 
jobs  more  productively  and  comfortably. 

We  offer  a  variet}'  of  innovative  systems-related  products, 
designed  around  a  panel  system  backed  by  the  industry's 
only  lifetime  warrant}' 

Westinghouse  developed  and  built  one  of  the  world's  most 
sophisticated  and  reliable  telecommunications  systems  for 
our  oivn  use. 

Now  we're  offering  the  industry's  only  fully-integrated 
voice/data  network  capability  to  businesses,  providing  them 
with  a  unique  solution  to  their  telecommunications  needs. 

So  now  that  you  know  Westinghouse  a  little  better,  you  can 
see  that  we're  doing  important  things  in  important  areas. 
Perhaps  we  even  touched  your  life  today. 


Palm  Deser,,  California,  YfaUCan  1)68018-.         ^ 

"V*  Y  y  •  I      if  it^ Westinghouse® 


....  ,  voiL^e    and    delivery    you 

would  quickly  recognize  from  tv 
commercials.  A  frazzle-wigged  Janice 
Hart  steps  on  afterward  to  do  a  ribald 
version  of  Tina  Turner's  "What's 
Love  Got  To  Do  With  It?"  called 
"What's  Hair  Got  To  Do  With  It?" 

Only  a  few  chuckles  ripple  across 
the  club.  The  audience  is  sparse — 
half  the  400-seat  room  is  empty. 
Mitzi  Shore,  who  owns  the  Comedy 
Store,  frets  that  the  business  may  be 
getting  saturated.  "The  club  business 
is  becoming  the  roof  and  siding  busi- 
ness," says  the  flame-haired  impresa- 
rio, who's  been  running  the  Store 
since  1973. 

Evidence  that  the  comedy  boom 
may  become  a  comedy  glut  abounds. 
According  to  Barry  Weintraub,  pub- 
lisher of  Comedy  USA  Neu'suire,  which 
tracks  the  business,  some  20  free- 
standing comedy  clubs  have  shut 
down  m  the  last  year.  Catch  a  Rismg 
Star,  the  only  significant  publicly 
held  comedy  chain,  has  talked  of  go- 
ing to  20  clubs;  It  still  has  only  7. 
Rodney  Dangerfield's  Las  Vegas  com- 
edy club  at  the  Tropicana  was  shut- 
tered in  June. 

"I'm  starting  to  think  that  there 
may  be  too  many  clubs  and  not 
enough  audience,"  says  Weintraub. 
His  informal  club  surveys  indicate 
fewer  sell-out  crowds.  "There  are  so 


many  clubs  that  the  audience,  which 
is  finite,  is  splintering,"  he  says. 

Signs  of  saturation  are  spreading  to 
the  mass  media,  hbo's  24-hour  Come- 
dy Channel  is  expected  to  be  launched 
in  November;  mtv's  ha!  will  go  on 
the  air  April  Fool's  Day.  Is  there  room 
for  two  funny  channels?  The  people 
who  matter  most,  the  cable  system 

Evidence  that  the  comedy 
boom  may  become  a  com.edy 
glut  abounds.  Some  20 
free-standmg  comedy 
clubs  have  shut  down  in 
the  last  year. 

operators,  are  dubious.  "Channel  ca- 
pacity for  new  product  isn't  very 
high,"  says  Robert  Clasen,  who  heads 
Philadelphia's  2.4-million-subscriber 
Comcast  Cable  Systems.  "Even  if  we 
went  and  tried  it  out  in  300,000 
homes,  it's  not  going  to  go  very  far  to 
getting  the  20  million  to  30  million 
homes  they  need." 

Meanwhile,  low  cost,  which  was 
one  of  the  early  appeals  of  comedy  for 
TV,  IS  vanishing.  The  gigantic  off-net- 
work syndication  fees  paid  for  T/.x> 
Cushy  Sfxjir  created  a  frenzy  among 
studios  eager  for  talent  to  create  the 
situation  comedies  of  the  future.  Dis- 
ney paid  a  reported  $3  million  to  sign 


Matt  Williams,  who  helped  create 
RoseamW)  mca  Inc.'s  Universal  Tele- 
vision was  said  to  have  bid  $18  mil- 
lion for  Carol  Black  and  Neal  Mar- 
lens,  creators  of  The  Wonder  Years. 
Now  there's  concern  that  writers  are 
being  paid  too  much.  "I  call  it  the 
Crazy  Eddie  school  of  production," 
says  Brad  Grey,  president  of  the  Brill- 
stein  Co.,  which  manages  comics 
such  as  Dana  Carvey  and  Dennis 
Miller.  "These  prices  are  insane." 

Grey  may  be  right.  The  prices  for 
off-network  syndication  seem  to  have 
peaked  with  the  $600  million  fetched 
by  Cosby  in  1987.  Half-hour  situation 
comedies  such  as  227,  about  a  set  of 
tenement  tenants,  and  Amen,  which 
focuses  on  a  deacon  in  a  Philadelphia 
parish,  highly  rated  in  their  regular 
runs,  languished  when  they  hit  the 
syndication  market  earlier  this  year. 

"The  reason  that  situation  come- 
dies are  proliferating  is  not  because 
we  have  a  need  to  laugh  but  because 
companies  went  bust  in  the  mid- 
Eighties  trying  to  sell  hour  shows 
when  there  wasn't  a  market,"  says 
NBC's  Brandon  Tartikoff.  "So  they 
started  doing  comedies.  But  we're  fast 
reaching  a  brimpoint,  if  we  haven't 
hit  it  already.  .  .  .  You  don't  have  to  be 
a  rocket  scientist  to  figure  that  the 
pendulum  is  probably  going  to  start 
swinging  back  the  other  way."  ■ 


COMMERZBANK  ^ 

Commerzbank  Aktiengesellschaft  in  order  to  enlarge  its  shareholder  base  in  the  U.S.  announces  the  launching  of  a 

Sponsored  American  Depositary  Receipt  Program 

MKorporating  5  American  De(X)silary  Shares  for  each  of  the  Bank's  Ordinary  Shares. 

Sponsor 

Morgan  Guaranty  Trust  Company  of  New  York 

Broker-Deaters 

Goldman,  Sachs  &  Co.  Morgan  Stanley  &  Co. 

Incorporated 

Depositary  Bank 

Morgan  Guaranty  Trust  Company  of  New  York 

For  further  information,  please  contact: 

Comn  irzbank  Capital  Markets  Corporation 

^  me  World  Trade  Center,  Suite  4047     New  York,  NY.  10048;     Pfione:  (212)  432-8255     Fax:  (212)  432-0451 


AURUSI  ItS'J 


This  announcement  appears  as  a  matter  of  record  only. 
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The  contract  is 

crucial. 

The  details  must 

be  clear. 

And  the  approval 

must  be  immediate. 

Take  charge  with 
Adler-Royal. 


When  the  pressure  is  on  to  dehver,  what  you  need 
is  instant  action  and  peak  performance  from 
everyone  on  your  team.  That's  when  your  office 
equipment  faces  its  most  critical  test. 

And  that's  when  you  can  take  charge  with 
Adler-Royal,  the  office  equipment  that's  backed 
by  a  century  of  experience. 

From  word  processors  and  typewriters  to 
copiers,  fax  machines,  calculators,  accessories 
and  supplies,  Adler-Royal  office  products  are 
built  for  heavy  duty  reliability,  to  operate 
smoothly  under  fire.  To  take  the  pressure  and 
the  pounding  without  missing  a  beat.  To  perform 
impeccably  when  the  going  gets  rough.  With 
no  breakdowns.  No  compromises.  No  excuses. 

In  today's  hectic  business  climate,  that's  the 
kind  of  office  equipment  you  need  on  your  team. 

See  your  take-charge  Adler-Royal  dealer 
or  call  toll-free -1-800-468-1300  (in  Utah 
1-800-922-3131).  They'll  show  you  how  to  equip 
yourself  successfully  for  today's  business  warfare. 
And  how  to  win  the  battles  each  business  day. 

Adler-Royal  Business  Machines, 
Dept.  FB,  200  Sheffield  Street,  Moimtainside, 
New  Jersey  07092. 

ADLER-ROYAL 

Technology  beyond  words 


J. 


A  new  film  process  called  Showscan  can 
produce  movies  of  astonishing  clarity,  hut 
how  much  will  it  cost? 

The  hottest  thing 
since  Cinerama 


By  Lisa  Gobemick 


F\  ERiODiCALLY  the  movie  busi- 
"  ness  IS  besieged  with  a  new 
gimmick,  hi  1952  there  were  3-D 
glasses.  In  the  early  1960s  Cinerama 
quickly  came  and  went.  In  1984  it  was 
Odorama.  Even  when  these  technol- 
ogies worked,  they  were  gener- 
ally too  cumbersome  or  too  ex- 
pensive to  bring  off. 

Comes  now  Showscan,  creat- 
ed by  Douglas  Trumbull,  47, 
special  effects  creator  for  200h 
A  Space  Oclyssty.  Close  Hncuunters 
oftix  Third  Kind  and  the  first  Star 
Trek.  Showscan  is  making  a  bid 
for  cinematic  history  with  a 
sharper,  faster  film  that  pro- 
duces startlingly  clear  images 
on  a  movie  screen. 

What  Showscan  does,  quite 
simply,  is  change  the  speed  at 
which  film  is  shot.  Rather  than 
shooting  35mm  film  at  24 
frames  per  second — and  then 
doubling  each  frame  to  project 
at  48  frames  per  second — Trumbull's 
Showscan  uses  much  larger  70nim 
film  and  shoots  it  at  60  frames  per 
second.  The  increased  size  and  speed 
means  each  frame  is  far  sharper,  and 
the  results  are  projected  with  four 
times  the  normal  light  on  screens 
with  a  surface  area  of  up  to  four  times 
that  of  the  typical  35-foot-by- 15-foot 
screen.  Comparing  a  Showscan  film 
with  a  film  produced  with  conven- 
tional technology  is  like  comparing 
the  clarity  of  a  fresh  mountain  stream 
with  Hudson  River  sludge. 

Trumbull  came  up  with  his  process 
in  the  late  1970s.  He  got  some  limited 
backing,  first  from  Paramount  and 
then  from  Brock  Hotels,  but  he  need- 
ed more  money  than  they  were  will 
ing  to  provide.  In  1984  he  went  into 
partnership  with  theater  owner  Henr>' 
Plitt  (who  has  since  sold  off  his  the- 


ater holdings  to  Cineplex  Odeon)  and 
Plitt's  partner  Roy  Aaron,  who  is  cur- 
rently Showscan's  chief  executive. 

Three  years  later  they  took  Show- 
scan  public  and  raised  SI  1  million  for 
the  company.  The  stock  came  out  at 
10  and  has  been  trading  recently  at 
around  13,  not  spectacular  for  an  al- 
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scan's  Roy  .■'uiron  (lefl)  and  Heniy  I'lill 
high  can  their  stock  Jly? 


legedly  high-flying  new  stock  issue, 
but  not  bad  either  considering  the 
company  had  a  $3  million  loss  last 
fiscal  year  (ended  Mar.  31). 

While  the  Showscan  process  pro- 
duces films  of  remarkable  clarity,  it 
will  not  appear  at  your  neighborhood 
theater  anytime  soon.  One  problem  is 
cost.  A  Showscan  film  is  expensive  to 
produce:  at  least  $2  million  to  $3  mil- 
hon  more  per  movie.  Worse,  to  fully 
appreciate  the  Showscan  effect  re- 
quires a  specially  equipped  theater. 
Cost  to  convert:  up  to  $300,000. 

These  numbers  seem  to  have  put 
Showscan  in  a  bind.  Why  would  a 
producer  pay  extra  to  shoot  a  movie  in 
Showscan  when  there  are  no  Shows- 
can-cquippcd  theaters?  And  why 
would  a  theater  owner  go  to  the  ex- 
pense of  putting  Showscan  equipment 
into  his  theater  when  there  are  no 


Showscan  movies  to  screen? 

Showscan  executives  seem  to  have 
badly  underestimated  this  dilemma. 
Back  in  1988  Roy  Aaron  announced 
there  would  be  a  Showscan-produced 
feature  by  this  fall — and  20  theaters  to 
show  it  in.  (Showscan  films  can  also 
be  shown  with  conventional  projec- 
tion equipment.)  So  far,  only  7  have 
been  built. 

Producer-director  Aaron  Russo 
(Trading  Places,  Tfje  Rose)  recently  end- 
ed a  deal  to  produce  Showscan  films. 
He  explains  that  the  technology  is 
terrific  for  special  effects,  but  when 
it  comes  to  filming  subtler  drama, 
there  are  problems.  Because  the  film 
runs  so  quickly  through  the  camera 
(60  frames  versus  24  frames  per  sec- 
ond), it's  much  noisier  on  the  set, 
and  there  is  no  way  to  muffle  the 
camera.  That  means  it's  exceedingly 
difficult  to  record  dialog  while  shoot- 
ing, and  every  scene  has  to  be  re- 
dubbed.  Moreover,  because  Show- 
scan  uses  so  much  film,  it's  difficult 
to  shoot  long  takes. 
"The  technology  is  wonderful," 
says  Russo,  "but  I  have  grave 
doubts  as  to  whether  it  can  be 
produced  on  a  practical  basis." 
Though  Trumbull  recently 
resigned,  Plitt  and  Aaron  aren't 
giving  up  on  Showscan  technol- 
ogy, but  they  are  backing  off  on 
Hollywood.  Early  last  year' 
Showscan  began  marketing 
something  called  the  Dynamic 
Motion  Simulator — a  carnival 
ride  that  uses  the  supersharp 
film  technology  to  recreate  har- 
rowing experiences  for  audi- 
ences who  watch  a  theaterlike 
screen.  One  simulator  program, 
for  example,  has  chairs  that 
pitch  and  lurch  and  a  film  that 

simulates  the  experience  of  a 

roller  coaster. 

But  on  this  product,  too,  Showscan 
may  be  promising  more  than  it  can 
deliver.  Showscan's  chief  financial  of- 
ficer, lames  Sorensen,  claims  that  the 
company  has  orders  for  20  Dynamic 
Motion  Simulator  systems.  Trouble 
is,  not  all  of  those  orders  are  firm. 
According  to  Imagine  Japan,  the  dis- 
tributor responsible  for  half  the  or- 
ders, only  2  simulators  have  been 
sold.  Yet  the  stock  keeps  levitating. 
At  recent  prices.  Wall  Street  values 
the  company  at  $40  million,  four 
times  revenues. 

According  to  one  stockbroker  who 
sat  through  a  Dynamic  Motion  Simu- 
lator program  of  a  ship  tossing  on  a 
stormy  sea,  "The  guy  next  to  me  got 
nauseous."  But  if  that's  the  sensation 
you  want,  why  not  skip  the  show  and 
buy  the  stock?  ■ 
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"Upgrade  and  Free, 
[wo  of  my  favorite  words." 


Unlimited  free  upgrades 
start  at  5,000  miles  with  TWA's 
Frequent  Flight  Bonus  Program. 

And  you  don't  cash  in  your  mile- 
age credits  to  receive  them. 

Once  you've  flown  5,000  miles, 
you're  entitled  to  confirmed  upgrades 
to  Business  Class  on  any  TWA  wide- 
body  flight  within  the  continental  U.S. 

After  30,000  miles,  you  can  be 
upgraded  to  First  Class  on  domestic 
flights  and  to  Business  Class  on  inter- 
national flights. 

And  with  TWA,  your  mileage 
credits  never  expire. 

Who  else  can  say  that? 

So  call  1-800-221-2000  for  details 
about  TWA's  Frequent  Flight  Bonus 
Program— the  one  program  that 
awards  you,  not  just  eventually 
but  constantly 


Today's  TWA 


Find  out  how  good  we  really  are. 


In  1985  the  Ghermezian  brothers  complet- 
ed the  'eighth  wonder  of  the  world''  in 
Edmonton,  Alberta.  They've  been  trying  to 
build  the  ninth  and  tenth  wonders. 


Will  wonders 
never  cease? 


By  Joe  Qaeenan 


I). II  SUkc-.ran 


William  Cirosi  ■ 

A  developer's  worst  nightmare. 


WHEN  GROUND  WAS  BROKEN 
for  the  Mall  of  America  in 
Bloomington,  Minn,  in  June, 
lead  developer  Raphael  Ghermezian 
called  it  the  "ninth  wonder  of  the 
world."  This  was  a  trifle  hyperbolic, 
but  since  the  mall  will  be  the  size  of 
78  football  fields,  shoppers  probably 
won't  feel  cheated. 

Getting  the  mall  off  the  ground,  in 
conjunction  with  American  developer 
Melvin  Simon,  was  a  milestone  for 
Raphael  Ghermezian  and  his  brothers 
Eskander,  Nader  and  Bahman.  The 
Iranian-born  brothers'  Triple  Five 
Corp.  has  been  taking  it  on  the  chin 
recently.  Having  seen  their  plans  for 
massive  projects  in  England  and  Ger-' 
many  deflated,  the  rug  dealers  turned 
real  estate  moguls  reportedly  have 
had  tax  problems  back  in  Edmonton, 
and  have  been  the  subject  of  recurring 
rumors  about  the  health  of  the  mall. 

The  Ghermezians  are  an  interesting 
lot.  After  amassing  a  fortune  in  the 
Montreal  rug  trade,  the  four  Iranian 
Jews  made  their  way  west  to  build  a 
strmg  of  malls  in  Edmonton.  Because 
of  their  exotic  backgrounds,  extreme 
privacy  about  their  privately  held 
company,  and  unrivaled  ability  to  win 
concessions  from  local  governments, 
they  have  become  the  stuff  of  local 
legend,  mcluding  the  chestnut  that 
they  were  only  front  men  for  a  now- 
defunct  Middle  Eastern  potentate. 

Having  built  their  eighth  wonder  of 
the  world  in  Edmonton — which  may 
lack  the  enduring  splendor  of  the  pyr- 
amids but  does  have  better  parking — 
the  Ghermezians  have  been  trying  to 
go  mternational,  seeking  to  build  new 
malls  that  will  make  the  Alberta  co 
lossus  seem  puny  by  comparison. 

This  IS  no  mean  feat:  Their  $90( 
million  flagship,  which  looks  like  ;. 
bowling  alley  with  a  thyroid  problem 
has  825  stores  (including  11  depart 
ment  stores),  2  auto  dealerships,  32 
movie  theaters,  a  $100  million  water 
park,  the  world's  largest  indooj 
amusement  park,  an  ice-skating  rinkj 
an  underground  lake,  sharks,  ocelots! 
jaguars,  a  bingo  hall,  an  I8-hole  minj 
laturc  golf  course,  a  medieval  torturtf 
chamber,  rickshaws  hauled  by  puffinri 
college  students,  theme  hotel  rooms! 
featuring  everything  from  volcanic  Jaj 
cuzzis  to  pickup  trucks  convertec[ 
into  beds,  and  132  restaurants.  Foi 
those  who  find  all  this  a  bit  tackyj 
there  is  a  Ralph  Lauren  Polo  shop. 

Obviously,  you  can't  support  a  re! 
tailing  juggernaut  like  this  simply  b^J 
depending  on  indefatigable  westenJ 
Canadian  shoppers.  No,  the  Ghermea 
zians  have  always  had  their  eyes  oiiJ 
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tourists  desperate  to  visit  the  north- 
ernmost oddity  on  this  continent.  Tri- 
ple Five  Corp.  claims  that  it  has  been 
so  successhil  in  doing  this  that  Cana- 
dian Airlines  recently  added  a  weekly 
nonstop  flight  direct  from  Tokyo  to 
Edmonton,  packed  with  Japanese 
tourists,  who  have  a  well-deserved 
reputation  for  going  anywhere,  any- 
time, so  long  as  there's  something  to 
buy  at  journey's  end.  It's  worth  noting 
that  Prince  Edward  Island,  where 
Aime  of  Green  Gables  cut  her  teeth,  is 
a  mecca  for  Japanese  families. 

In  a  sense,  the  West  Edmonton  Mall 
is  merely  a  laboratory  for  the  Gherme- 
zians'  more  audacious  projects:  to 
build  even  larger  malls  with  even 
wilder  amusements  in  even  less  exot- 
ic locales.  The  Ghermezian  game  plan 
is  to  go  into  some  blighted  economic 
zone  and  do  the  megamall  pitch:  more 
jobs,  more  tourists,  more  prestige. 
This  was  the  logic  at  work  when  the 
freres  Ghermezian  took  their  road 
show  to  economically  moribund 
Leeds,  England,  best  known  for  its 
soccer  riots,  and  Oberhausen,  West 
Germany,  best  known  for  nothing. 

Alas,  things  have  not  paimed  out. 
The  $6.5  billion  Leeds  deal  fell  by  the 
wayside  because,  according  to  Triple 
Five's  spokesman,  the  local  council 
didn't  have  the  authority  to  do  what  it 
said  it  could  do.  And  the  $6.3  billion 
West  German  deal  fell  through  be- 
cause of  pressure  from  neighboring 
cities  and  the  fact  that  it  was  too 
damn  big:  800  stores,  offices,  hotels 
and  an  incredibly  posh  gambling  casi- 
no, all  occupying  6  million  square 
feet.  The  Ghermezians  now  are  plan- 
ning a  dramatically  scaled-down  ver- 
sion. Before  that,  the  Ghermezians 
had  struck  out  on  smaller  deals  in 
Toronto  and  Niagara  Falls.  Currently, 
there  is  talk  of  projects  in  Moscow 
and  in  Beijing,  where  the  rickshaw 
infrastructure  is  already  in  place,  but 
right  now  the  Chinese  are  too  busy 
suppressing  students  to  browse. 

Thus,  for  the  time  being,  the  Mall 
of  America  will  have  to  keep  the 
Ghermezian  name  in  lights.  A  S600 
million  megasomething  sprawled 
across  4.2  million  square  feet  (the 
$900  million  West  Edmonton  Mall 
occupies  a  whopping  5.2  million 
square  feet),  the  mall  will  be  finished 
in  1992.  Raphael  Ghermezian  views 
the  mall  as  a  one-stop  shopping  Utopia 
for  fashion-conscious  women,  who 
can  now  avoid  those  arduous  treks  to 
boring  old  Paris  and  Milan.  But  Bloo- 
mington  Mayor  Kurt  Laughinghouse 
seems  to  have  his  eye  on  another  mar- 
ket entirely,  hoping  that  farmers  from 
all  over  the  Midwest  will  visit  the 
mall  during  the  off  season.  Ciao,  Goo- 
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We  hope  you'll  visit  us  one  of  these  da. 


."aniei's  Disttllery 


ONE  OF  OUR  FAVORITE  SITTING  PLACES 
is  under  the  sign  Jack  Daniel  and  Lem  Modo\v 
put  up  over  a  century  ago. 

Jack  Daniel  setded  on  this  very  spot  in  1866,  for 

here's  \vhere  he  found  ironfree  water  perfect  for  his 

needs.  The  spring  still  Hows  at  our  distillery  today, 

not  ten  yards  from  where  these 

gendemen  are  chatting.  And  \ve  still 

make  w^hiskey  the  ^vay  Jack  and  Lem 

once  made  it,  charcoal  mellowed  drop 

by  drop.  Keeping  their  sign  in  place 

keeps  us  faithfril  to  their  old 

methods.  A  sip,  we  believe,  will 

keep  you  faithfril  to  them  too. 


SMOOTH 
TENNESSEE 


SIPPIN ' 
WHISKEY 


Tennessee  Whiskey  •  40-43%  alcohol  by  volume  (80-86  proof)  •  Distilled  and  Bottled  by 
Jack  Daniel  Distillery.  Lem  Motlow.  Proprietor.  Route  1,  Lynchburg  (Pop  361).  Tennessee  37352 
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Can  A  Better 

Image  Improve 

Customer  Service? 

BankOnIt 


tusiomer  comes  in Jor a  mortgage. 
Has  a  ban  apflkatwn,  tax  returns. 


Bank  appraiser  mails  m  photos  of 
property,  plot  plan  and  comparables. 


Broker  provides  offer  to  purchase, 

preliminary  title  report, 
andP&S  agreement  by  FAX. 


Credit  information  arrives, 
to  client  portfolio. 


Actual  Wang  computer  screns  skoum  km. 
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Integrated  Imaging 


B  ire  package -data,  text,  image - 
'  •  originating  office  via  electronic 
nail  for  committee  approval 
ecision  is  made  in  half  the  time. 

71  'j  Integrated  Imaging  from  Wang. 


Paper  and  patience. 

Until  now,  you  couldn't  process  a  loan 
application  without  them. 

But  with  Wang's  Integrated  Image  System,  you 
can  now  process  a  loan 
from  start  to  fmish  right 
at  your  desk  in  half  the  time. 

WHS  gives  loan  officers  immediate  access  to  all 
the  information  they  need,  where  they  need  it,  when 
they  need  it. 

With  the  press  of  a  button  up  comes  an  image 
window,  text  window  and  data  window.  Simultane- 
ously. And  it's  integrated  information.  With  your 
FAX  machine.  Your  electronic  mail.  Your  company's 
computer  system. 

Wang's  Integrated  Image  System. 

It  will  not  only  improve  your  image,  it  will 
improve  your  customer  service.  And  you  can  take 
that  to  the  bank. 


WANG 


Makes  It  Work 

For  more  information ,  contact  your  local  Wang  Sales  Office. 
Or  write  Wang  Laboratories,  Attn;  Inquiry  Service,  M.S.  014-03C,  One  Industrial  Avenue,  Lowell,  MA  01851.  ©  1989  Wang  Laboratories,  Inc. 


The  West  Edmonton  Mall 

*^he  eighth  nvonderofthe  tvorld.' 


FantciS}-  Hotel  nnjin 

Spend  the  night  in  a  pickup  truck. 

ber!  Golly,  cilors.' 

Meanwhile,  the  Ghermezians  have 
had  to  put  out  a  few  brushfires  back 
north.  The  first  flared  up  when  Ed- 
monton businessmen  learned  that 
Triple  Five  had  reportedly  been  al- 
lowed to  hold  secret  negotiations 
with  the  city  to  pay  $18.4  million  in 
taxes  and  tax  penalties.  Mayor  Terry 
Cavanagh  told  the  press  that  the  city 
did  not  want  to  damage  the  compa- 
ny's search  for  international  financing 
of  the  German  deal. 

The  Ghermezians  also  made  head- 
lines when  word  got  out  that  Raphael 
and  Eskandcr,  the  top  guns  in  the  fam- 
ily, had  moved  to  Toronto.  The  Gher- 
mezians originally  denied  the  rumors, 
until  a  neighbor  reported  seeing  mov- 
uig  vans  thundering  off  into  the  prai- 
ries in  th?  middle  of  the  night.  Triple 
Five's  spokesman  explained  to  Forbes 
that  the  C :  ermczians  plan  to  do  quite 
a  bit  of  de\  cippmg  in  Toronto,  adding, 
'"We're  an  international  corporation 
and  we  do  a  lot  of  flying.  But  we  have 
no  intentiou  of  deserting  Edmonton." 

Neither  does  V/illiam  Grosvcnor. 
Giosvenor  i.-  a  developer's  worst 
nip-ti'mare:  a  roving  fruitcake  armed 


World  Wilier  I '(irk' 
$lOO  miUion  of  water. 


with  just  enough  ammunition  to  be 
taken  seriously  by  a  journalist  from 
out  of  town.  Identifying  himself  as  a 
management  consultant,  though  he 
will  not  divulge  which  managements 
require  his  consultation,  Grosvenor 
incessantly  bombards  journalists  all 
over  the  U.S.  and  Canada  with  torrid 
innuendo  about  the  Ghermezians' 
connections,  the  sources  of  their 
money  and  criminal  investigations 
into  their  activities.  Over  the  years, 
he  has  mailed  or  faxed  damaging 
newspaper  articles  about  the  Gherme- 
zians all  around  the  world,  while  dis- 
tributing stickers  proclaiming:  "Ed- 
monton =  Ghermezianville.  Don't 
Invest  Here.  Don't  Even  Visit  Here." 
Grosvcnor  docs  make  occasional 
forays  into  sanity  when  he  rattles  off 
verifiable  facts  about  the  Gherme- 
zians' financing  problems  (they  un- 
successfully attempted  to  repackage 
$486  million  of  their  debt  three  years 
ago).  But  this  impression  of  lucidity 
evaporates  when  he  starts  making 
dark  suggestions  about  mysterious 
visits  to  Edmonton  by  Adnan  Kha- 
shoggi  and  Mario  Cuomo,  tosses  in  a 
few  words  about  the  Teamsters  and 


wraps  it  all  up  by  insisting  that  Triple 
Five  has  "absolutely  nothing  to  do 
with  the  development  of  the  Mall  of 
America."  Gee,  Bill,  if  that  wasn't  the 
Ghermezian  brothers  down  there  in 
Minnesota,  who  were  those  four  Ira- 
nian impostors? 

Why  does  he  do  it?  Grosvenor  origi- 
nally told  Forbes  that  he  had  been 
"swindled  by  Triple  Five."  But  in  a 
more  recent  conversation,  he  said, 
"They  got  several  lots  rezoned  so  they 
could  build  a  lousy  strip  mall  next  to 
my  house." 

Now,  Grosvenor  is  seeking  assis- 
tance from  Canada's  Legal  Aid  to  de- 
fend a  $22  million  libel  suit  from  the 
brothers.  The  suit  came  after  Grosve- 
nor was  quoted  extensively  in  an  Apr. 
14  article  in  the  respected  German 
newspaper.  Die  Zeit,  entitled  "Money- 
Laundering  or  World  Wonder?" 

The  article,  replete  with  anti-Se- 
mitic comments  by  Grosvenor,  was 
published  around  the  time  West  Ger- 
man authorities  were  reaching  a  deci- 
sion on  a  $6.3  billion  mall  project  in 
Oberhausen,  near  Diisseldorf.  The 
deal  withered,  and  the  Ghermezians 
slapped  Grosvenor  with  the  libel  suit, 
simultaneously  obtaining  a  gag  order. 
But  Grosvenor  blabs  on.  A  lawyer  he 
approached  about  defending  him  was 
clearly  taken  aback  when  told  that  his 
possible  client-to-be  was  still  bad- 
mouthing  the  Ghermezians  to  the 
press.  "He's  going  to  end  up  in  jail  if 
this  keeps  up,"  the  lawyer  whistles. 

This  fruitcake  aside,  the  Gherme- 
zians have  always  been  looked  upon 
with  a  mixture  of  awe,  envy  and  re- 
sentment by  Edmontonians,  particu- 
larly downtown  store  owners.  On  the 
other  hand,  it  was  the  Ghermezians 
who  put  this  backwater  on  the  map, 
and  now  that  hockey  legend  Wayne 
Gretzky  has  migrated  to  southern 
California,  Edmontonians  are  terri- 
fied that  the  clan  might  close  up  shop 
and  leave  town  forever. 

Triple  Five's  spokesman  assured 
Forbes  that  the  Ghermezians  have  no 
intention  of  doing  so.  Recently  the 
brothers  arranged  refinancing  for  $450 
million  of  mall  debt,  and  the  spokes- 
man cited  an  even  more  ambitious 
West  Edmonton  project:  a  $1.7  billion 
leisure  resort  community,  modeled 
after  communities  in  subpolar  Los 
Angeles  and  San  Diego.  The  project, 
which  would  take  a  decade  to  com- 
plete, would  consist  of  7,500  homes 
and  two  30-acre  artificial  lakes  with 
fish  billowing  past  sandy  beaches. 

So,  okay,  the  Ghermezians  only  go 
in  for  projects  that  are  big,  zany,  ex- 
pensive and  outrageous.  But  isn't  that 
what  they  said  about  the  guys  who 
built  the  Sphinx?  ■ 
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^s  bng  as  GE  Capital  has  been 
n  the  business  of  financing  other 
lusinesses, we've  been  in  the  idea 
lUsiness.Over  the  years,  our 
apital  ideas  have  helped  many 
eagoing  companies  keep  their 
leads  above  water. 
Equipment  leasing,  for  example, 
i  a  capital  idea  that's  right  at 
ome  at  sea:  Containership 


operators  keep  their  working 
capital  high  and  dry  by  leasing 
ships  by  the  dozen  and  containers 
by  the  thousand  from  GE  Capital. 
Circle  Line  brought  us  aboard 
when  they  wanted  to  expand  their 
business  in  New  York  harbor. 
Thanks  to  GE  Capital,  custom  fi- 
nancing surfaced  and  World  Yacht, 
New  York's  most  elegant  floating 


restaurants,  became  part  of  the 
Circle  Line  fleet. 

And  an  Ontario-based  houseboat 
and  yacht  rental  organization  with 
a  fleet  of  130  boats  on  four  con- 
tinents floated  a  line  of  credit  from 
GE  Capital  to  keep  its  inventory 
financing  shipshape. 

Whether  or  not  your  company's 
business  happens  on  the  water, 


wed  like  the  chance  to  help  im- 
prove your  financial  picture.  Just 
call  us  at  our  toll-free  number: 
1800243-2222. 

To  keep  things  on  course,  we've 
got  capital  ideas  by  the  boatload. 

Not  Just  C^itaL 
Coital  Ideas. 


ital  Ideas 


are  Minched  at 
GECkfltaL 


GECapital 


^3^-t: 


Every  Revolutioiii 


Latrodueing  th^. world's  first  fulK'  automatic  Quattro  dri\ 
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C 1989.  Audi  of  America 


'tarts  InThe  Streets. 

ic  new  Audi  V8.  For  a  closer  look,  call  1-800-FOR-AUDI.  (^^ 

The  Alternate  Route. 


Insurance 


Congress  may  yet  gag  on  the  life  insurance 
industry's  latest  tax  avoidance  scheme. 

A  price 
on  your  head 


By  Laura  Sannders 


WE  ARE  inundated!"  says  Du 
Pont  Assistant  Treasurer 
Herbert  Nehrling.  "I  think 
every  insurance  company  and  every 
agent  in  the  country  is  pushing  this 
product  to  us." 

He's  talking  about  a 
campaign  to  sell  corpora- 
tions whole  life  insurance 
policies,  one  of  the  few  re- 
maining tax  shelters.  Here 
is  how  it  works:  A  busi- 
ness buys  mass  policies 
on  its  workers'  lives,  col- 
lecting the  tax-free  build- 
up when  the  workers  die, 
and  profiting  all  the  while 
from  the  tax-free  buildup 
of  cash  values. 

Insurance  salesmen  are 
pushing  such  products  be- 
cause the  policies  arc 
huge — they  often  carry 
annual  premiums  of  $5 
million  or  more.  Selling 
even  one  could  net  an 
agent  a  commission  total- 
ing in  the  millions  over  a 
period  of  years. 

"If  it  worked  the  way 
the  salesmen  say,"  says 
Nehrling,  "we  ought  to 
liquidate  Du  Font's  plants 
and  put  the  money  in  life 
insurance  contracts."  De- 
spite the  heavy  pitch,  Du 
Pont  hasn't  bought. 

But  plenty  of  other 
companies  have  bought. 
Most  life  insurance  sold 
to  corporations  is  on  key 
executives  or  sharehold- 
ers of  closely  held  firms, 
but  the  new  gimmick  -s 
catching  hold,  says  broker 
Jon  Baker  of  Boston's  Bak- 


er &  Lander.  Prominent  underwriters 
of  corporate-owned  life  insurance  in- 
clude Mutual  Benefit,  Cigna,  Great- 
West  and  Metropolitan  Life. 

The  new  schemes  work  because  life 
insurance  buildup,  unlike  that  from 
other  investments,  has  since  1 9 13 
been  free  from  income  taxes  if  the 


Jean-Fran(;oi&  AlUux 


policy  continues  until  the  insured 
person  dies.  All  policies  with  an  in- 
vestment component — i.e.,  those  that 
go  beyond  plain  term  life  insurance — 
capitalize  on  this  fact.  With  a  cash 
value  policy  like  whole  life,  a  portion 
of  the  buyer's  premium  is  not  needed 
for  pure  death  protection  and  goes 
into  an  investment  pot  where  it  accu- 
mulates interest  tax-free.  This  tax  fea- 
ture makes  whole  life  insurance  an 
attractive  investment  for  many  high- 
bracket  individuals  who  mi^t  not 
otherwise  need  the  protection. 

If  it  sounds  like  a  tax  dodge  for  big 
business,  in  fact,  many  businesses  in- 
tend to  use  the  cash  buildup  for  fund- 
ing postretirement  medical  benefits 
for  their  employees.  A  pending  ac- 
counting rule  will  soon  require  com- 
panies to  include  on  their  balance 
sheets  a  liability  for  these  retiree 
benefits.  The  cash  value  buildup  of 
corporate-ov^Tied  life  insurance  could 
counterbalance  the  liability  if  it  is 
held  in  a  special  trust.  However,  there 
is  nothing  to  stop  a  business  from 
simply  pocketing  the  tax  savings. 
Some  agents  pushing  the  product 
are  turning  it  into  a  bla- 
tant arbitrage  scheme. 
The  corporate  buyer 
writes  the  premium  check 
and  then  borrows  back  the 
money  from  the  insurance 
company.  If  the  corpora- 
tion is  credited  with,  say, 
8%  tax-free  annually  on 
the  policy  and  is  paying 
the  insurer  interest  at 
10%,  the  policy  still 
makes  sense.  The  aftertax 
cost  of  the  borrowed  mon- 
ey is  only  7%,  giving  the 
buyer  a  positive  spread  of 
1%.  "The  net  net  cost  to 
the  policy  owner  can  be 
either  zero  or  a  plus,  after 
the  interest  deduction.  It's 
a  gimmick,  and  it  works," 
says  New  York  City  in- 
surance broker  Alexander 
Chemoff. 

In  one  scheme  spotted 
by  Jon  Baker,  the  buyer 
doesn't  even  have  to  write 
a  check.  The  corporation 
simply  borrows  the  first 
three  years'  premiums 
from  the  insurer,  and  by 
then  the  dividends  are  suf- 
ficient to  pay  the  next 
four  years'  premiums.  In 
another,  noted  by  Towers, 
Perrin,  Forster  &  Crosby 
actuary  Richard  Ostuw, 
firms  buy  more  policies 
than  they  need  for  the 
first  two  years,  terminate 
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How  to  get  quality  fci^t  transportation 

at  55  mph  or  550  mph. 


Whether  it's  on  the  ground  or  in  the  air,  CF  gives  its 

customers  a  full  spectrum  of  freight  transportation  services. 

Out  on  the  highway  our  Motor  Freight  company  has  been 

making  on-time  and  efficient  dehveries  for  60  years.  In  fact  we 

were  the  first  truly  nationwide  trucking  company  While  today, 

the  most  advanced  computer  center  in  the  industry'  allows  us 

to  give  our  customers  the  most  cost-efficient  service  possible. 

Meanwhile  up  in  the  skies,  Emer\'  Worldwide,  our 

air  freight  company,  gives  you  door-to-door  dehvery  for  any 

size  shipment  anywhere  in  the  world.  Emery  Worldwide 

serves  you  with  one  of  the  world  s  largest  air  freight  fleets,  a 

network  of  more  than  350  facihties  throughout  North  America 

and  88  countries,  and  a  range  of  services  to  meet  every 

business  need.  All  this  is  made  possible  by  The  CF  Company 

with  the  fmancial  strength  and  the  management  commitment 

to  cover  all  bases.  Because  no  matter  what  the  altitude, 

we've  got  the  aptimde. 

COnSOLIDRTED 
FREIGHTUJnVS,  IRC. 


The 
Company 


Miles  afeaD 
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Daewoo  is  a  partner  you  can  count 
I  on.  That's  why  some  of  the  most 
L  respected  and  important  names  in 
^^^^  business  throughout  the  world 
^^^v  have  formed  partnerships  with 
\^K  Daewoo.  Our  partnerships  are 
1^^      with  all  kinds  of  companies  involved 

in  the  financing  and  manufacturing  of 
verything  imaginable.  For  instance,  we're 
lelping  to  build  one  of  the  most  highly 
dvanced,  versatile  helicopters  on  the  mar- 
;et,  a  true  workhorse,  capable  of  lifting 
hree  times  its  own  weight.  It  is  this  true 
ledication  to  partnership  that  has  helped 
)aewoo  to  become,  in  just  over  20  years, 
n  international  leader  in  such  diverse  indus- 
rles  as  automotives  and  aeronautics, 
omputers  and  heavy  machinery,  finance 

and  telecommunications.  Find  out  how 

Daewoo  is  the  perfect  partner 

you've  been  looking  for 


Daewoo's  wide  range  of  pan- 


,  state-of-the-art  helicopters. 


f 


Daewoo  International  (Amenca)  Corp.  (212)  909-8200. 


''Dubai  will  remain  a  free 
trading  city" 

K.H.  Sheikh  Rashid  bin  Sae«d  Al  Maktoum  Vice  President  and 
Prime  Minister  of  the  U.A.E.  and  Ruler  of  Dubai 
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YOUR  NEW  BASE  FOR  WORLD  MARKETS 


Dubai  s  Jebei  Aii  Free  Zone  nas  no/*  maae  it  easy 
for  international  companies  to  set  up  trading  and 
industnai  bases  m  the  Middle  East 

Corporations  such  as  Black  &  Decker  Caltex 
McDermotI  Mitsubishi  Motors  Shell  Sony  and 
Union  Carbide  have  already  taKen  advantage  of  these 
exciting  trade  freedonns  and  benefits  unique  to  Jebei  Ah 
Just  look  at  these  advantages 

■  100'--.  foreign  ownership 

■  Unlimited  transfer  of  profit  and  capital 

■  No  corporate  taxes  lor  a  minimum  of  1 5  years 


■  No  personal  income  taxes 

■  No  import  duties  export  taxes 

■  No  sponsorship  restrictions 

■  Unlimited  cheap  energy 

With  Superb  facilities  including  an  extensive 
infrastructure  slate-olthe-art communications 
accommodation  hotels  hospitals  security  and  every 
modern  amenity  thislOOsq  km  business  opporluniiy 
IS  your  new  frontier  for  world  markets 

To  find  out  abfjut  these  freedoms  contact 


Jebei  AH  Free 
Zone  Authority 

THE  PRIDE  OF  DUBAI 

Charles    Heath    Dubai    Free   Zone    8    Penn    Center.    Phiiaoeipfiia.    Pennsylvania    19103    USA 
Marketing  Dept  No  09  P  0  Box  3258  Dubai  Tei  084-55578  Telex  47398  PAJA  EM  Fax  084-56093 


^^ 


PRESERVATION 

PLAN  ON  IT 

Planning  on  restoring  a  house, 
saving  a  landmark,  reviving  your 
neighborhood? 

Write: 

National  Trust  for  Historic  Preservation 
Department  PA 
1785  Massachusetts  Ave.,  N.W. 
Washington,  D.C.  20036 


84 


II 


some,  and  use  the  cash  values  fro 
the  terminations  to  pay  subseque 
premiums. 

Does  all  this  sound  familiar?  I 
similar  to  the  games  firms  used 
play  with  leveraged  key  man  insi 
ance  policies.  But  in  1986  Congre 
barred  companies  from  deducting  i 
terest  on  more  than  $50,000  (face  v. 
ue)  of  insurance  per  insured  perse. 
Hence  insurers  have  come  up  wi 
ways  to  sell  a  large  package  of  sm 
whole  life  policies  on  which  a  fi 
interest  deduction  is  available. 

Corporate  treasurers  about  to  si 
up  for  some  of  these  gimmicky  de. 
should  pause  to  consider  a  few  net 
tives.  A  big  one  is  the  question 

"Every  insurance  compam 
and  every  tigent  in  the 
country  is  pushing  this 
product  to  us,"  says  a  Du 
Pontfinance  executive,  "If 
it  worked  the  way  the 
salesmen  say,  we  ought  to 
liquidate  Du  Font's  plants 
and  put  the  money  in  life 
insurance  contracts." 

"msurable    interest."   This   doctri 
says  that  you  can't  take  out  a  poh 
on  the  life  of  a  stranger.  Does  it  forlji 
a  company  to  take  out  a  life  insuranj; 
policy  on,  say,  a  file  clerk?  In  N(l/ 
York  and  some  other  states,  it  doef 

Then  there's  a  sticky  public  re 
tions  problem:  Workers  who  are  c( 
ered  by  these  products  get  none  of  t 
insurance  proceeds.  The  employer  . 
tually  stands  to  gain  from  their  i 
misc.  "How  would  that  make  y^ 
feel?"  says  one  potential  buyer,    t 
would  make  me  wonder,  hey,  whi 
was  that  company  car  inspected?" 

And  since  nothing  in  life  is  free,  rut 
assured  that  stiff  loads  and  expend 
are   built   into  corporate-owned  Ie 
policies.  That's  one  reason  it  can  ea 
ly  take  20  years  or  more  for  some 
these  products  to  work.  But  what  if 
the  meantime.  Congress  heeds  a 
quest  from  the  Treasury  Departmi  t 
to  strip  corporate-owned  life  ins  - 
ance  of  its  tax  benefits?  "These  pn 
ucts  can  be  expensive  to  get  into  a 
difficult   to  unwind,"  says  Comi_ 
Inc.    Treasurer    Richard    Klein.    L 
winding  them,  says  American  U 
vcrsity    tax    law    professor    Andr 
Pike,  is  "like  taking  a  small  piece 
rubber  out  of  an  inflated  balloon." 

If  the  life  insurance  industry 
smart,  it  will  curb  the  more  exuben 
selling  practices  in  this  field.  Oth 
wise,  it  is  inviting  Congress  to  clp 
away  at  the  tax  advantages  its  prin 
pal  product  has  long  enjoyed. 
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10%  LESS  WEIGHT 
50%  MORE  TMK. 


Even  if  you  could  make  a  cellular 
phone  smaller  than  the  DlamondTel* 
90X  Portable,  you  probably  wouldn't. 

Ifs  a  breakthrough-  34%  smaller 
than  any  cellular  phone  ever  made  by 
Mitsubishi  Electric.  Over  20%  smaller 
than  most  competitors.  Just  18  ounces, 
with  a  pop-down  antenna  to  fit  easUy 
in  your  pocket. 

And  what  do  you  sacrifice  for  this 
small  size?  Nothing. 

You  enjoy  50%  more  talk  time 
than  with  any  previous  Mitsubishi 
portable,  V/2  talk  hours  or  15  hours  of 
standby  power  You  get  a  full  array  of 
advanced  features,  too.  The  90X  will 
scan  100  phone  numbers  from  memory 
alphabetically.  You  can  even  be  a 
subscriber  on  two  separate  cellular 
systems. 

OR  CHOOSE  OUR  SMALLEST 
UGHTEST  TRANSPORTABLE  EVER. 

The  DiamondTer  95  MobUe/ 
"ftansportable  phone,  featured  below, 
weighs  a  mere  4.3  lbs.  It's  the  size  of  a 
tissue  box  Yet  it  gives  you  100%  more 
talk  time,  a  full  2  talk  hours  or  28  hours 
of  standby  power 

The  DlamondTel  95  is  the  world's 
most  versatile  cellular  phone.  Besides 
being  transportable,  it  can  be  installed 
in  your  car  as  a  permanent,  full- 
powered  mobile  phone.  And  with 
available  options,  ifs  both  a  mobile 
and  a  transportable,  with  leading-edge 
features. 

Look  for  the  name  DiamondTer 
at  your  cellular  dealer  YouTl  be  looking 
at  the  finest  by  Mitsubishi  Electric. 


40%  less  weight  35%  less  size.  100%  more  talk. 


A 


DiamondTel'  Cellular  Phones 

THE  FINEST  BY  MITSUBISHI  ELECTRIC 


Mitsubishi  Electric  Sales  America,  Mobile  Electronics  Division,  800  Biermann  Court,  Mount  Prospect.  IL  60056  (512)  298-9223 


m 


.  .  e  are  some  very  good  firms 
that  specialize  in  utilization  review. 
Firms  that  do  nothing  else.  So  it 
might  be  interesting  to  compare 
them  to  an  organization  you  may 
not  think  of  for  this  kind  of  help.  Ours 
According  to  published  reports, 


It  sets  standards  as  high  as  ;| 

All  1,200  of  our  nurse  reviewers  have  relevant  clinici  I 
experience  and  receive  training  in  communicatio  I 
skills.  We  also  have  over  1,000  physicians  inal  | 
major  specialties.  So  complicated  cases  and 
appeals  can  be  resolved  doctor  to  doctor 

HI 

you're  likely  to  find  for  administi 
tion,  staff,  medical  criteria  and  qui 


Experts  say  yq 

a  specialist  for  u 
We  concur   i 


the  largest  of  these  companies  serviced 
11.5  million  lives  last  year. 

We  serviced  over  15  million. 
Of  the  ten  leaders,  the  biggest 
staff  of  nurse  reviewers  and  doctors 
was  600.  Ours  totaled  2,200. 

Numbers,  we  realize,  don't  say 
anything  about  the  actual  service  you 
get.  Or  the  kind  of  cost  containment 
you  can  expect.  That  depends  on  how 
well  the  review  system  operates. 
On  its  standards. The 
system  in  our  case  is 
Custom  Care-USA. 
And  as  the  name 
implies,  it's 
national. 

when  someone  calls  for  a 
review,  ihcy  don't  wait  long 
for  a  response.  We  answer 
the  phone  within  30  seconds 
90 percent  oj  the  time  We  re- 
quire reviews  to  he  completed 
within  one  working  day. 


control.  A  case  in  point 
being  the  nurse  reviewer 

How  she 
does  her  job 
determines  in 
large  part  how  happy  your 
employees  are  with  the  prograin 
And  how  much  it  may  save  you  i 
inappropriate  medical  care. 

But  nurses  are  used  to  con 
municating  face  to  face.  Not  on 
phone.  And  certainly  not  in  the  k 
of  complex,  sensitive  situation: 
nurse  reviewer  can  find  herself 
That  takes  special  training.  Of  tl 
firms  that  offer  training,  none  h 
a  program  as  large  or  as  intensi 
as  Custom  Care-USA. 

We  have  enough  nurses  t( 
complete  100  percent  of  review 
within  one  working  day  Incomi 


})ne  calls  are  answered  within  30 
i  )nds  90  percent  of  the  time  even 
iing  peak  periods.  Written  notifi- 
ji  on  of  review  decisions  is  sent 
i  lin  two  working  days. 
If  a  second  opinion  is  required, 
:s  a  ready  solution:  A  national 


But  to  do  that  its  much  better 
if  you  can  manage  things  locally 
Where  you  can  monitor  the  patient, 
negotiate  with  providers  and  make 
arrangements  first-hand.  Not  by  long 
distance.  Custom  Care-USA  can  give 
you  and  your  employees  that  advan- 


toiM  only;  use 

tion  review 


when  Custom  Care-VSA 
reports  results,  they're  not 
just  estimates  or  projections. 
We  pay  the  claims  so  we 
can  tellyou  exactly  what 
happened  and  how  much 
you  re  saving. 


1^    •'!^''ln'"   » 


panel  of  36,000 
board-certified 
physicians.  We 
can  quickly  help 
your  employees 
locate  the  doctor 
J^    needed  anywhere  in  the 

country  by  specialty,  sub- 
:ialty,  hospital  affifiation  and 
n  special  languages. 
What  your  program  consists 
up  to  you.  Custom  Care-USA 
*xible.  You  can  unbundle  down 
asic  components.  Or  add  more 
:ialized  services  like  psychiatric 
substance  abuse  review. 
One  especially  effective  tool  is 
fjiethiQg  we  call  Individual  Case 
[^  lagement.  Managing  the  care  of 
^t  i-cost  cases  can  provide  savings 
7  to  $10  for  every  dollar  spent. 


tage— using  qualified  case  managers 
in  local  Plans  around  the  country. 

We're  also  in  a  much  better 
position  to  evaluate  results.  Because 
we  pay  the  claims.  We  don't  report 
only  what  should  have  happened  but 
what  actually  did.  Which 
is  why  our  Management 
Reports  can  even  suggest  | 
where  and  how  you 
could  be  saving  more. 

So  if  your  com- 
pany has  a  thousand 

In  the  management  of  high-cost  cases, 
long  distance  isn't  as  good  as  being  there. 
Our  Individual  Case  Management  is  done 
on-site.  No  one  gives  you  better  access  to 
local  providers  or  more  leverage  in 
negotiatingfor  services. 

or  more  employees  in 
more  than  one  state,  and  you're 
looking  for  a  specialist  in  utilization 
review,can  1-800-552-2583.  Utilization 
review  may  not  be  the  only  thing  we 
do.  But  then  again,   ■■    i«i  ^^  ^^ 

that's  why  we         Ww/St  Vml/  Blue  Shield. 

can  do  it  so  well. 


mvks  BlucCiini^  Blur  Shitid  Auoculion 


During  one  of  the  most  economically  de- 
pressed decades  of  Mexico's  history,  Pablo 
Brener  quadrupled  his  family's  fortune.  In 
the  process  he  helped  make  the  struggling 
Mexican  economy  more  efficient. 

Mexican 
contrarian 


By  Ralph  King  Jr. 


■» 

I 
I 


Brothers,  i . 
"I'm  aornj 


:i,l'f) aud Isiav'.  Brcnct 
loerent  more  aggressive. 


IN  1980,  AFTER  meticulously 
building  a  family  meatpacking 
business  from  scratch  over  27 
years,  Pablo  Brener  was  ready  to  cash 
out.  This  Mexican-bom  son  of  a  Lith- 
uanian cattle  and  meat  trader  sold  his 
company,  commonly  known  as  fud, 
to  Grupo  Industrial  Alfa,  S.A.,  Mexi- 
co's largest  private  conglomerate,  for 
$220  million.  Mexico  was  rolling  in 
oil-boom  cash,  and  foreign  bankers 
gave  aggressive  companies  like  Alfa 
blank  checks  to  expand.  But  in  less 
than  two  years,  Mexico's  economy 
was  bust,  and  Alfa  told  Brener  it 
would  not  be  able  pay  the  $72  million 
it  still  owed  him. 

Pablo  Brener,  however,  was  in  a 
stronger  position  than  Alfa's  other 
creditors.  With  a  shrewdness  perhaps 
inherited  from  generations  of  cattle- 
trading  ancestors,  he  had  dotted  every 
"i"  and  crossed  every  "t"  in  his  con- 
tract with  Alfa.  As  a  result,  he  had 
promissory  notes  that  would  hold  up 
in  a  Mexican  court.  And  so,  after  four 
years  of  haggling,  Brener  walked  away 
with  33  cents  on  the  dollar,  twice  the 
cash  equivalent  of  what  the  mighty 
banks  got.  Add  that  to  the  $150  mil- 
lion he  had  already  collected  from 
Alfa,  and  Brener  emerged  almost 
whole  from  the  deal. 

This  kind  of  savvy  and  grit  has 
made  Pablo  Brener,  63,  one  of  the 
richest  and  most  powerful  business- 
men in  Mexico.  His  father,  who  as  a 
young  man  had  seen  Lithuania  repeat- 
edly raided  by  Bolshevik  and  Polish 
troops,  taught  him  to  be  wary.  Today 
the  empire  that  Pablo  runs,  along 
with  his  only  brother,  Israel,  59,  in- 
cludes Real  Turismo,  Mexico's  largest 
chain  of  luxury  hotels  (including  the 
Camino  Real  in  Mexico  City  and  the 
Las  Hadas  resort  in  Manzanillo),  sugar 
and  textile  mills,  foreign  exchange 
and  brokerage  houses  and  extensive 
real  estate.  The  Breners'  assets,  most- 
ly grouped  under  their  100% -owned 
holding  company,  $340  million  (1988 
sales)  Xabre  S.A.,  are  estimated  to  be 
worth  close  to  $1  billion  and  carry  a 
modest  $130  million  in  debt. 

Lots  of  Mexican  tycoons  have  got- 
ten rich  by  exploiting  the  political  and] 
economic  realities  of  their  country. 
They  mastered  the  system  of  crony- 
ism   and    official    corruption.    They  I 
sheltered  their  fortunes  overseas,  orl 
fled  the  country  altogether,  while  the! 
peso  lost  99%  of  its  value  against  the! 
dollar  during  the  last  eight  years,  cred-l 
it  dried  up  and  annual  inflation  wentj 
as  high  as  150%. 

But  while  others  sent  their  moneyl 
abroad,     Pablo    kept    most    of    his| 
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rofile  in  quality  #3: 
revention. 


on!  Motor  Company  believes  / 

I  j)revention.  He^nniug  uitli  ^ 

lie  prototype  stu^e.  ue  test  ^ 

lodels  of  our  Fords,  Merciirys 

|;k/  Lincolns  on  a  gruelling 

roller  rood"  shdker  maehine. 

t  /j/7^'  this  is  fj:oing  on.  our 

ngineers  are  listening  for 

ossihle  sipteaks  and  rattles  uith 

ighly  sensitive  stethosco])es 

nuch  like  your  doctor  uses).  Hy  doing 

his.  ue  can  help  engineer  scpieaks 

ml  rattles  out.  before  you  ever  get  in. 

\  hen  (piality  is  job  1—you  don't  do 

'  any  other  way. 


Fbrd,  Mercury,  Lincoln,  EcA^d  Trucks. 
Our  goal  is  to  build  the  highest  quality  cars 
and  trucks  in  the  worldl  ^-^=^--^ 

ether  we  can  save  lives.  'M         ""^ 
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'RIME  and  the  Prime  logo  are  registered  lraderr>arksol  Prime  Conpuler.  Inc  .  Natk*,. 
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WEHElPFOn 
ISSISSIPPI C 


And  if  we  ever  miss  it  by  even  an 
hoar;  our  name  will  be  M-U-D. 

TTiat's  bec^.use  River  Services,  Inc., 
an  innovative  hydrological  forecasting 
company,  uses  a  Prime  computer 
system  to  provide  its  clients  with 
critical,  up-to-the-minute  information 
on  weather  and  nver  conditions 
throughout  the  nation. 


1^    -              '  i  3. 
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And  in  times  of  drought,  lil 
summer  of  1988,  it's  diese  tin 
tidings  that  help  keep  those  b 
and  towing  companies  afloat 

Prime  gives  River  Services  tl 
capacity  to  manage  an  endlesj 
stream  of  hydrological  data.  S 
relevant  details  for  over  50  dif  i 
clients.  And  create  an  accessil 
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MISSING. 


t  )ase  for  each  customer  that  can  be  automati- 
J  updated  every  hour. 

day,  America's  rivers  are  safer  and  more 
:  :able  than  ever.  Tlianks  in  no  small  part  to  the 
(ts  of  River  Services. 

'  id  their  success  is  part  of  our  success.  Prime  is 
Inline  500  company  with  annual  revenues  of 

:  than  $1.5  billion. 
B/ou'd  like  to  know  more  about  how  Prime 


can  help  you  chart  your  company's  course,  just 
call  1-800-343-2540  (In  Canada,  1-800-268-4700). 
Prime.  Without  us,  you  could  be  missing  the  boat. 


Prime. 


Prime  Computer,  Inc. 


Reverso. 

AHEAD   OF    ITS   TIME    SINCE    1931. 


oJaeger-leCoultr^ 


Pure  Art  Deco  lives  on  in  this 

UNCOMMON   timepiece   WHICH   HAS   BEEN 

CRAFTED   BY   OUR   WATCHMAKERS   FOR 

MORE   THAN   50   YEARS       THE   REVERSIBLE 

CASE   IS   ABSOLUTELY   UNIQUE.      AN 

ENGRAVED   MONOGRAM    MAKES   THE 

REVERSO  A  JEWEL   OF   A   WATCH       A 

CHERISHED  COLLECTOR'S   ITEM   SINCE    1931. 


^^yx^MAUtr  '^Jim^jMactr^Je44^/^ 


695  Kll  TH  AVENl  K     NEW  YORK,  NY   I00J2 
rilKl'HONK  (21^)711- »«  84 

OR 

CALL   taooi  jlc-time 


in  Mexico,  profiting  from  the  turmoil 
rather  than  fleeing  it.  He  looks  for 
undervalued  situations  where  others 
see  no  possibility  of  profit  or  are 
forced  to  bail  out.  For  example,  when 
the  government  appealed  for  inves- 
tors to  rescue  an  important  textile 
firm,  Grupo  Pliana,  he  volunteered 
capital  and  management  skills  to  turn 
it  around.  And  in  1985  Brener  bought 
control  of  a  Mexican  copper  and  brass 
mill,  40%  owned  by  Arco,  just 
months  before  the  U.S.  oil  giant  de- 
cided to  dump  the  subsidiary.  Brener's 
offer  was  quickly  accepted,  and  after  a 


house  in  Houston  is  decorated  with 
Chagall  paintings  and  Ziihiga  sculp- 
ture. He  owns  vast  ranches  in  Duran- 
go,  Mexico  and  New  Mexico.  But,  un- 
like most  rich  Mexicans,  Brener  is  no 
sybarite.  Having  built  these  delightful 
retreats,  he  visits  them  rarely.  He  is 
close  to  being  a  workaholic.  He 
spends  most  of  his  time  in  the  mahog- 
any-and-glass  calm  of  his  offices  in 
what  used  to  be  a  private  home  in  a 
leafy  Mexico  City  suburb  whose 
streets  are  faced  with  10-foot,  razor- 
wire-topped  walls  and  sentry  gates. 
While  hummingbirds  feed  outside  his 


Real  Turisrno's fiivstar  Las  Uadas  resort  in  Manzanillo 
Brener  found  the  chocolates  lacMng. 


financial  restructurmg,  he  sold  out  for 
an  $80  million  gain  m  1987. 

As  Mexico  slowly  emerges  from  its 
latest  economic  crisis,  Brener  is  in  a 
powerful  position.  If  he  has  any  re- 
grets, it  is  that  he  didn't  expand  even 
more  when  others  were  contracting. 
"Given  the  way  things  have  turned 
out,  I'm  sorry  we  weren't  more  aggres- 
sive," says  Brener,  a  soft-spoken, 
stocky  man  with  a  shock  of  tousled 
gray  hair  and  a  clipped  mustache,  who 
tends  to  wear  his  tic  loose  at  the  neck, 
his  shirt  collar  open. 

Under  current  President  Carlos  Sa- 
linas de  Gortari,  inflation  is  down  to 
20%,  the  government  debt  issue  set- 
tled for  now,  and  foreign  investment 
rules  have  been  eased.  Brener  thinks 
capital  formation  in  Mexico  will  be- 
gin to  snowball.  He  thinks  a  lot  of 
flight  capital  will  start  dribbling  back. 
"Now  that  the  rules  are  clear,  the  real 
bargains  are  gone,  but  the  economy  is 
growing  again,"  he  says. 

Like  most  Mexican  potentates, 
Brener  lives  on  a  lavish  scale.  He 
owns  an  island  hideaway  near  Tampi- 
co  that  he  stocked  with  imported  ani- 
mals like  African  zebra.   His  town 


window,  Brener  works  the  telephone 
tirelessly.  He  has  a  habit  of  jotting 
down  ideas  on  little  squares  of  yellow 
Post-it  paper  and  arraying  them  by  the 
dozen  across  his  desk. 

Brener  started  the  wholesale  meat- 
packing business,  fud,  with  his  broth- 
er in  1953.  They  branched  into  pack- 
aging and  distribution  for  retail, 
building  the  first  national  brand- 
name  in  hotdogs  and  sausage,  and  cap- 
turing fully  25%  of  the  nation's  meat 
market. 

FUD  became  a  big  exporter  of  low- 
grade  ground  beef  to  processors  likej 
Swift  in  the  U.S.  This  fact  brought 
vicious    personal    attacks    down    on 
Brener  during  Mexico   City's   meat  [ 
shortages  in  the  1970s.  Populist  poli- 
ticians  and   the   press   labeled   him] 
"meat  czar"  and  "public  enemy  num- 
ber one."  Brener  says  the  criticism j 
hurt  him;  that  and  a  rich  offer  fromj 
Alfa  convinced  him  to  sell  out  in! 
1980.  His  timing  was  brilliant.  He  got  j 
out  very  close  to  the  top.  The  cash 
proceeds  financed  many  a  bargain  af- 1 
ter  the  crash. 

But    Brener    went    through    some' 
tough   times.   The  erratic   President) 
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We're  building  a  presence  in  markets 
with  a  cellular  population  of  3,600,000. 


!       I 


Seventeen  markets  in  13  states 
with  3,600,000  "ceUular  POPS" 
(population  times  ownership 
interest).  That's  our  presence  in 
mobile  phones,  a  product  that 
may  someday  be  as  common  in 
cars  as  air  conditioning. 

Our  major  markets  have 
already  outperformed  growth 
forecasts.  And  we  have  been 
carefully  repositioning  our  stake 
in  smaller  markets  to  move  into 
faster -growing  Sun  Belt  systems. 

According  to  analysts,  the  value 
of  ALLTELs  cellular  holdings,  as 
a  percentage  of  the  corporation's 


ALLTEL  Corporation 

Twelve  Months  Ended  Dec.  31,  1988 

Assets   $2. 2  billion 

Revenues  and  Sales $1.1  billion 

Reported 

Net  Income $125  million 

Earnings  Per  Share $2.91 

From  Operations* 

Net  Income  $  134  million 

Earnings  Per  Share $3.13 

Dividend  Rate $1.72 

Average  Common 
Shares  Outstanding  .  .42.3  million 

'Excludes  One-Time  Adjustments 

Ticker  Symbol:  AT  Listed  on  the  New  York 

and  Pacific  Stock  Exchanges. 

ALLTEL  Corporation,  100  Executive 
Parkway,  Dept.  F,  Hudson,  OH  44236. 


CORPORATION 
Excellence  in  Telecommunications 


total  market  capitalization,  gives  us 
one  of  the  best  relative  positions 
in  the  industry. 

Cellular  fits  neatly  into 
ALLTELs  strategy  of  enhancing 
long-term  earnings  by  expanding 
into  non- regulated  operations 
that  relate  to  our  core  business, 
telecommunications. 

Our  total  return  to  shareholders 
consistently  outpoints  the  Dow, 
Standard  &  Poor's  and  our  peer 
group  average  of  the  industry's 
15  largest  companies.  For  a  closer 
look,  write  for  a  copy  of  our 
latest  annual  report. 


"Progress 

is  the  realization 

of  Utopias." 


Oscar  Wilde 


Making  dreams  come  true  is  both  a  poetic 
and  an  accurate  definition  of  progress. 
Consider   man's   ancient   dream   of   "auto- 
motion",  fulfilled  at  last  by  the  automobile 
a  century  ago. 

But  mankind's  dreams  have  always  refused 
to  remain  earthbound.  They  have  enabled 
him  to  soar  like  a  bird,  to  explore  distant 
planets.  And  today,  science  continues  to 
uncover  new  mysteries  and  realize  ever 
bolder  dreams. 


Daimler-Benz  AG.  Mercedesstrasse  136.  D-7000  Stuttgart  60.  Federal  Republic  of  Germany 
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Through  the  merged  resources  of  our 
Mercedes-Benz,  AEG,  and  Deutsche  Aero- 
space divisions,  functioning  within  the 
newly  formed  Daimler-Benz  Group,  we  are 
gaining  a  whole  new  spectrum  of  oppor- 
tunities for  progress. 

We  will  continue  to  build  the  best  auto- 
mobiles in  the  world,  for  example  -  always 
continuing  to  improve  their  safety  and 
environmental  compatibility.  Utilizing  shared 
knowledge  and  experience  from  all  the 
Daimler-Benz  divisions  to  create  new  con- 
cepts in  aviation,  aerospace  and  the  commu- 
nications sciences. 

With  our  new  business  structure  and  ap- 
proach, we  will  take  advantage  of  growth 
opportunities  -  of  dreams  -  whose  realiza- 
tion cannot  yet  be  even  imagined. 


DaimlerBenz 


.opez  Portillo  seized  all  the 
banks,  including  ones  in  which 
Erener  had  invested  $45  million.  "I 
didn't  like  it,"  sighs  Brener,  "but  this 
is  my  place  in  good  times  and  bad." 

His  opportunity  came  soon  enough. 
After  seizing  the  banks,  the  govern- 
ment started  auctioning  off  nonbank- 
ing  assets  held  by  the  banks.  As  one  of 
the  iew  large  shareholders  with  cash 
and  a  willingness  to  commit  it,  Brener 
could  virtually  take  his  pick.  In  part- 
nership with  another  rich  Mexican 
family,  the  Cosio  brothers,  he  bought 
a  controlling  interest  in  the  Camino 
Real  and  Calinda  hotel  chains 
(their  minority  operating  part- 
ners being  the  U.S. -based  Wes- 
tin  Hotels  &  Resorts  and 
Quality  International). 

Brener  proceeded  to  set  up 
Xabre,  the  holding  company 
for  the  hotels  and  assorted 
auction-related  assets,  and  he 
assembled  a  management 
team  to  oversee  them.  With  a 
headquarters  staff  of  30,  Xabre 
can  move  faster  than  the  aver- 
age Mexican  corporation 
bloated  with  bureaucracy. 
Much  responsibility  is  dele- 
gated to  line  managers,  but  of- 
ten Brener  involves  himself, 
even  in  minor  matters.  On  a 
recent  visit  to  the  prestigious 
five-star  Las  Hadas  resort  in 
Manzanillo,  he  asked  the  man- 
ager to  serve  guests  better 
chocolates.  He  had  tasted  one 
and  found  it  lacking.  Pablo 
consults  his  brother,  Israel,  on 
all  major  issues,  but  it  is  he, 
associates  say,  who  makes  the 
final  decisions. 

Among  Xabre's  holdings  is  a 
stake  in  that  once  moneylos- 

ing   textile   firm    now   called     

Texel,  which  had  assets  of  $50  mil- 
lion, debts  of  $220  million.  In  late 
1982  the  government  singled  Texel 
out  as  needing  help  fast  in  hopes  of 
recovering  some  of  its  $25  million 
investment.  Brener  offered  to  take  it 
over,  though  he  knew  nothing  about 
textiles.  He  hired  Jose  Giral,  a  chemi- 
cal engineer  and  20-year  Du  Pont  vet- 
eran, and  injected  Texel  with  $10  mil- 
lion of  fresh  capital. 

L-iral  closed  seven  of  nine  plants, 
kcc;  '■■r  the  most  modem  machinery. 
He  cut  the  product  line  of  10,000 
items  bv  two-thirds,  focusing  on  high- 
margin  polypropylene  upholstery  for 
car  scats.  Today,  the  $42  million 
(1988  sales)  firm  is  profitable  and 
dominates  the  domestic  market  for 
car  seat  covers.  It  exports  to  30  na- 
tions and  employs  1,100  people. 

Last  December  Brener  put  up  $30 


million  to  buy  three  sugar  mills  in  the 
Cordoba  area  that  had  been  run  into 
the  ground  by  state  ownership.  New 
management  and  sharp  productivity 
gains  have  since  then  increased  the 
mills'  value  by  at  least  $50  million. 
Understandably,  Brener  hopes  to  get  a 
crack  at  the  government's  19  other 
sugar  mills  in  the  months  ahead. 

Xabre  seems  the  most  likely  of  ten 
bidders  for  the  government's  control- 
ling stake  in  Mexicana  de  Aviacion, 
with  49  aircraft  and  lucrative  routes 
to  such  U.S.  cities  as  Los  Angeles, 
Houston  and  New  York.  To  finance 


fosc  Ginil.  Xcihrc  nuDUiiiiiiii  ctnvclui 

"We  Icnow  how  to  manage  companies." 


the  bid,  Brener  had  to  raise  $150  mil- 
lion quickly.  Borrowing  from  local 
banks,  with  interest  rates  at  50%,  was 
out  of  the  question,  and  foreign  banks 
were  in  no  mood  to  make  fresh  loans 
to  Mexicans.  So  Brener  had  to  find 
equity  partners. 

The  job  took  just  three  weeks.  The 
pitch?  "We  know  how  to  manage 
companies.  We  have  a  good  track  rec- 
ord, and  we  have  15,000  employees 
behind  us,  many  of  them  in  the  tour- 
ist trade,"  says  Giral.  One  of  those 
partners  he  found  was  Sir  James  Gold- 
smith. The  Anglo-French  dealster 
told  Forbes  that  the  Mexicana  bid 
marked  the  first  time  in  his  career  he 
had  agreed  to  be  a  passive  investor. 
Says  Goldsmith:  "I  am  a  behever  in 
Pablo  Brener." 

The  Mexicana  deal  is  only  the  first 
stage  in  what  Brener  sees  as  Xabre's 


further  expansion  into  tourism  an 
manufacturing — he  hopes  to  raise  o 
reinvest  another  $600  million  b 
1994.  Tourism  is  attractive  not  onl 
because  it  earns  dollars,  but  alsc 
Xabre  managing  director  Jose  Girt 
believes,  because  its  potential  ha 
only  begun  to  be  tapped.  For  example 
15.6  million  tourists  visited  Canad 
last  year  (excluding  day  visitors),  ve] 
sus  just  5.6  million  to  Mexico.  Fi; 
ture  projects  call  for  building  a  $5 
million  hotel  and  convention  cente 
in  Cancun,  the  prime  Mexican  resoi 
strip  on  the  Yucatan  Peninsula,  b 
1992.  Conference  facilitie 
though  not  hotel  rooms,  are  i 
great  demand  there.  Xabre  wi 
also  develop  beachfront  acn 
age  in  Manzanillo,  not  ii 
from  Las  Hadas,  just  45  mil 
utes  by  air  from  Mexico  City 
In  manufacturing,  Gin 
thinks  that  far  more  compj 
nies  in  the  private  sector  tha 
in  the  public  sector  are  read 
to  change  hands.  Owmers  ( 
some  15,000  private  compj 
nies,  with  sales  of  up  to  $2 
million,  are  near  retiremen 
so  Xabre  is  gearing  up  to  act  ■< 
an  equity  partner  and  provic 
management  services. 

After  Brener,  what?  A  fan 
ily  dynasty  seems  in  the  mal 
ing.  His  two  sons,  Alfredo,  3 
and  Gabriel,  30,  who  are  livir 
in  Los  Angeles,  borrowed  froi 
their  father  to  acquire  a  Lc 
Angeles  supermarket  chaii 
Boys  Markets,  and  sold  it  la 
May,  doubling  a  $32  millio 
investment  in  about  a  year.  " 
good  deal,  for  beginners,"  sa) 
Pablo,  admiringly. 

"I  admire  my  father,"  sa) 

Alfredo.  "I  learned  a  lot  froi 

him,  and  we  get  along  well.  But  it 
important  to  me  to  succeed  on  n 
own.  I'd  guess  I  will  end  up  workir 
in  both  places,  here  and  down  there 
"On  the  one  hand,  Pablo  is  a  pea 
ant  with  mud  on  his  boots,"  sa^ 
Jacques  Pontvianne,  of  Lazard  Frere 
Mexico  City  office  and  a  longtit 
Brener  adviser.  "At  the  same  time,  \ 
is  a  merchant  banker  who  is  puttii 
together  extremely  creative  financi 
transactions." 

Hanging     on     the     wall     behii 
Brener's  desk  is  this  quotation  fro: 
Abraham  Lincoln:  "That  some  shoui 
be  rich  shows  that  others  may  becorri 
rich,  and  hence  is  just  encouragemeif 
to  industry  and  enterprise."  It  helps  il 
explain  how  a  man  like  Pablo  Brenl 
can  be  a  hard-nosed  capitalist  arj 
a  Mexican  patriot  all  in  the  sar 
package.  ■ 


Sjtiiiw  NUrkiAj 


96 


FORBES,  SEPTEMBER  4,  1981 


-«.  Sl,»: « 


•« 


Th 


e    art    of  writing 


MONT 
BLANC 


O 


For  the  store  nearest  you.  call  Koh-I-Noor  Rapidograph,  Inc  (201)  479  4124  In  Canada.  (416)  670-0300 
Exclusive  North  American  Montblanc  Representative 


The  Larger  Context 


Some  Democrats  are  abandoning  class 
warfare  but,  alas,  others  are  still  resisting 
a  cut  in  the  capital  gains  tax. 

NOT  ONLY  THE 

RICH  ARE 

CAPITALISTS  NOW 


By  Michael  Novak 


The  long  summer  debate  over  the 
capital  gains  tax  has  taught  the  na- 
tion three  thmgs.  First,  some  Dem- 
ocrats are  struggling  mightily  to 
free  their  souls  from  envy.  Second, 
many  more  Americans  than  "the 
rich"  alone  are  owners,  investors 
and  managers  of  capital.  Third,  it  is 
time  to  reverse  America's  noncom- 
petitiveness  in  savings,  invest- 
ments and  long-term  holdings.  A 
capital-poor  country  loses  power 
through  every  pore.  Capital  forma- 
tion IS  a  national  resource. 

A  lot  has  changed  in  the  Demo- 
cratic Party  since  last  fall's  cam- 
paign, when  George  Bush  proposed 
cutting  the  capital  gains  tax  to  15% 
and  Michael  Dukakis  vehemently 
opposed  it;  but  it  has  not  changed 
easily.  At  first.  House  Majority 
Leader  Richard  Gephardt  |D-Mo.) 
played  Dukakis  well  into  the  sum- 
mer: Cutting  capital  gains  taxes,  he 
said,  "is  an  issue  that  describes  a 
vast  difference  between  the  parties." 

Democratic  pundits  joined  in. 
Mary  McGrory  called  resistance  to 
capital  gains  cuts  a  matter  of  party 

Phil<)S(>/)l.>cr,  lonnutlist  atuJ  ex  IS  amhas 
senior  Micixu'l  Soiiik  direcL^,  s(kuiI  and  po- 
litical studies  at  tlx'  Amehain  Enterprise 
hmiiute  in  Was/vnf^ton,  DC  Among  his 
recent  hooks  are  Taking  Glasnost  Seriously 
and  Free  Persons  and  the  Common  Good. 


"principle."  Tom  Wicker  warned 
Democrats  not  to  "foul  their  heri- 
tage," not  to  betray  "their  party's 
New  Deal  tradition"  and  not  to 
forget  that  there  are  "more  voters 
than  investors." 

These  childish  calls  for  class  war- 
fare spring  from  a  false  presupposi- 
tion; viz.,  that  most  Americans 
have  not  acquired  family  capital  but 
live  entirely  from  wages.  True,  in 
1985  barely  10%  of  all  taxpayers 
reported  any  long-term  capital  gains 
at  all.  However,  just  over  71%  of 
those  who  did  had  adjusted  gross 
incomes  of  less  than  $49,999. 

Most  of  these  returns,  of  course, 
do  not  show  capital  gains  in  every 
year.  But  many  wise  families  work 
to  build  up  capital,  to  own  a  busi- 
ness or  a  second  property,  to  accu- 
mulate a  "nest  egg"  and  a  modest 
estate.  Otherwise,  their  children 
would  have  to  start  from  scratch, 
as  they  did. 

Indeed,  of  the  millions  of  Ameri- 
can families  descended  from  the 
Depression  generation,  a  surprising 
percentage — adding  together  the  as- 
sets of  parents,  brothers  and  sis- 
ters— have  cumulatively  achieved 
millionaire  status.  Most  branches  of 
these  families  obviously  have  less, 
but  taking  into  account  rural  acre- 
age, second  properties,  vacation 
homes,  possessions,  investments, 
savings,  small  businesses,  propri- 
etorships and  partnerships,  the  fam- 
ily networks  of  middle-class  fam- 
ilies today  own  sizable  capital  as- 
sets. They  may  not  be  rich,  but  they 
are  nonetheless  propertied. 

Moreover,  today  the  number  of 
the  patriarchs  and  (even  more)  the 
matriarchs  of  these  families  living 
beyond  the  age  of  65  is  19.8  million. 
Two-thirds  of  all   senior   citizens 


have  incomes  below  $20,000  per 
year.  But  most  are,  in  one  way  or 
another,  living  off  capital  acquired 
in  their  working  years.  They,  too, 
are  capitalists. 

Thus,  millions  of  American  fam- 
ilies are  involved  directly  or  indi- 
rectly in  capital  gains  decisions,  not 
every  year,  perhaps,  but  by  their 
standards  for  important  amounts. 
Thus,  more  and  more  Democrats 
are  coming  to  see  that  it  is  not  only 
the  rich  who  are  "capitalists."  Oth- 
er Democrats,  class  strugglers  to  the 
bitter  end  (and  playing  ideological 
Ligachev  to  Bush's  perestroika),  still 
wince  to  hear  that  46%  of  all  long- 
term  capital  gains  go  to  those  with 
incomes  over  $200,000.  But  is  this 
contrary  to  our  social  goals? 

Ask  yourself  what  really  will  it 
matter  if  the  rich  get  richer,  so  long 
as  they  keep  investing?  What 
should  bother  us  is  their  wasteful- 
ness or  dissipation,  not  their  gainful 
investment.  Indeed,  one  important 
aim  of  good  policy  is  to  keep  the 
wealthy  socially  useful,  by  encour- 
aging them  to  invest  in  productive 
enterprises  that  are  capable  of  pro- 
ducing jobs  rather  than  merely 
hoarding  unproductive  assets. 

The  easiest  step  for  most  Demo- 
crats is  indexing  for  inflation. 
That's  a  matter  of  simple  honesty 
and  fairness.  It  could  mean  a  lot  for 
the  elderly  with  longtime  invest- 
ments. Indexing  is  a  monumental 
step  forward. 

Second,  many  agree  that  long- 
term  gains  should  be  more  highly 
rewarded  than  short-term.  For  solid 
economic  growth,  long-term  hori- 
zons are  crucial;  fixation  on  the 
short  term  is  a  killer. 

Again,  tax  policies  that  favor  debt 
over  equity  have  hurt  America  bad- 
ly. It  is  just  plain  wrong  that  inter- 
est costs  can  be  deducted  immedi- 
ately while  gains  on  equity  are 
taxed  as  ordinary  income. 

Fourth,  the  nation  badly  needs 
high-risk  venture  capital;  i.e.,  in- 
vestments in  technologies  and  in- 
dustries that  don't  yet  exist,  except 
as  a  creative  gleam  in  some  inven- 
tor's eye.  Today,  most  venture  capi- 
tal comes  from  tax-exempt  or  for- 
eign investors,  not  nearly  enough  of 
it  from  Americans.  This  high-risk 
category  needs  special  nurturing. 

The  compromise  on  capital  gains 
now  moving  forward  should  be 
judged  by  these  four  principles.  It 
would  be  entirely  in  the  older  tradi- 
tion of  the  Democratic  party  (if  not 
the  recent  one)  to  go  for  it.  ■ 
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We  Guarantee 
to  Reduce  Y3ur 

Estate  Tax 
Cost  up  to  90%* 
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►  Pay  your  taxes  at  10  to  30  cents  on  the  dollar.  ^ 

►  Reduce  your  55%  estate  tax  bracket  to  10%  or  less.  > 

►  Increase  your  $600,000  estate  tax  exemption  many  fold.  z 

> 

►  Achieve  guaranteed  risk-free  return  many  times  original  outlay.  § 

►  Create  and  preserve  wealth  for  children  and  grandchildren.  ^ 

►  Increase  charitable  gifts  5  to  10  times  with  no  additional  outlay.  ^3 

> 

►  Increase  your  $10,000  Einnual  tax-free  gifts  to  $1,000,000.  - 


^Effective  reduction  subject  to  current  assumptions  and  other  requirements.  If  you 
have  a  net  worth  of  over  $3  million  dollars,  call  for  detaded  information  and  our 
video  tape—  "Wealth  Creation  and  Preservation'.' 
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Inside  California:  (213)  203-5433  (800)  982-5433  m 

Outside  California:  (800)  662-5433      FAX:  (213)  282-0775 

1840  Century  Park  East,  Los  Angeles,  California  90067 

Bany  Kayc  ©Barn-  Kayc  Associates,  1989 
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Nature's  perfect  package:  the  egg. 
Sealed  in  our  perfect  package,  an 
amazing  plastic  called  Barex,  it  stays 
fresh  many  times  longer.  By  keeping 
oxygen  out,  Barex  has  become  a  market 
leader  in  difficult  packaging  applica- 
tions, such  as  keeping  luncheon  meats 
fresh,  surgical  supplies  sterile,  and 
chemicals  contained.  Proof  that  where 
BP  America  people  are  concerned, 
ingenuity  is  part  of  the  package. 
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The  Up  &  Comers 


Errors 


What  happens  when  a  buyout  artist  doesn  Y 
understand  the  biAsiness?  Some  frightening 
answers  are  given  by  Lance  Funston  and 
his  group's  purchase  of  O' Day  Corp. 


Dont  blame  me 


Former  O'Day  Chairman  Lance  T  Ftoislon 

"I  spent  only  20  days  at  the  Fall  River  plant. 


By  Aljrssa  A.  Laiipen 


Fl  OR  THREE  DECADES  O'Day 
Corp.  had  been  building  de- 
pendable sailboats,  many  of 
them  10-  to  19-foot  day  sailers  that 
kids  could  have  a  ball  with  and  almost 
never  capsize.  The  company  w^as  con- 
sistently profitable.  Even  when  the 
market  turned  down  in  the  mid- 
1980s,  O'Day 's  share  of  U.S.  sailboat 
sales  grew  to  10%. 

And  then  a  feckless  young  lever- 
aged buyout  chappie  came  along  with 
credit  from  a  big  savings  bank  and 
bought  O'Day.  The  deal  closed  in  July 
1987.  Twenty-one  months  later,  O'- 
Day capsized.  Its  factory  in  Fall  River, 


Mass.  is  padlocked.  The  company  is 
being  liquidated  under  Chapter  7  of 
the  bankruptcy  code. 

This  is  a  story  of  lessons  for  all 
would-be  buyout  artists,  and  the  busi- 
nessmen and  bankers  who  do  busi- 
ness with  them.  The  captain  who  did 
not  go  down  with  O'Day  is  Lance 
Funston,  head  of  Philadelphia-based 
L.T.  Funston  &  Co.  A  1970  graduate 
of  the  Harvard  Business  School,  Fun- 
ston was  a  leisure-time  sailor,  but 
knew  practically  nothing  about  mak- 
ing sailboats. 

O'Day  was  founded  by  George  O'- 
Day in  1958  and  had  prospered  for  22 
years  under  large  corporate  owners. 
Bangor  Punta  bought  the  company  in 


1966.  In  1984  Lear  Siegler  bought  Ban- 
gor Punta. 

The  trouble  began  early  in  1987, 
when  Forstmann  Little  bought  Lear 
Siegler  in  a  highly  leveraged  $2.1  bil- 
lion deal.  To  pay  down  the  debt,  the 
new  owners  began  selling  off  Lear 
Siegler's  pieces.  It  wasn't  long  before 
Funston,  a  leveraged  buyout  special- 
ist, emerged.  His  firm  in  the  past  has 
made  big  money  from  consumer  prod- 
ucts firms  such  as  a  7-Up  bottler 
named  Mid-Continent  and  Philadel- 
phia-based Larami  Corp.,  a  toymaker. 

To  Funston,  now  46,  O'Day  looked 
like  the  perfect  little  buyout  candi- 
date. Its  sales  were  around  $25  mil- 
lion. It  was  the  nation's  second-larg- 
est sailboat  maker  after  California's 
Catalina  Yachts  and  so  had  a  good 
consumer  brand  name  to  exploit.  Af- 
tertax profits,  which  peaked  at  about 
5%  of  sales,  would  have  been  good  in 
just  about  any  industry  but  were  espe- 
cially impressive  in  a  cyclical  busi- 
ness like  boatbuilding. 

Forstmann  Little  received  several 
offers  for  O'Day,  most  of  them  in  the 
$9  million  to  $10  million  range.  But 
Funston's  group — which  included 
Houston's  Equus  Group,  Buffalo  in- 
vestor James  Prise,  Houston  financier 
Charles  Nickson,  Detroit  investor 
James  Gitre  and  three  longtime  O'- 
Day managers— upstaged  them  all 
with  a  $14  million  all-cash  offer.  Fun- 
ston &.  Co.  took  15%  of  O'Day  for 
itself.  Another  15%  or  so  went  to  the 
O'Day  managers,  51%  went  to  Equus, 
and  the  remainder  to  Prise,  Nickson 
and  Gitre. 

While  the  buyout  offer  was  all  cash, 
the  financing  certainly  wasn't.  Fun- 
ston's group  invested  $3.5  million  in 
equity  and  borrowed  $10  million — 
75%  of  its  capital — from  Philadel- 
phia's Meritor  Savings  Bank,  which 
like  most  banks  these  days  is  hot  to 
trot  in  the  leveraged  buyout  game. 
Funston  &.  Co.  undertook  to  manage 
O'Day.  For  his  services,  Funston  had 
his  company  bill  O'Day  a  tidy  $10,000 
a  month. 

In  April  of  this  year,  when  Meritor 
sent  in  Pinkerton  security  guards  to 
close  O'Day,  the  firm  was  up  to  five 
months  late  on  $575,000  in  interest 
and  principal  payments. 

What  happened?  Funston  now  says 
a  small  and  specialized  business  like 
sailboat  building  is  better  left  to  man- 
agers with  experience  in  the  indus- 
try— a  very  odd  comment,  given  that 
three  members  of  his  group  had  been 
longtime  O'Day  managers.  "It  is  not  a 
business  with  sufficient  margins  that 
you  can  afford  to  make  a  lot  of  mis- 
takes," Funston  moans.  "You  need 
someone  dedicated  to  and  involved  in 


102 


FORBES,  SEPTEMBER  4,  1989 


the  industry." 

The  fact  is,  O'Day  still  had  plenty 
of  capable  hands  on  deck  when  Fun- 
ston's  group  took  over.  General  man- 
ager Bernard  Gleason,  a  15-year  O'- 
Day veteran,  had  helped  develop  con- 
trols that  let  management  watch 
every  peimy  as  if  it  were  its  own. 
President  Michael  Dahill  had  been  at 
the  company  16  years,  sales  vice  pres- 
ident William  Bouchard,  28,  and  man- 
ufacturing head  Bradford  Turner,  6 
years.  This  team  had  helped  make 
O'Day  the  most  profitable  sailboat 
builder  in  the  business.  But  Funston 
refused  to  let  them  run  the  company. 
One  of  Fimston's  more  serious  mis- 
takes was  getting  rid  of  Gleason  as  the 
deal  was  closing.  He  made  other  expe- 
rienced O'Day  managers  subordinate 
to  himself  on  virtually  every  decision, 
large  or  small — and  proceeded  to 
make  poor  decisions. 

Take  advertising.  O'Day  had  built 
its  image  largely  through  campaigns 
in  magazines  like  Sail  and  Cruising 
World  and  descriptive  brochures  sent 
to  dealers.  But  soon  after  Funston 
took  over,  he  slashed  O 'Day's  ad  pro- 
gram— got  to  service  that  buyout 
debt,  mates! — and  by  January  1988 
had  virtually  halted  it.  A  new  39-foot 
model  introduced  in  late  1987  had  no 
support  brochure  until  14  months  af- 
ter it  hit  the  market. 

What  could  Funston  have  been 
thinking?  James  McHutchison's  Bos- 
ton ad  agency  handled  O'Day's  cam- 
paign for  nine  years  before  Funston 
unceremoniously  dropped  him  He  is 
not  a  disinterested  party,  but  does 
make  an  interesting  point  when  he 
says:  "Funston  took  a  company  in  a 
compact  and  shrinking  market  and 
said  that  if  it  built  boats,  they  would 
sell  themselves." 

During  the  mid-1980s  O'Day  had 
increased  its  share  of  a  falling  market 
largely  because  management  recog- 
nized that  product  life  cycles  were 
getting  shorter,  and  so  spent  heavily 
on  new  boat  designs.  While  owned  by 
Lear  Siegler,  O'Day  often  spent 
$500,000  a  year— about  3%  of  sales— 
to  develop  new  models. 

"Boat  models  used  to  last  up  to  ten 
years,  but  now  you're  lucky  to  get 
three  or  foiu  years  from  a  new  mod- 
el," says  Peter  Boyce  of  Boston's  Hunt 
Associates,  O'Day's  naval  architect. 
"The  companies  that  do  well  develop 
new  products  and  refine  existing 
ones." 

But  that  costs  money,  and  with  the 
bankers  breathing  down  his  back  and 
the  sailboat  market  slowing  down, 
money  was  something  Funston  was 
short  of.  So  product  development,  too, 
came  practically  to  a  halt  under  Fim- 
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Give  Your  Broker 

This  Number: 

1-800-523-2578,  Ext.  94. 


The  Over-The-Counter  Securities  Fund  (OTC) 
invests  in  small,  undiscovered  and  under- 
valued companies.  Its  performance  has 
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of  the  Forbes  Honor  Roll  and 
Lipper  Analytical  Services,  Inc. 
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The  European  Emerging  Companies 
Fund  (EEC)  is  designed  to  be  the  European 
counterpart  to  our  OTC  Fund.  It  invests 
in  the  emerging  and  undervalued 
companies  in  what  will  soon  be 
the  largest  single  market  in  the  world. 


Over-The-Counter  Securities  Fund 
European  Emerging  Companies  Fund 


I  would  like  to  know  more  about  the  OTC  Fund  and  the  EEC  Fund.  Please  send  a  free  pro- 
spectus with  more  complete  information,  including  fees  and  expenses.  I  will  read  it  carefully 
before  investing  or  sending  money. 
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Send  to:  Review  Management  Corp..  Underwriter.  275  Commerce  Drive.  Suite  228. 
j      PO.  Box  1537.  Ft.  Washington.  PA  19034-1537. 
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There's  Only 
Omejeq):.. 


Jeep,  Wrangler.  ^8995*  Named  "Best  Buy"  in 
the  small  sport  utility  category  by  4-Wheel  &  Off-Road      Jeeo 
magazine.  Plus,  Wrangler  has  a  higher  resale  value  than  w^SSm 
anything  in  its  class**  li,,itj3 

•MSRP  excluding  title,  taxes,  destination  charges,  and  options.  ••Source:  KelleyBlue  Book.  July/ August 
1989,  anal>'zing  resale  values  for  1988  models. 
Jeep  is  a  registered  trademark  of  Jeep  Eagle  Corporation.  Buckle  up  for  safety. 
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The  Power  Of  The  Pacific. 


Performance.  Consistency.  Stability. 

Our  principal  com- 
mitment is  to  the 
financial  success  of 
our  customers. 
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products  and  in- 
sightful strategies. 
Delivering  superior 
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A.M.  Best  A -I-  rated. 

Providing  stability 
for  our  customers 
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it.  And  get  it  from 
Pacific  Financial 
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Power  of  the  Pacific. 


Pacific  Mutual 


Pacific  Financial 
Companies 

THE  POWER  OF  THE  PACIFIC 
1  800  544-3600 

700  Newport  Center  Drive,  Newport  Beach,  CA  92660 
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Rick  Fnedman'Black  Star 


i  tisold  O'Days  at  a  Massachusetts  dealer 
Bankruptcy  in  21  months. 

bton's  leadership. 

Not  long  after  the  buyout,  O'Day 
also  began  suffering  from  production 
delays.  As  morale  soured,  production 
workers  who  had  been  with  the  com- 
pany for  years  began  leaving  for  high- 
er-paying jobs  in  Massachusetts' 
then-booming  construction  market. 
Thus,  boats  began  to  take  twice  as 
long  to  build.  Funston's  response:  He 
fired  production  head  Bradford  Turner 
and  replaced  him  with  a  manager 
with  no  boatbuilding  experience.  To 
the  surprise  of  few,  production  prob- 
lems continued. 

Not  all  blame  accrues  to  Funston. 
O'Day's  demise  was  hastened  by  the 
turndown  in  the  sailboat  market, 
which  had  begun  even  before  the  deal 
closed  in  1987.  But  Funston's  blun- 
ders clearly  set  the  stage. 

Funston  now  claims  the  company 
was  done  in  by  the  firm's  executives, 
not  him.  "hi  the  course  of  the  two 
years  that  we  were  involved  in  O'Day, 
I  spent  only  20  days  at  the  Fall  River 
facility,"  he  says  in  a  sad  attempt  at 
distancing  himself  from  the  mess. 
■;  When  O'Day's  Boston  bankruptcy 
trustee  is  ready  to  accept  bids  for  the 
company's  assets,  Funston  says  he 
would  be  interested  in  making  an  of- 
fer. "Once  the  dust  has  settled,  I  think 
that  a  successful  suitor  will  acquire 
the  O'Day  name,  tooling  and  designs 
and  move  forward  with  the  product," 
he  says. 

"We  learned  a  lesson  here,"  Fun- 
ston adds.  "We  learned  not  to  use 
traditional  leverage  techniques  in 
highly  cyclical  industries."  The  ques- 
tion is:  Are  the  other  young  buyout 
hotshots  at  large  in  the  country  doing 
their  homework  any  better  than  Fun- 
ston did  his?  Are  their  bankers?  ■ 
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"NewYork. 

It's  not  just  where  I  work, 

it's  where  I  belong" 

The  energy  of  New  York,  the  pace,  the  excitement.  You  v^'ant 
to  be  in  New  York,  but  running  a  business  here  can  be  tough. 

Con  Edison  understands.  So  we  developed  Project  Appleseed. 
if  you  start,  relocate  or  expand  your  business  in  certain  areas  of 
New  York  City  and  Westchester  County  you  could  be  eligible  for 
reductions  of  up  to  30%  on  your  electric  bills  and  21%  on  your 
gas  bills. 

And  you  could  qualify  for  further  electric  and  gas  savings 
through  New  York  City's  own  Energy  Cost  Savings  Program. 

Project  Appleseed.  Because  we  want  your  business.  Here. 
In  New  York.  For  more  information,  call  John  Manak  at 
(212)  460-4000,  orurite  to  him  at  Con  Edison,  Area  Development, 
4  Irving  Place,  New  York, 


New  York  10003. 


CH^n  PROJECT 
CQiSOn  APPLESEED 

THE  ENERGY  OF  NEW  YORK 


There's  Only 
One  Jeep:.. 


Jeep,  CherOlCee.  177  horsepower,  full-time 
shift-on-the-fly  four-wheel  drive,  and  the  available, 
exclusive  four-wheel  anti-lock  brake  system.  Plus, 
a  higher  resale  value  than  Ford  Bronco  II  and  Chevy 
S- 10  Blazer.* 


"Source:    Kelley  Blue  Book,  July/August    1989.   analyzing   resale  values  for   1988  models. 
Jeep  is  a  registered  trademark  of  Jeep  Eagle  Corporation.  Buckle  up  for  safety. 
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One  of  the  decade's  great  successes,  Compaq  is  attracting  new 
competitors  and  teaching  old  ones  new  tricks,  making  it  harder 
for  Rod  Canion  to  keep  this  rocket  on  its  growth  trajectory. 


Soft  dollars, 
hard  choices 


KiiNi  Kfiidnck 


By  Norm  Alster 


Compcu/  Compulcr  Corfr  Chief  Exccit lire  Rod  Catiion 
Paying  more  for  technology  and  distribution. 


JOHN  Roach,  chairman  of 
Tandy  Corp.,  sums  up  his  Texas 
neighbor  Compaq  Computer 
Corp.  in  two  words:  "Excellent  execu- 
tion." It's  hard  to  argue  with  that. 
Founded  a  mere  seven  years  ago  in 
Houston  by  a  trio  of  ex-Texas  Instru- 
ments managers  including  Joseph  R. 
(for  Rod)  Canion,  then  37,  Compaq 
cracked  the  $2  billion  (revenues)  bar- 
rier last  year.  That  works  out  to  an 
annual  compound  rate  of  sales  growth 
reaching  almost  80%  for  this  extraor- 
dinary builder  of  personal  computers 
for  business  use. 

But  an  80%  growth  rate  is  clearly 
unsustainable,  and  the  question  now 
is:  How  severe  will  the  inevitable 
slowdown  be? 

On  the  surface,  the  signs  are  favor- 
able for  Compaq:  Earnings  hit  $255 
million  last  year,  a  return  of  over  24% 
on  Compaq's  capital.  In  this  year's 
first  half  all  lights  still  flash  green: 
sales  up  57%,  earnings  up  58%  from 
year-ago  levels.  Bewitched,  Wall 
Street  values  Compaq  at  nearly  $4 
billion,  almost  two  times  sales.  By 
contrast,  for  Apple,  ibm  and  Sun  Mi- 
crosystems, the  market  capitaliza- 
tions are  around  one  times  sales. 

Compaq  has  succeeded  with  a  strat- 
egy almost  directly  opposed  to  that 
used  by  other  computer  companies. 
While  rivals  like  ibm,  Apple  and  Sun 
invest  anywhere  from  8%  to  14%  of 
revenues  in  research  and  develop- 
ment, Compaq  has  traditionally  spent 
less  than  4%.  While  ibm,  Apple  and 
others  invest  enormous  sums  in  their 
own  high-powered  sales  forces,  Com- 
paq relies  wholly  on  retail  dealers  for 
sales  and  service;  Canion  has  Secured 
shelf  space  with  retail  dealers  by  as- 
suring them  they'll  never  have  to  sell 
against  Compaq  salespeople. 
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This  strategy  gives  Compaq  a  cost 
structure  that  is  lower  than  its  com- 
petitors'. This  in  turn  enables  the 
company  to  concentrate  heavily  on 
marketing.  Chief  Executive  Canion 
treats  Compaq's  customers  as  if  their 
needs  came  down  from  the  mountain 
with  Moses.  Compaq  makes  exten- 
sive use  of  focus  groups,  designs  its 
own  market  research  and  flies  several 
hundred  major  accounts  down  to 
Houston  each  year  for  talks  with 
Compaq  executives.  In  an  industry 
buzzing  with  irmovation,  this  atten- 
tion to  its  customers'  needs  has  en- 
abled Compaq  to  introduce  just  the 
right  products  at  just  the  right  time. 

This  emphasis  on  marketing — this 
ear  to  the  ground — has  helped  give 
Compaq  an  uncanny  ability  to  pro- 
vide the  right  mix  of  product  features 
at  the  precise  moment  the  market 
could  support  them.  Sometimes  this 
involved  being  first  to  market — as 
Compaq  was  in  building  machines 
around  the  Intel  80386  microproces- 
sor in  1986.  Sometimes  it  meant  re- 
sisting the  temptation  to  join  the  rush 
to  market — as  it  did  with  laptops 
when  it  correctly  perceived  that  the 
display  and  battery  technologies  were 
not  yet  sufficiently  developed. 

So  far,  Compaq's  relative  disregard 
for  research  and  development  hasn't 
much  hurt  it.  Compaq,  remember, 
builds  computers  compatible  with 
the  original  family  of  ibm  pcs.  Be- 
cause there  are  so  many  companies 
making  such  clones  (the  manufactur- 
ers' phrase  is  Industry  Standard  Archi- 
tecture computers),  Compaq  has  al- 
ways claimed  that  it  can  draw  on  a 
vast  pool  of  innovation  and  therefore 
conduct  only  limited  r&d. 

In  short,  Compaq's  strategy  has 
brought  it  very  far  very  quickly.  But 
that  strategy  was  fashioned  to  meet 
an  environment  that  is  now  changing 
rapidly. 

The  company  will  soon  have  to  pay 
more  for  both  technology  and  distri- 
bution. Compaq's  technology-rich 
competitors  are  seeking  better  licens- 
ing arrangements  and  the  courts  are 
giving  new  respect  to  the  rights  of 
patent  and  copyright  holders,  ibm 
holds  more  than  32,000  worldwide 
patents,  to  Compaq's  8.  In  July  Com- 
paq settled  a  long-simmering  licens- 
ing dispute  with  ibm,  agreeing  to  a 
cross-licensing  arrangement.  This 
will  allow  Compaq  to  use  ibm  patents 
and  remove  some  uncertainty  from 
Compaq's  future.  But  it  will  also  re- 
quire payments  to  ibm  that  analysts 
say  could  amount  to  $100  million  or 
more  over  the  next  five  years.  (Com- 
paq has  been  expensing  the  cost  in 
anticipation  of  payments  to  ibm  but 
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Call  Today  For  A 


FREE  TRIAL  SUBSCRIPTION 


Get  the  Inside  Scoop  on 
THE  HOTTEST  INVESTMENT  IN  THE  COUNTRY! 

Certified  United  States  Rare  Coins 

But  time  is  short  because... 
WALL  STREET  MONEY  IS  ALREADY  BUYING  RARE  COINS! 

•  Kidder-Peabody  is  in  with  a  $40  million  rare  coin  fund 

•  Merrill  Lynch  has  launched  two  limited  partnerships 

•  Shearson-Lehman  has  entered  the  rare  coin  business  with  its  11,000  brokers! 

•  One  L.P.  for  $7S  million  is  already  full.  Another  for  $40  million  will  replace  it  soon! 

Call  today  for  a  valuable  report  and  a  FREE  Trial  Subscription  to  two 

of  the  industry's  most  respected  newsletters: 

Precious  Metals  &  Numismatic  Focus,  and 

Numismatic  Investment  Advisory 

Our  recommendations  have  enjoyed  increases  of: 
27%  in  1987     -    41%  in  1988     -     58%  in  1989 

This  offer  is  made  by  Oak  Tk-ee  Numismatics,  one  of  America's  leading 
dealers  in  certified  investment-quality  rare  coins.  Our  publicly  tracked 
portfolios  are  increasing  at  an  actual  rate  of  more  than  50%  in  1989! 

Call  Toll  Free 
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I  cuABANnr 

I  CCWPOKATION 
lOf  AMOiICA 
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1-800-333-6398 

Oak  Tree,  15770  N.  Dallas  Pkwy,  Suite  904,  DaUas,  TX  75248 


There's  Only 


Jeep 


Jeep,  Comanche.  The  SCCA  Racetrack  and 
Off -Road  Class  7  4x4  Manufacturers  Champion 
two  years  straight.  Plus,  Comanche's  resale  value  is 
even  higher  than  Ford  Ranger* 

•Source:  KeUey  Blue  Book,  July/August  1989.  analyzing  resale  values  for  1988  models. 
Jeep  is  a  registered  trademark  of  Jeep  Eagle  Corporation.  Buckle  up  for  safety. 
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High  Wire 
Performance 


Begin  with  a  simple  piece  of  wire.  Then,  consider  how  many  things  can 

be  done  to  it.  If  you  have  the  design  expertise  and  manufacturing 

capability  of  Fansteel's  Washington  Manufacturing;  you  can  form  it, 

cut  it,  straighten  it,  head  it,  thread  it,  press  it,  weld  it,  drill  it,  mill  it, 

turn  it  or  plate  it  into  thousands  of  critically  important  parts  for 

industrial  and/or  commercial  use. 

Case  in  point:  This  piece  which  holds  the  cover  in  place  on  the  newest 
model  John  Deere  riding  mower.  It  is  carbonized  steel,  bent  in  multiple 
planes,  to  extremely  tight  tolerances.  We  designed  it  five  times  before  it 
was  the  best  it  could  be.  And  it  was  the  best  it  could  be  before  we  made 
production  part  one  .  .  .  because  to  us  it's  not  just  bent  wire.  It's  a  part 
that  must  give  unfailing  performance  for  a  long,  long  time. 

High  wire  performance  from  Fansteel  Washington  Manufacturing. 
Another  reason  why  it  will  pay  you  to  know  more  about  us. 


-^ansted 


An  Integrated  producer  of  refractory  metals  and  fabricated  products  for  the  electronics, 
electrical,  aircraft/aerospace,  metalworking,  energy  and  chemical  industries. 


FANSTEEL  INC.  Number  One  Tantalum  Race  •  North  Chicago,  IL  60064  •  (312)  689-4900 


will  not  say  how  much  it  has  already 
accrued.)  Compaq  must  also  renegoti- 
ate a  licensing  agreement  with  Texas 
Instruments,  which  has  already  got- 
ten tough  with  the  firms  that  use  its 
semiconductor  memory  patents. 

In  other  words,  Compaq  may  find  it 
harder  in  the  future  to  ride  the  indus- 
try's technological  coattails. 

Compaq  will  also  have  to  spend 
more  to  support  its  retail  dealers. 
Canion  has  long  understood  that  re- 
tail dealer  space  is  "the  biggest  tangi- 
ble barrier"  separating  winners  from 
losers  in  the  PC  business.  He  quickly 
made  Compaq  a  dealer  favorite  by  as- 
suring the  dealers  that  Compaq — un- 
like IBM  and  Apple — would  never 
have  its  own  salesmen  competing  for 


Comptrollers  in  control 


During  the  last  two  years, 
sales  of  mainframes  and 
minicomputers  have  slowed. 
Sales  of  personal  computers  de- 
signed for  home  use  have  been 
disappointing  (unit  sales  in  1988 
actually  declined  by  37.5%,  ac- 
cording to  the  authoritative 
StoreBoard  Dealer  Survey).  By 
contrast,  businesses — Compaq's 
customers — have  been  insatia- 
ble in  gobbling  up  pcs  :  Unit  sales 
grew  by  nearly  30%  and  revenues 
by47%inI988. 

But  S.G.  Warburg's  computer 
industry  analyst  David  Wu  cau- 
tions that  PC  sales  are  not  im- 
mune to  gravity.  Business  de- 
mand for  personal  computers 
"is  less  cyclical  than  machine 
tools  or  mainframes,"  says  Wu, 
"but  it  is  cychcal." 

The  analyst  believes  that  the 
recent  wave  of  PC  buying  coin- 
cided with  the  exhaustion  of  de- 
preciation benefits  on  the  last 
generation  of  machines.  Person- 
al computers  are  generally  de- 
preciated on  a  schedule  of  three 
to  five  years.  By  late  1986  many 
of  the  PCS  bought  in  the  buying 
splurge  of  1982-84  were  coming 
off  depreciation. 

"It  was  a  lot  easier  to  go  to  the 
comptroller  and  justify  new 
purchases,"  explains  Wu.  But 
now,  with  a  whole  new  genera- 
tion of  machines  just  starting 
on  new  depreciation  schedules, 
going  to  the  comptroller  is  go- 
ing to  get  tough,  and  Wu  sees  a 
significant  slowdown  by  the 
second  half  of  next  year — if  not 
sooner. — N.A. 
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Checkers  Hotel, 

Downtown  L.a. 
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CHECKERS 
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VCCOMMODVI  IONS  I  KOM  $200. 
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There's  Only 
One  Jeep:.. 

Why  Buy  An  Ordinary 

4x4  When  You  Can  Own 

An  American  Legend? 

Chrysler  backs 

every  Jeep^  vehicle  with 

its  exclusive  572X§)  Protection  Plan* 

one  of  the  best  protection  plans 

you  can  get  on  a  sport  utility 

vehicle.  And  further  proof  that 

there's  only  one  Jeep. . .  ^^ 

•Proleds  engine  and  powenram  for  7  years  or  70,000  miles  and  against  oulerbody  rust-lhrough       »JCCP 
for  7  years  or  100.000  miles.  See  limited  warranty  at  dealer.  Deductibles  and  restrictions  apply. 
Jeep  is  a  registered  trademark  of  Jeep  Eagle  Corporation.  Buckle  up  for  safely. 
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Compaq's  laptop  computer  asse»ib(i  line 
No  product  before  its  time. 


the  dealers'  business.  Today  Com- 
paq's products  are  distributed  exclu- 
sively through  a  powerful  network  of 
more  than  3,000  retail  dealers  around 
the  world. 

This  has  been  a  strength  for  Com- 
paq because  around  71%  of  all  busi- 
ness customers  now  purchase  most  of 
their  pes  through  dealerships.  But  the 
dealers  have  also  come  to  appreciate 
how  powerful  they  are.  Says  Frank 
Bryant,  who  recently  stepped  down  as 
president  of  neeco  Inc.,  a  large  Massa- 
chusetts-based dealer:  "The  manufac- 
turers need  the  dealers  more  now  than 
they  ever  have  in  the  past." 

The  dealers  have  been  pressing 
Compaq  and  other  manufacturers  for 
a  larger  share  of  the  manufacturers' 
margins. 

Occasionally  the  pressing  gets  nas- 
ty. Earlier  this  year  Compaq  de-autho- 
rized Businessland,  its  second-largest 
reseller  (after  ComputerLand),  ac- 
counting for  7%  of  Compaq's  sales. 

The  cause  of  this  divorce  was  the 
so-called  soft  dollars  issue.  Soft  dol- 
lars are  the  subsidies  paid  by  manu- 


facturers to  dealers  to  support  a  vari- 
ety of  activities  including  advertising, 
promotion  and  customer  training  and 
support.  James  Heisch,  senior  vice 
president  of  sales  and  marketing  for 
Businessland,  says  his  chain  simply 
wanted  more  "flexibility"  in  allocat- 
ing its  soft  dollars. 

Canion  has  a  different  version. 
"Flexibility  wasn't  the  issue,"  he 
says.  "Businessland  just  wanted  more 
money  to  cover  their  overhead  struc- 
ture, which  is  higher  than  most  of  the 
other  dealers'."  Canion  contends  that 
Businessland  was  emboldened  by  re- 
cent successes  in  winning  better  deals 
from  Compaq's  main  rivals.  "Apple 
and  then  ibm  had  given  them  special 
deals  in  the  soft  dollar  area,"  says 
Canion,  confirming  that  others  are 
moving  in  on  his  distribution  channel. 

In  facing  down  Businessland,  Com- 
paq sent  a  tough  message  to  other 
dealers  looking  for  more  soft  dollars. 
And  with  good  reason:  This  year  soft 
dollar  payments  will  cost  Compaq 
nearly  $100  million,  and  the  amount 
is  likely  to  keep  growing — especially 


Compaq's  unique  cost  structure 

Last  year  Compaq's  gross  margins  lagged.  But  it  spent  relatively  little 
on  R&D  and  had  low  marketing  costs.  As  a  result,  Compaq  produced 
superior  net  margins.  But  must  the  strategy  be  revised? 

Gross 
Company                                             margins 

%  of  revenue 

Sales 
and 
R&D                marketing 

Net 
margins 

IBM                                                         57.0% 

9,9%                     32.4% 

9.7% 

Apple"                                                        51  1 

6  7                         IM 

s),K 

Compaq                                                  40 .? 

-Vf-                          11,4 

\1.\ 

•Year  ended  9  30.  HX 

as  Compaq  pursues  its  strategy  of  re- 
lying on  dealers  to  service  and  support 
increasingly  complex  equipment. 
Notes  Michael  Dell,  founder  and 
chairman  of  Dell  Computer  Corp., 
direct  marketer  of  computers:  "The 
problem  with  the  retail  channel  is 
that  the  level  of  support  and  service 
that's  provided  by  the  average  dealer 
is  not  particularly  high." 

What  all  this  means,  concludes 
JoeAnn  Stahel,  president  of  Store- 
Board  Inc.,  a  market  research  firm,  is 
that  "the  retail  channel  is  getting 
more  expensive  to  sell  through." 

Why  doesn't  Compaq  establish  its 
own  service  force?  Probably  because 
its  entire  strategy  has  been  based 
upon  keeping  dealers  fat  and  happy. 
Establishing  a  service  force  would 
seem  to  be  moving  in  on  dealers'  turf. 

Already  Compaq's  more  nimble 
competitors  have  begun  to  exploit  the 
service  situation.  Dell,  for  example, 
has  gotten  good  mileage  out  of  offer- 
ing on-site  service  to  customers 
through  a  partnership  with  Xerox.  If  a 
problem  cannot  be  solved  over  the 
telephone  with  Dell,  Xerox  will  send 
a  representative  to  the  customer's 
premises.  James  Poyner,  an  analyst  at 
Dallas-based  William  K.  Woodruff  & 
Co.,  an  institutional  brokerage  firm, 
says  Dell — along  with  ast  Research 
and  Everex  Microcomputer — has  tak- 
en business  from  Compaq  by  exploit- 
ing "little  loopholes"  in  Compaq's' 
distribution  and  service  strategies. 

These  aren't  pipsqueak  competi- 
tors: Together,  Dell,  Everex  and  ast 
boast  combined  sales  of  almost  $1 
billion — mostly  at  the  high  end  of  the 
PC  market  Compaq  has  dominated. 

Just  a  year  ago  analysts  spoke  of  a 
personal  computer  market  increasing- 
ly dominated  by  ibm,  Apple  and  Com- 
paq. But  now  the  experts  are  adding 
new  names:  StoreBoard's  Stahel  ex- 
pects outfits  like  Hewlett-Packard 
and  Japan's  nec  Corp.  to  make  gains 
at  the  expense  of  ibm,  Apple  and 
Compaq,  nec  has  already  increased 
its  PC  market  share  from  4.4%  tc 
5.3%  in  the  last  six  months.  Hewlett- 
Packard's  share  during  the  same  peri- 
od climbed  from  0.5%  to  1.4%. 

Meanwhile,  ibm  shows  signs  of  ne\ 
aggressiveness    in    product    develop-j 
ment,    dealer    support    and    pricing.) 
"They're    progressively    turning   the 
screw,"  says  Brian  Jeffery,  managing 
director  of  the  International  Technol-I 
ogy  Group  and  a  veteran  iBM-watcher] 
"Compaq  is  going  to  be  facing  mucl 
more  competition  from  ibm  in  botl 
technology  and  marketing." 

Given  all  these  changes,  the  strate 
gy  that  has  served  Compaq  so  well  foil 
so  long  will  need  some  revising.  ■     I 
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It's  a  little  late  for 

life  insurance,  but  we  can 

insure  him  for  posterity. 


He  never  gives  up.  Dead  65  million 
years  and  yet  striking  fear  into  the 
hearts  of  insurance  companies 
everywhere.  They're  simply  not  armed 
with  the  capabilities  to  deal  with  him.  It 
takes  a  specialist.  An  insurer  who  can 
write  that  one-of-a-kind  policy  for  that 
odd,  unusual  or  unwieldy  risk. 

At  Atlantic  Mutual  our  inland 
expertise  derives  from  a  long 
and  active  history  in  marine 
underwriting.  In  the  last  century 
and  a  half,  we've  ^^^ 


insured  just  about  every  size,  shape 
and  species  of  marine  risk  there  is. 
Each  risk  unique.  Each  one  requiring  the 
utmost  in  innovation  and  specialization. 
While  we  believe  there  is  no  better 
'school"  than  marine  for 

knowing  how  to  assess . 
and  underwrite  inland 
risks  creatively  neither 
is  there  any  substitute 
for  up-to-the-minute 
technology  Our  highly 
sophisticated  computer 
system  is  one  of  the  best  in 
the  business.  It  offers  policyholders 
access  to  an  unprecedented  amount 
of  claims  information  and  helps  in 
tracking  losses— those  that  manage  to 
j>'   escape  our  loss  control  services. 
^^     As  many  of  our  inland  marine 
customers  have  found,  being  insured 
by  Atlantic  Mutual  can  be  an  unusual 
experience,  too— you  stand  the 
possibility  of  receiving  an  annual 
dividend.  We've  issued  dividends  to 
one  group  or  another  every  year 
since  1855. 

If  you  have  an  inland  or  marine  risk 
which  other  insurance  companies  find 
intimidating,  call  your  agent  or  broker 
and  ask  about  Atlantic  Mutual.  We  don't 
scare  easily  And  we  make  no  bones 
about  it. 

Atlantic  Mutual,  45  Wall  Street,  New 
York,  NY  10005. 

^AtlanticMutual 

What  insurance  is  supposed  to  be. 
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You've  never  been  this  close  before.  Not 
without  NEXIS'  the  largest  and  easiest  to  use, 
full-text  information  service  in  the  world. 

In  the  past,  tracking  down 
all  the  information  you  needed 
was  usually  far  more  trouble 
than  it  was  worth.  But  today  by 
letting  you  draw  from  over  650 
sources  of  information,  the 
NEXIS  service  places  all  the  facts  right  at  your 
fingertips.  With  just  a  few  simple  ke^istrokes 
youll  find  detailed  company  information,  news, 
competitive  information,  even  patent  and 
other  government  information.  A  total  of  over 
40  million  articles,  analyses  and  reports. 


Everything  you  need  to  know  to  stay  on  top  of 
an  issue  and  ahead  of  the  pack. 

And  with  the  new  NEXIS  News  Plus'"  soft- 
ware,*convenient  pop-up  menus 
and  simple  instructions  guide 
even  the  most  inexperienced 
user  quickly  and  confidently 
through  the  program. 
In  fact,  we  have  so  much 
confidence  in  NEXIS,  we've  attached  an  infor- 
mative demonstration  disk.  Give  it  a  try  then 
call  1-800-541-6886  and  talk  to  a  NEXIS  repre- 
*  sentative.  The  more  you  know  about  NEXIS, 
the  closer  you  are  Jk#jy^^#C® 
to  knowing  it  all.    fw  C^^  m9 


•NEXIS  News  Plus  requires  an  IBM  compatible  K  with  a  hard  disk,  at  least  6-lOK  and  DOS  3.0  to  :).;j.  ©1989  Mead  DaU  Central.  Inc.  All  rights  reserved. 
NEXIS  is  a  registered  trademark  for  informalion  products  and  services  of  Mead  Dau  Ceniral.  Inc.  NEXIS  News  Plus  is  a  trademark  of  Mead  Data  Central .  Inc. 
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If  demonstration  disk  has  been  removed,  you  may  obtain  a  copy  by  calling  1-800-541-6886. 


How  a  wily  entrepreneur  bested  two  estab- 
lished companies  to  win  valuable  cellular 
telephone  licenses.  His  gimmick:  a  century- 
plus-old  understanding  between  the  gov- 
ernment and  American  Indians. 

Smoke  on  the  line 


By  Fleming  Meeks 

WHEN  THE  Nez  Perc;e  Indians 
signed  the  last  of  some  37S 
treaties  between  the  U.S.  gov- 
ernment and  the  American  Indian 
tribes  in  1868,  little  could  the  signers 
have  known  that  the  tribes  were  get- 
ting a  leg  up  on  the  cellular  phone 
business.  But  last  year,  by  cleverly 
exploiting  a  wrinkle  in 
telecommunications 
regulations,  the  Fort 


Moiave  and  Gila  River  tribes,  both  of 
Arizona,  won  licenses  from  the  Feder- 
al Communications  Commission  to 
operate  cellular  systems.  Together, 
the  licenses — one  of  which  covers  the 
interstate  highway  between  Tucson 
and  Phoenix  -are  probably  worth  SI8 
million.  Whatever  the  value,  the  loop- 
hole through  which  the  licenses  were 
grabbed  has  since  become  the  ob)ect 
of  a  hot  dispute  at  the 
commission. 

The   man  behind 


Q 


\ 


A 
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the  loophole  is  Dick  Segress.  Scgress 
IS  president  of  Oklahoma  City-based 
National  Telecommunications  Cos. 
which  owns  a  287-subscriber  inde 
pendent  telephone  company  in  tiny 
Terral,  Okla.,  and  a  cellular  phone 
store  in  Oklahoma  City.  Segress 
knew  that  the  fcc  was  about  to  hold  n 
lottery  to  grant  cellular  licenses  cov 
ering  428  rural  m.arkcts  In  each  rural 
service  area,  one  license  would  go  to 
an  existing  telephone  company^ — a  so- 
called  wireline  license  —and  the  other 
would  go  to  an  independent,  or  non 
wireline,  operator. 

These  rural  area  lotteries  for  non 
wireline  licenses  became  highly  specu 
lative  affairs  (Forres,  July  25,  19HH] 
drawing  around  700  applications  per 
market.  On  the  wireline  side,  the  lot 
teries  drew  )ust  a  handful  of  applicants 
by  definition,  only  a  telephone  compa 
ny  could  hold  a  wireline  license. 

And  that  gave  Segress  his  idea 
former  executive  with  Southwestern 
Bell,  he  knew  that  Arizona,  like  othe 
states,  regulates  telephone  servici 
within  its  boundaries — but  that  Indi 
an  tribes  are  exempt  from  state  regu 
lators  by  virtue  of  the  "sovereign  na 
tion"  status  acknowledged  m  thei 
treaties  and  most  recently  upheld  by 
the  Supreme  Court  in  July.  Segres 
quickly  caught  on  that  this  meant  , 
tribal  government  could  in  effect  de 
dare  itself  a  telephone  company,  ant 
then  join  the  fcc's  lottery  for  th( 
wireline  cellular  license.  (The  fc:c  i: 
not  bound  by  the  sovereign  natior 
terms.)  This  narrows  the  odds  of  win 
ning  a  cellular  license  from  700-to 
1  the  odds  against  winning  a  non 
wireline  license-  to  around  .S-to-1. 

To  test  his  loophole,  Segress  needec 
an  Indian  tribe.  Last  spring,  he  con 
tacted  Charles  Peone,  a  Wiyot  Indian 
who  runs  a  consulting  company 
called  International  Native  Resources 
in  Albuquerque,  N.M.  For  around  $85 
an  hour,  Peone  hooks  up  opportunists 
like  Segress  with  Indian  tribes.  Foi 
Segress,  the  money  was  well  spent 
Peone  introduced  him  to  six  tribes 
including  the  Fort  Mojaves,  anc 
helped  solidify  prior  contacts  with  the 
C.ila  River  tribe. 

Segress  made  his  pitch  to  the  Fort 
Mojave  Tribal  Council  on  July  26,| 
1988.  His  company,  Natelco,  he  said 
would  advance  all  expenses — against 
potential  profits-  for  the  tribe  to  ap 
ply  for  the  cellular  license  and  to  ere 
ate  a  phone  company  that  would  pro 
vide  regular  phone  service  to  the  res 
ervation.  And  if  the  tribe  should  wir 
the  license,  Segress  would  arrange  fi 
nancing  and  construct  and  manage 
the  cellular  system.  In  return  Natelc 
would  get  49%  of  the  jointly  ownci 
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I        In  the  near  future 
jpdll  your  stock  transfer  agent 
be  a  thing  of  the  past? 


Comniitmeiit  is  one  of  the 
most  important  qualities  a  stock 
transfer  agent  can  have  today. 
A  nd  yet  so  few  have  it.  The  Bank 
of  New  York,  however,  is  a  notable 
exception 

While  so  m.any  others  are  get- 
^mg  out  of  the  business,  we  are 
actually  adding  substantial  re- 
sources to  it. 

Our  computer  resources  con- 
sist of  the  latest  hardware  and 
software  technologies,  backed  by 
a  communications  network  span- 
ning the  nation.  Our  Advanced 
Corporate  Trust  Integrated  On- 
Line  Network  (action™)  is  a  real 
time,  dedicated  processing  system, 
which  is  the  most  efficient  of  its 
kind  in  use  today 

We  can  handle  proxy  services 
faster  and  more  accurately  be- 
cause we  have  our  own  Bank  of 
New  York  zip  code  and  high  speed 
OCR  scanners. 

And  you  will  have  a  single 
contact  point  through  your  own 
thoroughly  trained  and  profes- 
sional account  administrator,  who 
has  a  %lttime  backup. 
}|    To  have  a  stock  transfer  service  tha+  won't  be  a  thing  of  the  past,  call  The  Bank  of 
'^ewYork  in  the  near  future  We'll  be  here  And  we'll  stay  here  TT^ 

For  more  information,  call  Mr  Leon  Urbaitel,  Vice  President,         A  1^ 
it  (212)  815-2054. 


BAN 


H 


KOF 


NEW 
YORK 
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company  and  the  Fort  Mojaves  would 
retain  the  other  51%. 

The  trib^il  council  agreed,  and  with- 
in three  days — just  under  the  wire  for 
the  Fcc's  deadline — the  tribe  decreed 
itself  a  telephone  company,  later 
named  Fort  Mojave  Telecommunica- 
tions, Inc.  On  the  tribe's  behalf,  Na- 
telco  quickly  prepared  and  filed  the 
application  for  the  cellular  lottery. 
The  following  November,  when  the 
lottery  was  held,  the  Fort  Mojaves — 
and  Segress — came  up  winners.  So  did 
the  Gila  River  tribe's  Gila  River  Tele- 
communications, Inc.,  with  whom 
Segress  had  orchestrated  a  similar  ar- 
rangement for  the  license  covering 
another  Arizona  rural  service  area. 

It  was  the  perfect  deal.  The  Fort 
Mojave  and  Gila  River  tribes  were 
happy  because  they  had  put  up  noth- 
ing but  their  ethnicity  and  been  re- 
warded with  a  stake  in  a  piece  of  the 
country's  hottest  telecommunica- 
tions business.  For  his  part,  Segress 
had  put  up  some  time  and  about 
$8,000  in  filing  costs,  and  come  away 
with  big  equity  stakes  in  licenses  for 
which  other  entrepreneurs  were  step- 
ping on  each  other. 

At  first  glance,  these  markets  may 
not  look  like  cellular  gold  mines.  Ari- 
zona's RSAl  has  just  69,100  potential 
customers,  or  "pops,"  spread  out  over 
13,285  square  miles.  And  RSA5  has 


138,300  pops  on  10,096  square  miles. 
But  what  makes  both  license  areas 
much  more  valuable  is  that  they  con- 
tain interstate  highways,  which  are 
valued  for  "roaming"  cellular  users — 
customers  who  must  pay  the  local 
franchisee  something  for  talking 
while  driving  through  his  area. 

How  much  are  the  new  licenses 
worth?  Here's  a  yardstick:  In  July, 
Century  Communications  Corp. 
agreed  to  acquire  the  cellular  rights  to 

Trading  on  their  ethnicity 
and  their  sovereign  nation 
status,  the  Indian  tribes 
won  cellular  licenses  worth 
around  $18  million. 

RSA4  in  southwestern  Arizona 
(102,600  pops),  for  $9  milhon,  or 
about  $88  a  pop.  Using  that  figure — 
RSA4  also  stands  to  benefit  from 
roamers — the  Segress/lndian  tribe  li- 
censes would  together  be  worth 
around  $18  million. 

There  are,  however,  two  very  un- 
happy parties:  Stamford,  Conn. -based 
Citizens  Utilities  Co.,  which  lost  out 
to  the  Fort  Mojaves  for  RSAl  in  north- 
west Arizona;  and  US  West,  which 
lost  to  the  Gila  River  tribe  for  RSA5  in 
south-central  Arizona.  In  both  cases, 
settlement   agreements   had   already 


been  negotiated  with  the  other  wire- 
line carriers  in  the  lottery — meaning 
that  regardless  of  which  company 
won,  the  licenses  would  have  been 
carved  up  among  all  applicants,  with 
Citizens  Utilities  and  US  West,  re- 
spectively, becoming  the  general  part- 
ner. Citizens  and  US  West  claim  that 
the  tribes'  cellular  applications  are 
shams.  The  utilities  have  petitioned 
the  FCC  to  dismiss  the  Segress/lndian 
tribes'  applications;  the  government 
is  expected  to  make  a  decision  in  two 
to  three  months. 

In  another  odd  twist,  the  Gila  River 
tribe  has  found  a  political  ally  in  Sena- 
tor Daniel  Inouye  (D-Hawaii),  chair- 
man of  the  Senate  Select  Committee 
on  Indian  Affairs,  who  was  recently 
chastened  by  the  fcc  for  attempting 
to  lobby  the  commission  in  favor  of 
Gila  River  Telecommunications 
while  the  case  was  pending. 

Segress  insists  that  the  tribes  sin- 
cerely want  to  take  control  of  their 
own  telecommunications.  But  when 
asked  about  the  state  of  the  tribes' 
telephone  systems,  Segress  concedes 
that  the  Fort  Mojave  system  is  not 
operating  and  that  Gila  River  Tele- 
communications has  just  two  cus- 
tomers— both  nonpaying — on  its  sys- 
tem. When  Forbes  called  local  infor- 
mation operators,  we  were  told  that 
neither  company  has  a  listing.  ■ 


The  Economics 
of  Aerodynamic 
Class  Trucks 


...and  Class  Drivers. 

Pctcrbilts  arc  engineered 
to  slip  through  the  wind  like  the 
most  ad\anced  aircraft  and  are 
unmatched  for  their  efficiency 
in  reducing  fiiel  costs.  Add  to 
this  the  kind  of  class  operators 
who  are  attracted  to  Peterbilt 
t nicks,  and  \()u  have  a  pair  of 
real  money  tmikets  that  show 
u\)  w  iicre  it  counts  -  on  your 
bottom  line. 

Call  l-S()()-447-470()fbr 
the  Peterbilt  dealer  nearest  you 


PsdEnMT 


A  DIVISION  OF  I 
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Performance 
Beyond  Your 

Expectations 


-^i, 


Improving  mechanical  services 
by  seeing  the  complete  picture. 


An  Alliance  Planned  Service 
^eement  from  Johnson  Controls 
makes  it  unnecessary  for  NCR  to 
have  on-site  maintenance  staff 
to  keep  their  air  conditioning 
and  temperature  control  equip- 
ment operating  reliably  in  four 
office  buildings  in  Atlanta,  GA. 


Ther^  only  one  problem 
with  calling  a  chiller  spe- 
cialist when  you  have  a 
cooUng  malfunction.  Your 
chiller  may  not  be  at  £ault. 

The  problem  may  be  with 
your  fans,  filters,  dampers, 
temperature  controls,  or 
with  other  components  of 
your  cooling  system. 

Johnson  Controls  has 
service  professionals  near 
you  who  understand  the 
parts  of  your  system  and, 
more  importandy  how 
those  parts  work  together 
in  faciUties  of  any  size 

This  means  we  can  diag- 
nose and  repair  any  prob- 
lem on  any  of  your  faciUty's 
systems  —  cooUng,  heating, 
refrigeration,  fire  safety, 
security  and  temperature 


controls.  Oi;  we  can  per- 
form preventive  or  sched- 
uled system  maintenance 
to  help  prevent  problems 
in  the  first  place  We'll  even 
train  your  people  to  per- 
form these  tasks  themselves. 

Whatever  your  facility 
management  goals  or  chal- 
lenges, Johnson  Controls 
can  help  you  achieve  them 
through  our  Alliance  Fam- 
ily of  Services.  Alliance  is  a 
flexible  interactive  process 
that  helps  you  not  only 
control  costs  but  also  im- 
prove comfort  and  equip- 
ment reliability  —  while 
controlling  risk  and  main- 


taining the  value  of  your 
investment 

Call  Johnson  Controls  at 
1-800-972-8040  to  learn 
how  an  AlUance  can  keep 
your  building  running 
efficiendy  In  Wisconsin, 
call  1-800-472-6533,  or 
write  Johnson  Controls, 
Systems  and  Services  Divi- 
sion, C19,  Milwaukee,  WI 
53201-0423. 


©  1989  Johnson  Controls.  Inc 
JC-8936 
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Computers  /  Communications 


Are  supercomputers  a  do-or-die  industry 
that  should  get  federal  government  sup- 
port? Or  just  another  competitive  business 
that  should  be  left  alone? 

Cray  versus 
Japan  Inc. 


By  David  Cfaarback 


IN  THE  LAST  two  ycars  Cray  Re- 
search has  seen  its  growth  slow 
from  a  once  proud  50%  annually 
to  10%  in  1988.  Now  predictions  are 
calling  for  a  flat  year  in  1989.  Earlier 
this  year  its  only  U.S.  competitor, 


Control  Data,  folded  eta,  its  super- 
computer operations,  at  a  big  loss.  All 
this  while  the  three  Japanese  super- 
computer makers — Fujitsu,  Hitachi 
and  NEC — threaten  to  expand  from  a 
protected  home  market  further  into 
foreign  markets  where  Cray  is  now 
strong. 


/f^/);/  Rollifditi'}!  (>f(ray  Research 

"Japanese  competition  is  tough.  But  we  are  even  tougher. 
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Does  Cray  need  government  assis- 
tance to  keep  the  Japanese  from  tak- 
ing over  yet  another  industry? 

Cray  sold  its  first  supercomputer  in 
Japan  in  1980  and  now  has  13  in- 
stalled there.  Not  bad  in  a  technologi- 
cally chauvinistic  country  that  has 
made  computer  prowess  a  national 
objective.  Nevertheless,  the  Japanese 
firms  among  them  have  73  Japanese 
installations.  Nearly  half  of  the  sales 
by  Japanese  makers  have  been  to  gov- 
ernment laboratories  and  public  uni- 
versities; Cray  has  snagged  only  one 
of  these.  Instead,  Cray's  strength  has 
been  in  the  more  competitive  private 
market.  It  doesn't  take  much  imagi- 
nation to  guess  that  the  deck  is 
stacked  against  Cray. 

John  Rollwagen,  the  48-year-old 
chief  executive  officer  of  Cray  Re- 
search, recently  spoke  with  Forbes 
about  computer  technology  and  inter- 
national competition. 

FoRBKS:  Hafe  the  Japanese  academic  and 
gofemment  markets  opened  up  at  all? 
Rollivagen:  No.  The  technical  require- 
ments come  down  to:  "Give  us  your 
biggest  computer,  but  give  it  to  us  for 
free."  In  that  kind  of  procurement  sit- 
uation, we  can't  be  a  player.  I  don't 
think  the  system  was  set  up  to  ex- 
clude us,  but  it  sure  has  had  that  net 
effect. 

The  three  Japanese  supercomputer  mak- 
ers are  technolog\'  conglomerates  with  a 
combined  SHO  billion  in  sales  How  can  a 
tiny  Cray,  with  about  SiiOO  million  in 
e.xpected  1989  reivnues,  sun'it<e? 
If  anything,  our  problem  is  we're  too 
big.  The  business  still  requires  a  com- 
pany willing  to  change,  to  adopt  new 
technology,  to  constantly  be  ques- 
tioning the  standards  of  the  past.  As  of 
today,  we  are  not  too  large,  nor  are  we 
too  small  to  do  what  we  just  did, 
which  was  split  into  two  and  create  a 
second  company. 

\(f1xit  about  Japanese  competition? 
Japanese  competition  is  tough.  But  we 
are  even  tougher. 

TIk'  Japanese  were  bewildered  that  our 
goretTiment  woi4ld  allow  triA,  Control 
Data 's  supercomputer  subsidiary,  to  fold. 
StK>uld  Conti'ol  Data  fxu  v  gotten  govern- 
ment (issistance^ 

It  would  have  taken  a  large  subsidy  to 
do  that,  and  that's  not  how  we  do 
things  over  here.  But  by  the  same  to- 
ken, the  government  has  been  impor- 
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tant  to  the  supercomputer  business  in 
that  our  initial  customers  were  gov- 
ernment laboratories.  What  needs  to 
be  done,  and  what  has  much  more 
impact,  is  support  in  learning  how  to 
use  these  computers. 

Is  the  U.S.  behind  in  academic  use  of 
supercomputers? 

I  support  Senator  Gore's  bill  to  set  up 
a  hi^-speed  digital  network  around 
the  country  so  that  more  people 
would  have  access  to  supercom- 
puters. The  Japanese  have  identified 
the  same  opportunity  and  are  already 
wiring  up  their  country.  The  Europe- 
ans also  recognize  it. 

Is  superiority  in  supercomputers  of  pro- 
found strategic  importance? 
Making  the  fastest  computers  is  one 
thing,  but  knowing  how  to  apply 
them  to  practical  problems  leads  to 
new  developments  and  new  products, 
and  ultimately  leads  to  an  economic 
advantage.  What's  becoming  evident 
is  that  supercomputers  can  accelerate 
development  in  practically  all  tech- 
nologies. A  scientist  who  knows  how 
to  use  a  supercomputer  effectively 
can  make  progress  ten  times  faster 
than  a  scientist  who  can't.  That  says 
that  a  country  that  does  not  have  ac- 
cess to  supercomputers  is  going  to  fall 
behind. 

Have  you  sold  more  supercomputers  to 
Japanese  than  to  American  carmakers? 
Twice  as  many. 

And  how  do  you  compete  with  Japanese 
prices — 80%  off  list  if  they  have  to  win  a 
contract? 

Through  research  and  development, 
the  quality  of  our  manufacturing  and 
the  quality  of  our  software.  We  can  be 
twice,  even  three  times  as  expensive 
as  our  competition  and  succeed,  be- 
cause we  will  deliver  four  or  five 
times  the  performance. 

Fujitsu's  director  of  marketing  has  said 
that  the  U.S.  market  is  closed  to  Japanese 
supercomputer  makers.  Is  it? 
No.  They  try,  but  they  lose  on  a  com- 
parison of  system  performance.  What 
hurts  them  is  we  don't  allow  dump- 
ing. We  don't  permit  80%  discounts. 

What  future  technology  will  widen  or 
narrow  the  gap  between  Cray  and  its 
Japanese  competitors? 
Right  now  our  competitors  are  con- 
centrating on  building  machines  as 
fast  as  ours.  That's  a  tough  challenge, 
but  it  won't  help  if  you  don't  have  the 
software  to  run  on  the  system.  They 
have  to  develop  compilers  and  specif- 
ic  programs    to    simulate,    say,    car 


crashes.  But  then  that  doesn't  help 
them  unless  they  can  get  the  data  in 
and  out  of  the  machine  really  fast  and 
reliably.  Our  objective  at  Cray  is  to 
race  through  that  cycle  faster  than 
anyone  else.  Right  now  I  guess  we 
have  a  two-year  head  start. 

NEC  says  it  has  the  fastest  processor 
around.  True  or  false? 


They  claim  20  billion  floating  point 
operations  per  second.  That  is  much 
higher  than  our  peak  speed.  But  it's 
like  revving  up  the  engine  in  your  car 
without  letting  the  clutch  out.  Sure, 
your  car  redlines  at  7,000  rpm,  and 
mine  peaks  at  4,000  rpm,  but  my  car 
can  go  200  miles  per  hour  and  your  car 
can't  get  over  30  miles  per  hour.  What 
really  counts?  ■ 


Is  it  luck  or  cleverness  that  makes  a  soft- 
ware entrepreneur  a  success?  Robert  Pem- 
berton  was  blessed  with  both. 

Hitch  your  wagon 
to  the  right 
IBM  model 


By  David  Charlmck 


ROBERT  Pemberton  was  a  soft- 
ware purchasing  manager  for  a 
bank  back  in  the  late  1970s 
when  he  got  an  idea  for  a  software 
company.  After  seeing  the  then-new 
IBM  minicomputer,  the  System  38,  he 
figured  that  other  software  buyers 
would  see  what  he  saw:  a  flexible, 
powerful  computer  that  could  do  the 
chores  of  a  mainframe  at  a  tenth  the 
price.  He  also  figured  that  they 
wouldn't  be  able  to  get  all  the  soft- 
ware they'd  need  from  ibm.  So  he  quit 
his  job  and  started  Software  2000  Inc. 
to  write  that  software.  Last  year  Pem- 
berton's  Hyannis,  Mass.  company 
netted  21%  pretax  on  sales  of  $22 
million.  Pemberton  is  sitting  on  a  ma- 
jority interest  in  a  company  he  values 
"in  the  neighborhood  of  $50  million." 
Pemberton,  48,  is  not  another  cre- 
ative genius  in  the  mold  of  Micro- 
soft's William  Gates  or  Lotus  Devel- 
opment's Mitch  Kapor.  He  does  know 
a  thing  or  two  about  C  and  assembly 
language,  but  the  real  reason  for  his 
success  is  something  more  mundane: 
being  in  the  right  place  at  the  right 
time.  More  specifically,  his  firm's  for- 
tunes were  attached  to  those  of  two 
particular  ibm  models  that  happened 
to  do  well,  the  System  38  and  its  suc- 
cessor, the  AS/400.  Had  Pemberton 


been  producing  programs  for  one  of 
the  many  machines  or  operating  sys- 
tems that  bombed  (even  ibm  has  had 
some  losers),  he'd  probably  have  re- 
turned to  his  old  bank  job,  tail  be- 
tween legs. 

Unlike  most  entrepreneurs,  Pem- 
berton did  not  have  to  mortgage  his 
life  away  and  run  his  credit  cards  to 
their  limits  before  the  money  started 
rolling  in — although  he  did  put  in 
some  very  long,  arduous  hours.  Soft- 
ware 2000  has  been  profitable  ever 
since  its  first  quarter.  "We've  never 
had  to  jump  off  the  precipice  like  oth- 
er startups,"  says  a  relaxed  Pember- 
ton, who  just  launched  his  boat  into 
Nantucket  Sound  for  the  first  sum- 
mer in  nine  years. 

Like  vendors  of  personal  computer 
software.  Software  2000  sells  pack- 
aged solutions  to  common  business 
data  processing  needs.  But  where  a  PC 
spreadsheet  or  database  manager 
might  run  $600  retail.  Software  2000 
will  get  between  $25,000  and 
$125,000  per  installation,  about  a 
third  of  what  the  hardware  costs.  For 
that,  the  typical  user  gets  one  of  the 
following:  general  ledger,  accounts  re- 
ceivable, payroll  or  personnel  man- 
agement software.  The  company  re- 
cently landed  a  multimillion-dollar 
contract  to  supply  British  post  offices 
with  personnel  software. 
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'My  job  is  to  create  an 

information  system  to 

3uild  the  space  station. 

It  could  change  the 

way  we  build 

everything  else." 


"Boeing  Computer  Services  is  devel- 
oping the  Technical  and  Management 
Information  System  NASA  needs  to 
build  the  space  station. 

"TMIS  is  a  new  way  to  manage  com- 
plex systems— a  unified  database 
linking  thousands  of  computers 
around  the  world.  TMIS  removes 
barriers  of  time  and  geography 

"With  accurate,  current  information 


instantly  available  to  all  who  need  it 
manufacturing  precision  will  increas 
dramatically  We'll  build  the  space 
station  in  the  computer,  part  by  part 
to  be  certain  things  go  right  when 
construction  begins  in  space. 

"But  the  benefits  of  TMIS  go  far 
beyond  the  space  station.  New  level 
of  manufacturing  precision,  control 
and  speed  can  lead  to  fundamental 


nprovements  in  design  and  manu- 
lauring  of  all  complex  systems. 
Ve  may  learn  to  build  everything 
•etter— and  to  accomplish  projects 
lat  were  impossible  before  TMIS 
^chnology" 

-Robert  Bumpous 
Manager,  Engineering  Development 
Boeing  Computer  Services 


At  Boeing  we're  sharing  knowledge 
and  integrating  technology  to  create 
high-quality  products  and  services. 
In  computer  services,  electronics, 
aviation  and  aerospace. 


Robert  Pemberton  of  Software  2000  on  the  dock  at  Cotnit  Harbor 
"We've  never  had  to  Jump  off  the  precipice  like  other  startups. 


Michael  Carroll 


Comp/Comm 


Key  to  Software  2O00's  success  (and 
that  of  Gates'  Microsoft)  is  ibm's  will- 
ingness to  enter  symbiotic  relation- 
ships with  programmers,  ibm  is  well 
aware  that  hardware  doesn't  sell  un- 
less the  buyer  is  convinced  there  is 
plenty  of  software  to  run  on  it.  Anoth- 
er lucky  break  for  Pemberton  was 
IBM's  recent  effort  to  compete  with 
Digital  Equipment  Corp.  by  making 
its  product  lines  more  compatible 
with  one  another. 

By  1984  Software  2000  had  in  place 
a  wealth  of  programs  to  run  on  the 
System  38.  Then  came  along  the 
AS/400,  an  extension  of  the  System 
38,  and  Software  2000 's  work  was 
80%  done.  By  the  time  ibm  started 
shipping  the  AS/400,  m  August  1988, 
Software  2000  had  seven  programs 
ready  to  run  on  it. 


The  AS/400  turned  out  to  be  suc- 
cessful beyond  Pemberton 's — perhaps 
even  ibm's — wildest  dreams.  More 
than  50,000  have  been  sold.  Indeed, 
the  Cheshire,  Conn. -based  consulting 
firm  ADM  estimates  that  if  ibm  were 
to  spin  off  the  AS/400  as  a  separate 
company,  it  would  be  bigger  than  Dig- 
ital Equipment. 

Although  IBM  has  targeted  small 
and  medium-size  businesses  with  the 
AS/400,  Software  2000  has  concen- 
trated instead  on  blue-chip  accounts 
at  Coca-Cola,  Shell  Oil,  Georgia-Pa- 
cific and  other  big,  solid  companies. 
Why?  It  correctly  perceived  a  trend 
inside  large  corporations  to  move 
away  from  large  Model  370  main- 
frames in  glass-walled  air-conditioned 
rooms,  toward  easier-to-manage  de- 
partmental machines.  President  Brian 
leffcry  of  International  Technology 
Group,  a  market  research  fiim  in  Los 
Altos,  Calif.,  notes  that  it  takes  only  5 
or  6  computer  specialists  to  keep  an 
AS/400  running,  compared  with  35 


per  mainframe. 

Pemberton  offers  another  reason: 
"Big  users  are  the  point  people  who 
pull  the  market  forward."  In  other 
words,  the  safest  place  to  sell  your 
products  is  the  market  that  ibm  is 
most  afraid  of  offending.  It's  also  the 
most  accustomed  to  breaking  in  new 
technology  and  can  be  the  easiest  to 
support  when  things  go  wrong. 

Software  2000  is  facing  more  com- 
petition. Mainframe  software  compa- 
nies like  Computer  Associates,  Mc- 
Cormack  &.  Dodge,  Pansophic  and  Ar- 
thur Andersen  have  AS/400  software 
for  sale.  At  the  other  end,  J.D.  Ed- 
wards, a  private  ($25  million  reve- 
nues) AS/400  and  System  38  software 
publisher,  is  moving  up  from  its  base 
among  small-company  AS/400  users 
into  Software  2000's  territory. 

"We're  not  kidding  ourselves,"  says 
Pemberton.  "In  18  months  we'll  have 
a  lot  more  company  than  we  do  now." 
Seeing  the  challenge  is  at  least  half 
the  job  of  meeting  it.  ■ 
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rwTouse  Payroll 
One  Step  Behind  Your  Needs! 
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ADP  can  help  bring  it  all  together. 

The  fact  is:  doing  payroll  in-house  isn't  always  the 
most  efficient  or  economical  way  of  processing— 
especially  if  your  system  is  straining  to  keep  up  with 
your  growing  needs. 

That's  where  ADP  can  help.  A  recent  payroll 
cost  study  by  KPMG  Peat  Marwick,  the  nation's 
largest  accounting  and  consulting  firm,  revealed 
that  on  the  average,  most  companies  could  dis- 
place up  to  50%  of  their  in-house  payroll  process- 
ing costs  by  using  an  outside  service  such  as  ADP 

These  displaceable  costs  are  the  "hidden 
costs"  of  maintaining  an  in-house  system.  Costs  you 
may  never  hove  even  considered:  MIS  operations, 
technical  support,  maintenance  and  allotted 
expenses,  software  and  implementation  costs,  and 
perhaps  not  so  surprisingly  tax  rote  changes. 

Every  time  tax  rates  and  rules  change,  or  the 
mandates  of  government  regulations  such  as 
COBRA  and  Section  89  are  amended,  your  in- 
house  payroll  is  forced  to  expend  time  and  man- 
power to  stay  updated.These  are  added  expenses 
you  can  do  away  with  because  ADP  keeps  up-to- 
date  on  all  the  rules  for  you. 

Why  waste  time  and  money  with  an  in-house 
system  that  falls  short  of  your  needs.  Let  ADP  help 
you  bring  it  all  together.  For  more  information,  coll 
tollfreel800125-5237,ext.213. 


e  way  America  gets  paid. 


Science  &  Technology 


Edited  by  Gary  Slutsker 

Around  the  turn  of  the  century,  before 
radio  and  VCRs,  the  player  piano  was  the 
original  home  entertainment  center.  Mi- 
croelectronics has  given  it  new  life. 

The  player  piano 
makes  a  comeback 


IN  A  CRAMPED  rehearsal  studio  at 
the  Manhattan  School  of  Music, 
Chopin's  Revolutionary  Etude 
floats  up  hrom  a  7-foot,  4-inch  Bosen- 
dorfer  grand  and  rises  to  a  crescendo 
dramatically  and  effortlessly.  So  ef- 
fortlessly, in  fact,  that  the  keys  are 
moving  without  the  help  of  a  live 
pianist.  The  performance,  by  Nikita 
Magaloff,  a  Swiss  pianist  popular  on 
the  European  circuit,  was  captured  on 
this  recording  piano  recently  and  is 
being  fed  back  into  its  electronic  guts 
from  a  nearby  ibm  personal  computer. 

No  player  piano  ever  sounded  this 
good.  With  the  ability  to  play  1,024 
different  dynamic  levels  for  every 
note  and  256  distinct  positions  for 
each  pedal  effect,  the  $80,000  Bosen- 
dorfer  se  is  by  far  the  most  sensitive 
automatic  instrument  ever  made.  It  is 
the  latest  m  a  long  line  of  attempts  to 
replicate  piano  performances  faithful- 
ly that  began  with  the  pneumatic 
player  piano  in  the  last  century. 

In  an  age  of  compact  discs,  digital 
audiotape  and  music  synthesizers,  the 
reproducing  piano  is  making  its  big- 
gest comeback  since  the  Great  De- 
pression. Apart  from  Bosendorfer, 
which  is  the  top-of-the-line  Viennese 
pianomaker  owned  by  Kimball  Inter- 
national of  Jaspar,  Ind.,  Japanese  in- 
strument maker  Yamaha  has  brought 
out  an  affordable  reproducing  piano  in 
the  last  year  (under  $10,000).  In  addi- 
tion, QRS  Music  Rolls  of  Buffalo,  N.Y. 
and  PianoDisc,  a  Sacramento,  Calif, 
startup,  have  come  out  with  kits  that 
convert  ordinary  pianos  into  repro- 
ducing instruments. 

Why  buy  an  expensive  player  piano 
when  for  a  lot  less  you  can  listen  to 
excellent  recordings  on  a  compact 
disc  player?  No  matter  how  high  the 
fidelity,      recordings      are      filtered 


Harn  Dd-iRlcr 


UWi7K'  Stahnke  cnul  n'l»ocii4Ci>ig piafio 
Play  it  again.  Jelly  Roll. 

through  microphones,  amplifiers  and 
speakers.  As  for  electronic  keyboards, 
which  have  all  but  demolished  the 
market  for  upright  pianos,  because 
they  play  recordings  of  notes,  it  is 
impossible  for  them  to  recreate  the 
so-called  voice  of  an  acoustic  piano 
created  by  sympathetic  vibrations. 

Until  radio  and  talking  pictures 
rendered  it  an  antique,  the  reproduc- 
ing piano  was  the  original  home  en- 
tertainment center,  and  it  was  found 
in  the  home  of  anyone  who  aspired  to 
be  someone.  "This  was  before  vcrs, 
before  radio,  before  trips  to  the  Baha- 
mas," says  Richard  Smith,  whose  Pi- 
ano Exchange  in  Glen  Cove,  N.Y.  re- 
stores the  antiques.  "You  could  take 
lessons,  decorate  your  house,  enter- 
tain guests  and  portray  yourself  as  a 
devotee  of  culture." 

Unlike  the  player  piano,  which  had 
a  mechanical  sound  and  uniform  dy- 
namics, reproducing  pianos  could 
mimic  a  performer's  expression  by 
playing  loud  and  soft  notes.  Devel- 
oped in  1905  by  a  German  inventor. 


Edwin  Welte,  the  reproducing  piano 
reached  its  heyday  in  the  1920s. 

All  the  great  performers  of  the  day — 
names  like  Busoni,  Gershwin,  Lhe- 
vinne,  Scriabin  and  Rachmaninoff — 
cut  perforated  paper  rolls  on  reproduc- 
ing pianos;  for  many  of  them,  these 
rolls  remain  the  only  record  of  their 
performances.  The  most  advanced  sys- 
tem, made  by  Ampico,  could  record 
120  distinct  dynamic  levels,  although 
the  pneumatic  playback  machine  was 
not  nearly  that  sensitive. 

With  the  advent  of  radio  and  talk- 
ies, reproducing  pianos  virtually  dis- 
appeared overnight.  As  long  as  record- 
ing technology  kept  improving,  there 
seemed  little  reason  to  revive  the 
idea.  That  is,  until  a  Los  Angeles  engi- 
neer named  Wayne  Stahnke  came 
along.  Stahnke  is  the  inventor  of  the 
Bosendorfer  se  and  of  an  inexpensive 
play-only  unit  sold  by  qrs. 

An  erstwhile  pianist,  Stahnke  be- 
came fascinated  with  the  idea  of  im- 
proving reproducing  pianos  back  in 
the  early  1970s.  "Records  carried  with 
them  the  emotional  reality  of  the  per- 
formance, but  the  sound  was  not 
right,"  he  says.  "On  the  other  hand, 
reproducing  pianos  had  a  tremendous 
sense  of  presence,  but  their  musical- 
ity  was  not  right." 

Over  the  last  15  years  Stahnke  pur- 
sued his  perfect  reproducing  piano 
with  an  obsessive  passion.  He  came 
up  with  the  first  optical  sensing  de- 
vice to  measure  the  velocity  with 
which  the  hammer  strikes  the  strings, 
and  settled  on  1,024  different  levels  of 
dynamics,  from  pianissimo  to  fortissi- 
mo. He  built  from  scratch  a  sensitive 
solenoid,  or  switch,  used  to  drive  the 
hammer.  He  expanded  the  number  of 
pedal  positions  from  2 — on  or  off — to 
256.  And  he  controlled  the  electronics 
in  the  piano  with  software  that  per- 
mitted editing  as  well  as  remote  con- 
trol playback.  Stahnke  holds  patents 
on  the  key  innovations. 

Now  Stahnke  is  turning  his  atten- 
tion to  producing  software.  He  recent- 
ly demonstrated  a  program  capable  of 
translating  the  old  Ampico  rolls  into  a 
format  playable  on  the  Bosendorfer. 
That  could  be  a  boost  for  record  com- 
panies interested  in  rc-releasing  new 
recordings  of  old  piano  rolls.  Several 
labels  have  recently  brought  out  com- 
pact discs  of  old  piano  rolls.  Biograph 
Records,  for  example,  has  a  dozen  cds 
of  rolls  cut  by  George  Gershwin,  Scott 
Joplin  and  Jelly  Roll  Morton.  And  the 
West  German  Intcrcord  label  has  a  cd 
of  original  Wcltc-Mignon  rolls  cut  by 
Grieg,  Scriabin  and  Richard  Strauss. 

All  in  all,  an  impressive  repeat  per- 
formance for  an  old  product  with  new 
microelectronic  insides. — G.S. 
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Sometimes  what  you  wear  to  work 
makes  all  the  difference 


At  1,500  degrees  Fahrenheit,  dressing 
for  success  is  no  cliche.  It's  a  matter  of 
life  and  death. 

Which  is  why  Du  Pont  engineers 
worked  to  create  Nomex®  and  Kevlar® 


fire  resistant  fibers.  The  remarkable 
performance  of  these  fibers  has  made 
them  the  standard  for  state-of-the-art 
firefighting  clothing  all  over  the  world. 

And  everyday,  they  not  only  save  the 
lives  of  thousands  of  firefighters  rushing 


into  fires,  but  those  they  carry  out  as 
well. 

At  DuPont,  we  make  the  things  that 
make  a  difference. 


Better  things  for  better  living. 


(MRD 
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Careers 


Days  Inns  learned  early  on  what  other 
companies  will  have  to  realize:  To  survive 
in  the  age  of  labor  shortage,  ifs  necessary 
to  tap  the  pool  ofover-65s. 

Cultivating 
the  gray 


By  Dyan  Machan 


OVER  THE  NEXT  DECADE,  nCW 
jobs  in  the  U.S.  will  surpass 
additions  to  the  labor  force  by 
at  least  2  million.  But  that  doesn't 
necessarily  mean  there  will  be  a  labor 
shortage.  It  just  means  companies 
will  have  to  relax  their  notions  of  how 
old  workers  can  be.  Farsighted  compa- 
nies like  Grumman,  Digital  Equip- 
ment, Cigna  and  Hewlett-Packard  are 


already  figuring  out  ways  to  hire  older 
folk,  often  bringing  back  their  own 
retirees. 

How  do  older  workers  do  on  the 
job?  What  are  the  special  challenges 
involved  in  managing  them?  To  find 
out,  Forbes  spent  a  day  with  Luci 
Lindsey,  Days  Inns'  manager  of  re- 
cruiting and  employment,  who  staffs 
the  headquarters'  reservations  center. 
We  chose  Days  Inns,  the  nation's 
fourth-largest    hotel    chain,    because 


under  President  Michael  Leven  it  has 
been  particularly  successful  at  re- 
cruiting and  keeping  workers  over  age 
65.  Today  older  workers  compose 
25%  of  its  650-person  reservation 
sales  staff.  Starting  pay:  $4.50  an  hour. 
Annual  turnover  for  this  group  is  less 
than  2%,  versus  70%  for  the  younger 
employees.  (Those  who  work  are 
healthy,  and  when  they  do  get  sick, 
they  return  promptly  to  work.)  The 
reduction  in  turnover  brought  down 
the  center's  recruitment  and  training 
costs  by  40% . 

Days  Inns'  Lindsey,  39,  is  a  former 
Disneyland  tour  guide  who  started  at 
Days  six  years  ago  as  a  secretary.  On 
the  morning  Forbes  arrives,  she's 
winding  through  the  halls  of  the  At- 
lanta headquarters  building  when 
she's  snagged  by  Herby  Slack,  69,  a 
reservation  sales  agent.  Lindsey  asks 
him  how  he's  doing  and  he  answers 
fine,  then  meanders  off  into  a  lengthy 
story  about  when  he  was  selling 
equipment  for  Pitney  Bowes.  Lindsey 
smiles  politely,  her  Disney  training 
serving  her  well.  Listening  to  what 
she  calls  her  "seniors"  is  as  much  a 
part  of  her  work  as  reading  resumes. 

One  common  myth  involved  in 
managing  older  people  is  the  belief 
that  they  are  no  longer  interested  in 
advancement  on  the  job.  "No  one's 
aiming  to  be  president,"  says  Lindsey, 
"but  all  are  interested  in  a  career  track 
and  in  systematic  moves  upward  for 
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The  check  really  is  in  the  mail. 


Very  few  things  in  life  are  more  frustrating  than  waiting  around  for 
money  that  someone  owes  you. 

Particularly  if  that  someone  is  an  insurance  company 

Unfortunately,  it's  by  no  means  unusual  to  wait  months  on  end  for 
an  insurance  company  to  pay  up. 

At  Aetna,  we  think  that's  unconscionable. 

So  at  our  Employee  Benefits  Division,we've  reduced  the  entire 
health  insurance  claims  process  to  a  mere  nine  days.  Despite  the  fact 
that  we  receive  nearly  a  quarter-million  claims  a  day 

Of  course,  you  don't  get  results  like  this  by  waving  a  wand.  At  Aetna, 
it  takes  a  national  on-line  claims  network,  three  mainframe  computers, 
32  automatic  collating  machines,  five  Zip  Code  pre-sorters,and  225 
dedicated  people  dedicated  solely  to  getting  those  checks  in  the  mail. 

Still,  we  find  the  extra  effort  pays.  We  like  to  think  that  such  un- 
usual promptness  is  why  so  many  companies  are  so 
quick  to  employ  us  for  their  employee  benefit  programs. 

And  why  they're  so  slow  to  leave  us. 

AETNA.  WE  GIVE  NEW  MEANING  TO  THE  WORD  DILIGENT 


/Etna 


good  performance." 

Lindsay's  first  appointment  is 
with  Dan  Young,  11,  who  once 
worked  for  Eureka  Vacuum  Co. 
and  has  just  been  promoted  to  a 
supervisory  position  on  the  reser- 
vation floor.  Young  is  proud  of  his 
work  and  of  his  new  promotion, 
but  he  appears  troubled  with  some- 
thing today.  He  explains  how  the 
new  hours  have  been  eating  into 
his  time  for  his  hobby,  which  is 
cutting  precious  stones. 

"I'm  caught  between  the  devil 
and  the  deep,"  he  tells  Lindsey.  "I 
love  my  job,  but  when  I  get  home 
the  day's  gone." 

Lindsey  listens  intently,  her 
brow  wrinkling  with  concern.  She 
suggests  to  Young  that  he  can  have 
both  the  promotion  and  more  time 
for  his  hobby  if  he  can  arrange  to 
split  his  shift — and  his  salary — 
with  someone  else. 

The  interview  with  Young  rein- 
forces a  point.  Scheduling  is  much 
more  complicated  with  senior  citi- 
zens. Many  want  to  work  only  a 
few  hours  a  week:  Under  the  coun- 
try's silly  Social  Security  system 
rules,  if  a  senior  citizen's  earnings 
are  large  enough,  his  monthly 
benefits  are  reduced.  However, 
most  seniors  work  not  for  the  mon- 
ey but  to  feel  useful,  keep  busy 
and,  perhaps  most  important,  for 
the  social  aspect  of  the  job. 

Next  into  Lindsey's  office  is  Har- 
lon  Kitchens,  63,  dropping  by  to 
suggest  that  Lindsey  plan  a  picnic  to 
replace  the  dinner  dance  they  held  a 
few  months  ago.  Lindsey  spends  sev- 
eral days  a  year  planning  such  social 
events.  The  company  also  holds 
weekly  meetings — modeled  after  the 
Japanese  quality  circles — in  which 
employees  hash  out  what's  bugging 
them  and  how  to  improve  service. 

The  older  workers  are  by  no  means 
kept  segregated.  Today  the  seniors 
mix  with  their  younger  colleagues  in 
a  training  session,  where  an  in-house 
instructor  will  attempt  to  help  this 
group  adjust  to  the  company's  newly 
installed  incentive  program.  It  has 
been  designed  to  reward  those  who 
talk  less  and  make  more  reservations. 
Lindsey  notes  that  this  group  likes  to 
chat  with  the  customers.  One  super- 
visor recalls  overhearing  an  elderly 
reservation  agent  talking  about  a  cal- 
ler's upcoming  wedding.  After  he  got 
through  discussing  the  menu,  the 
church  service  and  what  the  brides- 
maids were  wearing,  the  agent  did  get 
around  to  bringing  up  the  hotel.  But  it 
took  him  seven  minutes  to  get  the 
reservation,  while  the  average  "talk 
time"  is  supposed  to  be  about  three. 


Sales  agetit  at  work 

More  commitment,  more  productivity. 


Unciscy  with  resetiation  u^ca 
Knowing  hotv  to  listen. 


At  the  meeting  where  the  new  com- 
pensation scheme  is  being  discussed, 
Maurice  Wasserman,  75,  a  retired  gar- 
ment salesman,  speaks  up.  "Many  of 
us  have  been  selling  all  our  lives  and 
we're  set  in  the  way  we  do  things,"  he 
says.  "You  want  us  to  change,  but  we 
were  taught  to  talk  to  people  like  we 
want  them  to  talk  to  us.  I  don't  want 
to  risk  insulting  people."  Then  anoth- 
er retiree  suggests  changing  the  incen- 
tive system.  All  the  while,  the  youn- 
ger employees  sit  mutely  as  the 
group's  instructor  tries  to  wrest  back 
control  and  finish  the  material  she 
sought  to  cover. 

After  the  meeting,  Wasserman  bull- 
dozes over  to  Lindsey's  office.  He  sits 
down  with  arms  folded  and  an- 
nounces that  he's  not  going  to  play 
ball  with  the  new  incentive  package. 
"You  can't  teach  an  old  dog  new 
tricks,"  he  says  defiantly. 

Here  again,  the  intelligent  manager 
of  people  looks  for  flexibility.  Richard 
Smith,  Days  Inns'  senior  vice  presi- 
dent of  human  resources,  happens  to 
be  speaking  with  Lindsey  when  Was- 
serman barges  in.  Smith  suggests  that 
he  might  be  able  to  change  the  incen- 


tive program's  formula  to  accom- 
modate the  old  folks'  more  loqua- 
cious style.  Sometimes,  Smith 
says,  efficiency  must  give  way  to 
human  relations. 

Another  example  of  Days  Inns' 
flexibility:  One  75-year-old  em- 
ployee, Harold  Blum,  is  permitted 
to  work  out  of  his  home  in  Atlanta. 
He  is  also  the  company's  most  pro- 
ductive telemarketer  in  group 
sales,  responsible  for  $3.5  million 
in  revenue  last  year. 

As  a  rule,  retired  workers  do  not 
turn  to  the  "Help  Wanted"  adver- 
tisements. So,  to  recruit  these 
workers.  Days  Inns  hosted  senior 
citizen  job  fairs  in  64  cities  on  May 
6  to  help  its  858  hotels  find  new 
recruits.  That  way  the  senior  citi- 
zens could  come  with  their  friends 
and  meet  hotel  representatives  and 
those  from  other  companies,  too. 

Days  Inns  is  also  experimenting 
with  hiring  homeless  people,  al- 
though Lindsey  is  the  first  to  admit 
that  this  is  closer  to  charity  work. 
In  this  program,  the  homeless  are 
put  up  at  nearby  hotels  (but  not  a 
Days  Inns  hotel);  $5  a  night  is  de- 
ducted in  wages  for  lodging,  with 
Days  Inns  picking  up  the  rest. 
"We  found  out,"  says  Lindsey, 
that  there  are  two  kinds  of  home- 
less: the  ones  who  are  victims  of 
bad  breaks,  and  the  street  people." 
The  latter,  she  says,  is  a  group 
whom  all  the  charity  in  the  world 
won't  help.  Lindsey  remembers 
one  woman,  an  "actress"  who  carried 
around  a  portfolio  of  her  1950  pictures 
with  Lucille  Ball,  and  who  worked 
four  days  before  she  was  picked  up  by 
the  police  for  drunk  driving.  A  hus- 
band and  wife  team  turned  out  to  be 
child  abusers.  And  so  it  goes.  More 
circumspect  when  screening  its  po- 
tential hires,  Days  Inns  now  targets 
women  with  children,  taking  only 
those  who  have  been  recommended 
by  a  local  shelter. 

By  the  end  of  her  day,  Lindsey  had 
counseled  a  newly  widowed  elderly 
woman  who  was  feeling  over- 
whelmed in  a  new  job,  offered  to  as- 
sist a  wheelchair-bound  man  who  was 
feeling  bored  with  his  work,  and  inter- 
viewed a  college-educated  homeless 
woman  who  was  overqualified  for  the 
jobs  Lindsey  could  offer.  By  the  end  of 
the  day  she  was  still  smiling  but 
spoke  candidly  of  what  she  considers 
her  own  management  limitation. 
"You  know,  I  think  with  my  heart. 
But  if  everyone  did  aroimd  here,  we 
would  go  broke." 

True,  but  better  some  heart  than 
none.  More  profitable,  too,  judging 
from  the  Days  Inns  experience.  ■ 
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Some  of  the  toughest 
customers  in  the  air  only 
fly  Lufthansa. 

Seeing  to  it  that  a  shark  has  a  comfortable  flight  is  no 
mean  feat.  They  need  custom-made  tanks,  a  special 
breathing  apparatus  and  their  own  flight  attendant. 

Fortunately,  at  Lufthansa,  we  don't  scare  easily.  In  fact, 
we  specialize  in  demanding  customers.  Because 
whether  they're  sharks  in  cargo  or  bankers  in  Busi- 
ness Class,  our  passengers  are  international  travelers. 
For  them,  a  comfortable  environment  and  excellent 
service  are  musts,  not  extras. 

And  that  means  that  no  matter  how  tough  a  customer 
you  are.  it's  pretty  certain  that  we  can  make  you  a 
satisfied  one. 

People  expect  the  world  off  us^ 

^>^    X  6^  Lufthansa 
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German  Airlines 
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Lufthansa  is  a  participant  in  the  mileage  programs  of  United,  Delta, 
USAir  and  Continental  Eastern.  See  your  Travel  Agent  for  details. 


Personal  Affairs 


By  Neal  Santelmann 


Edited  by  William  G.  Flanagan 


Here's  how  to  drive  a  Corvette,  a  Porsche,  a 
Ferrari,  or  even  a  Rolls-Royce  without  any 
of  the  hassles  of  owning  one. 

$650  a  day, 
75  cents  per  mile 


Tl  here's  something  deliciously 
sinful  about  tooling  along  Los 
Angeles'  freeways  in  a  hot  Fer- 
rari 328GTS  convertible.  Or  cruising 
around  Florida  in  a  glistening  white 
1955  T-Bird  with  the  top  down  and 
the  music  up.  But  there  are  disincen- 
tives, too,  starting  with  price:  The 
Ferrari  328GTS,  for  example,  sells  at 
around  $150,000,  before  taxes,  insur- 
ance and  so  on. 

Happily,  however,  one  needn't  own 
to  enjoy.  Across  the  nation — although 
primarily  in  the  sunny  locales — local 
and  national  car-rental  firms  are  offer- 
ing customers  exotic  cars,  everything 
from  BMWs  to  Rolls-Royces  to  Ferraris 
to  vintage  American  cars  from  the 
1950s  and  1960s. 

Corky  Rice,  co-owner  of  Budget 
Rent  A  Car  of  Beverly  Hills,  one  of  the 
country's  largest  outlets  for  exotic 
cars,  reports  that  much  of  his  business 
comes  from  movie  studios.  Beyond 
them,  the  customers  fall  into  three 
categories:  the  renters  out  for  a  one- 


Where  to  rent 

Here  are  some  local  and  national  rental  firms  that  carry      especially  if  you  don't  reserve  ahead.  Note:  Letters 
exotic  cars.  Remember,  availability  depends  heavily  on      denote  cars  available.  At  least  one  model  type  in  each 
supply  and  season,  so  be  prepared  to  be  disappointed,      lettered  category  can  be  rented  at  the  following  outlets. 

Atlanta 

Budget  Rent  A  Car                                      (404)  530-3000 

B,  C 

LEGEND 

Baltimore 

Budget  Rent  A  Car                                    (8001577  0700 

B,  C,E 

Boston 

Exoticar                                                       (617)242-1022 
Budget  Rent  A  Car                                      (800)  527-0700 

B,  C 
B,  C,  E 

A  Volvo, 
Saab, 

Alfa  Romeo, 
Audi 

B  Corvette, 
Mercedes, 
Porsche 

C  Jaguar, 
BMW 

D  Rolls-Royce, 
Ferrari, 
Lamborghini 

E  Mustang 
convertible, 
Toyota  Supra 

F  1950s  and  1960s 
domestic 
convertibles 

Chicago 

Atlantic  Luxury  Rentals                             (3121  678-4477 
Budget  Rent  A  Car                                      (312)  686-6800 

B,  C 
E 

Florida  locations 
Miami 

National                                                       (800)  227-7368 
Autoexotica                                                 (305 )  8  7 1  -3686 
Avon  Rcnt-A-Car                                        (800)  822-2866 
Budget  Rent  A  Car                                      (305)871-3053 

F 
B,  CD 
B,  C,  D 
B,  C,E 

Hawaii 
Maui 
Waikiki 

Budget  Rent  A  Car                                      (808)  836- 1 700 
Sunshine  Rent  A  Car                                  (800)  367  2977 
Nifty  50s/60s                                               (808)  92>5060 

B,  C,  E 

B,  CD 

F 

Indianapolis 

Budget  Rent  A  Car                                      (317)248-1100 

E 

Las  Vegas 

RentAVette                                                (800)372-1981 
Avon  Rent  A-Car                                        (702)  736-8889 

B,  E 
B,  C  D,  E 

Los  Angeles 

Budget  Rent  A  Car                                      (800)  527-0700 
Showcase  Rental  Cars                                (800)  421-6808 
Avon  Rent  A-Car                                        (800)  822-2866 
National  Car  Rental                                   (800)  227-7368 

A,  B,  C  D,  E 

A 

B,CD,E 

F 

New  Orleans 

Budget  Rent  A  Car                                      (504)  467-2277 

B,E 

New  York  area 

Roaring  Roadsters                                       (201)569-5880 
Dollar  Rent  A  Car                                       (800)  42 1  -6868 

B,CD 
B 

Phoenix 

RentAVette                                               (602)265-3315 
Budget  Rent  A  Car                                      (602)  23 1  -0088 

B,  C 
A,  B,  C,  D 

San  Diego 

RentAVette                                               (800)372-1981 
Avon  Rent-A-Car                                        (619)291-7368 

B,  E 
B,  C,  D,  E 

San  Francisco 

Avon  Rent-A-Car                                        (415)583-2780 
Autoexotica                                                 (415)885-1100 
National                                                       (800)  227-7368 
Showcase  Rental  Cars                                (800)  421-6808 

B,  E 

B.C 

F 

A 

Seattle 

Luxury  Car  Rentals                                     (206)  622-4364 
Best  Rent-A-Car                                          (206)  784-2378 

B.C 
A,  B,  C 

Washington,  D.C. 

Budget  Rent  A  Car                                      (202)  920-3360 
Fancy  Flivvers                                             (703)  836-31 1 1 

B,C,E 
B,C 
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time  thrill  or  those  who  need  some- 
thing flashy  for  a  special  occasion;  the 
business  traveler  who  drives  a  fancy 
car  at  home  and  doesn't  want  to 
downgrade  while  he's  out  of  town; 
and  the  "try  before  you  buy"  renter 
who's  in  the  market  for  a  sports  car 
but  wants  more  than  a  10-minute 
demonstration  drive  to  get  a  car's  feel. 

Jakki  Koffler,  39,  a  real  estate  devel- 
oper out  of  Dana  Point,  Calif.,  is  a  try- 
before-you-buy  type.  Having  nar- 
rowed down  her  choice  of  a  new  con- 
vertible to  a  Corvette,  Mercedes  or 
Jaguar,  Koffler  decided  to  rent  one  of 
each  from  a  Budget  outlet  in  Newport 
Beach.  Cost  for  each:  around  $1,200  a 
week,  excluding  mileage.  "I  don't 
want  to  go  out  and  spend  $40,000  to 
$60,000  on  something  before  I've 
tried  it,"  she  says. 

Depending  on  the  rental  outlet  and 
the  location,  selection  can  vary.  Be- 
sides many  Mustang  5 -liter  convert- 
ibles. Budget  rents  only  one  exotic  in 
all  of  Chicago — the  Heritage  Legacy,  a 
replica  of  the  1934  Mercedes  500K.  By 
contrast.  Budget's  Beverly  Hills  fran- 
chise has  650  exotics  throughout  its 
Los  Angeles  network.  These  range 
from  BMW  325  hardtops  ($90/day)  to 
Ferrari  Testarosas  ($l,000/day).  The 
latter  are  difficult  to  rent — they're  fre- 
quently used  by  the  film  studios  and 
require  a  written  binder  from  insur- 
ance companies. 

Atlantic  Luxury  Rentals,  which 
serves  the  Chicago  area,  has  Mercedes 
($140/day),  Porsches,  Corvettes  and 
Jaguars  ($130/day).  San  Francisco- 
based  Autoexotica,  which  also  has  of- 
fices in  Scottsdale,  Miami,  Fort  Lau- 
derdale and  Palm  Beach,  even  has  the 
Ferrari  328GTS  for  $650  a  day,  plus  75 
cents  per  mile.  (Autoexotica's  San 
Francisco  office  once  rented  the  Lam- 
borghini Countachc;  but  with  the  ci- 
ty's hills,  the  company  was  replacing 
clutches  every  3,000  miles.) 

You  can  even  rent  a  Lamborghini  if 
you  are  very  lucky.  For  example, 
.Avon  Rent-A-Car  (no  relation  to  the 
'cosmetics  products  company),  which 
has  outlets  in  California,  Nevada  and 
Florida,  rents  the  Lamborghini  Coim- 
tache  for  $800  a  day  but  tacks  on  $2  a 
mile.  (Currently,  however,  it's  on  a 
monthlong  lease.) 

The  requirements  for  renting  high- 
end  cars  are,  as  you  would  expect, 
stringent.  Most  outlets  don't  offer  col- 
lision damage  waivers  but  instead 
rely  on  the  renter's  auto  insurance  to 
cover  any  damages.  Required  credit 
card  deposits  of  $5,000  are  typical. 
Some  rental  firms  will  even  do  em- 
ployment checks,  and  Dollar  Rent  A 
Car  won't  rent  its  Mercedes  in  New 
York  City  to  anyone  under  30. 


Budget  Rent  A  Car  outlet  in  Beverly  Hills,  Calif. 

The  requirements/or  renting  high-end  cars  are  stringent. 


John  Li\'ze\' 


Demand  often  outstrips  supply,  and 
the  time  of  year  you  rent  has  a  lot  to 
do  with  availability.  The  summer 
months  are  the  busiest.  And  don't 
even  think  of  getting  a  Rolls  in  Los 
Angeles  on  the  evening  of  the  Oscars 
or  major  premieres.  If  your  schedule 
permits,  try  to  make  reservations  two 
weeks  in  advance. 

High  mileage  charges  are  the  norm, 
with  few  or  no  miles  free.  Yet  some 
companies  work  out  rate  deals  if  you 
anticipate  high  mileage  or  rent  for  a 
week  or  more.  Delivery  of  the  car  to 
airport  or  hotel  is  often  free. 

Demand  for  special  cars  is  so  high 
that  many  outlets  don't  have  to  adver- 
tise much,  which  could  make  finding 


a  rental  firm  a  chore  (but  see  table 
opposite).  One  suggestion  is  to  call 
the  concierge  or  travel  desk  at  your 
hotel  before  arrival.  They  often  know 
of  rental  firms  that  offer  exotics,  and 
can  arrange  for  convenient  delivery. 

If  you'd  like  to  rent  a  classic  Detroit 
convertible.  National  Car  Rental  of- 
fers members  of  its  frequent-renters 
club  a  chance  to  rent  such  classics  as  a 
turquoise-and-white  1956  Belair  and  a 
white  1955  T-Bird.  Cost:  $60  a  year  to 
become  an  Emerald  Club  member, 
and  $50  a  day  to  rent  the  car,  plus  30 
cents  a  mile.  These  American  classics 
are  available  only  in  Los  Angeles  and 
selected  Florida  cities. 
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We  Decided  Not  To  Buil 


Well,  almost. 

Technically,  the  Mazda  323  Protege 
lx  is  a  small  car.  but  get  inside  it,  and 
you  get  a  totally  different  feel.  you  get 
the  feel  of  a  significantly  larger  car. 

How  DID  WE  DO  IT?  WeLL,  OF  COURSE  WE 


GAVE  IT  A  BIGGER  ENGINE  THAN  YOUD  EXPE 
IN  A  SMALL  CAR,  WITH  16  VALVES  AND  125 

HORSES.  And  we  added  fully  independei 

SUSPENSION  and  4'WHEEL  DISC  BRAKES. 

But  THE  new  Mazda  Protege  has  soj 
THING  else.  Something  we  call  "Kanse 


:te^. 


I:         )uci  NO  The  Mazda  Protec 


Y  More  Small  Cars. 


,   WHICH  IS  ENGINEERING  BASED 
FEELINGS.  It  enabled  US  TO  BUILD 
CAR  THAT  FEELS  DECEPTIVELY  LARGER. 

,  COME  TES'U||V£  THE  NEW  MaZDA 
GE.  OdD^^Htou'lL  WIND  UP  WITH 
/HOLE  NEW  FEELING  ABOUT  SMALL  CARS. 


If  you're  FEELING  CURIOUS  ABOUT  THE 

Protege,  call  this  toll-free  number  for 
MORE  information:  800-424-0202. 


It  Just  Feels  Right; 


©»e9Msiid.i 


Collectors 


"He  does  smile  his  face  into  more  lynes,  then  is 
in  the  new  Mappe,"  says  Maria  in  "Twelfth 
Night. "  Dr.  Seymour  Schwartz  owns  an  original 
print  of  that  map. 

Caught  mapping 


By  Christie  Brown 


DR.  Seymour  Schwartz  is  to  the 
medical  world  what  Paul  Samuel- 
son  is  to  economics.  Chairman  of  the 
department  of  surgery  at  Strong  Me- 
morial Hospital  in  Rochester,  N.Y., 
Schwartz  in  1969  wrote  what's  be- 
come the  standard  surgical  text  for 
medical  students  around  the  world. 
Principles  of  Suif^ery  is  now  in  its  fifth 
edition,  with  around  100,000  copies 
per  edition  sold.  Current  price:  $99. 

A  few  years  before  publishing  his 
textbook,  Schwartz,  now  61,  had 
picked  up  a  book  on  the  history  of 
cartography.  He  became  hooked  on 
the  subject  and  started  buying  a  few 
old  maps  from  dealers — and  a  lot 
more  when  the  royalties  from  Princi- 
ples of  Surgery  and  three  subsequent 
textbooks  began  rollmg  in.  Over  the 
years,  the  royalties  have  funded  his 
extensive  collection  of  over  300  maps 
of  America  prior  to  1800. 

For  Schwartz,  maps  are  a  fascinat- 
ing merger  of  history  and  art.  For  ex- 
ample, he  owns  a  rare  map  drawn  by 
hand  by  George  Washington.  Tramed 
as  a  surveyor,  Washington,  then  21, 
was  sent  in  1753  by  the  governor  of 
Virginia  to  confront  the  French  near 
Lake  Erie.  He  returned  with  a  delicate 
drawing  of  the  Ohio  River  valley, 
complete  with  suggestions  for  build- 
ing a  fort  at  the  juncture  of  the  Alle- 
gheny and  Monongahela  rivers.  A 
good  choice:  the  English  later  estab- 
lished Fort  Pitt  at  the  site;  today  it  is 
Pittsburgh. 

Even  that  extremely  rare  map  is 
worth  only  an  estimated  $16,500. 
Much  to  the  bafflement  of  dealers, 
most  old  maps  do  not  enjoy  wide  col- 
lector interest. 

There  are  only  about  two  dozen  se- 
rious private  collectors  in  the  U.S. 
who  compete  for  the  best  works.  As  a 
result,  there  has  been  appreciation  in 
the  value  of  old  maps  but  at  nowhere 
near   the   spectacular  rates   seen   in 
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most  art  and  antiques.  One  of 
Schwartz'  first  buys,  for  example,  was 
a  1626  map  of  Virginia,  which  he 
bought  for  $50  in  1965.  It  is  now 
worth  about  $1,600.  To  this  day, 
Schwartz  has  never  spent  over 
$50,000  on  a  map. 
The  maps  most  prized  by  collectors 


were  purely  decorative.  Eventually  he 
concentrated  on  maps  of  North  Amer- 
ica. In  1972  he  acquired  one  of  the 
first  printed  maps  of  the  world  to 
show  North  America,  made  in  1508 
by  German  cartographer  Joharmes 
Ruysch.  Drawn  only  16  years  after 
Columbus  first  set  foot  in  the  New 
World,  it  shows  Newfoundland  at- 
tached to  China.  Schwartz  spent 
$7,000  for  it;  today  it  would  fetch 
about  $40,000. 

Almost  a  century  after  Ruysch 
drew  that  map,  mapmakers  still  had 
no  clear  notion  of  what  the  world 
really  looked  like.  For  example, 
Schwartz  has  a  map  by  the  brilliant 
English  mathematician  Edward 
Wright,  dated  1600;  this  map  is  the 
first  English  map  based  on  Mercator 
projection.  Yet  most  of  the  North 
American  continent  is  missing. 
Nonetheless,  what  is  now  commonly 
known  as  the  "Wright-Molyneux 
Map"  (Molyneux  was  an  English 
globemaker)  was  highly  prized  among 
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Dr  SeyDiour  Sclmm  iz  in  bus  KiKlx'Sler.  ,\  >    Ithraiy 

At  right,  hand-drawn  map  by  George  Washington. 


PhcKos  t>\  Bob  Mahont^ 


arc  those  of  the  world  and  North 
America,  dating  from  about  1500  to 
1800 — the  golden  era  of  global  explo- 
ration. Only  a  handful  of  original, 
hand-drawn  maps  survive  from  that 
era  And  not  many  copies  of  printed 
maps  (in  the  form  of  woodcuts  or  cop- 
per engravings)  survive,  either.  They 
were  generally  produced  in  lots  of  up 
to  500.  In  many  cases,  there  are  now 
fewer  than  50  copies  of  any  map  made 
before  1800. 

Still,  with  relatively  few  collectors, 
"you  can  be  an  important  player  for 
35,000  to  $10,000,"  says  Kenneth  Ne- 
benzahl,  a  prominent  map  dealer  in 
Chicago. 

C>riginally,  Schwartz'  collection 
was  unfocused  and  many  of  the  maps 


navigators  at  the  time.  Shakespeare 
even  referred  to  it  in  Act  UI,  Scene  2 
of  Twelfth  Night  when  Maria  says  of 
Malvolio:  "He  does  smile  his  face 
into  more  lynes,  then  is  in  the  new 
Mappe." 

Not  surprisingly,  Schwartz  became 
so  involved  in  his  collection  he  decid- 
ed to  write  a  book  relating  the  maps 
he  was  collecting  to  historical  events. 
Together  with  Ralph  Ehrenberg,  of 
the  map  division  at  the  Library  of 
Congress,  he  published  Tlx  Mapping  of 
America  (Abrams,  $60)  in  1980.  The 
book  does  not  earn  Schwartz  the  roy- 
alties that  Principles  of  Surgery  does, 
but  it,  too,  has  become  one  of  the 
main  reference  works  in  its  field. 
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AAflHY  FORMER  MARRIOTT  GUESTS 
:OME  SCRATCHING  M  OUR  DOOR. 


For  the  price  of  their  room, 

you  can  get  your  paws 

on  all  this. 

You  don't  have  to  be  a  fat 
cat  to  enjoy  The  Suite  Life®  An 
Embassy  Suites®  hotel  welcomes 
you  to  a  world  of  extras  you 
don't  pay  extra  for. 
Room  for  enjoyment . . .  instead 
of  room  for  improvement. 

There's  a  difference  be- 
tween a  hotel  room  and  a  hotel 
with  room.  Your  Embassy  Suite 
gives  you  a  spacious  living 
room  along  with  your  private 
bedroom ...  for  all  the  same 
reasons  you  don't  have  just 
one  room  at  home. 

Plus  there's  a  conve- 
nient wet  bar  with  refriger- 
ator, and  every  suite  comes 
with  two  color  televisions 


and  two  phones  for  your  comfort. 
And  there's  more . . . 
Food  for  free . . . 
instead  of  food  for  thought. 
You'll  wake  up  to  more 
than  the  alarm  at  an  Embassy 
Suites  hotel . . .  like  a  delicious 
free  breakfast,  cooked  from 
scratch  to  vour  order,  and 
served  in  the  cozy  greenery  of 
our  atrium.  And  more . . . 

On  the  house . . .  instead 
of  on  the  bill. 


Every  evening  you'll  be  invited 
to  unwind  with  your  favorite 
beverage  at  our  free  Manager's 
Reception  ^  hosted  for  two 
relaxing  hours  in  the  friendly 
atmosphere  our  open  atrium 
offers.  And  more . . . 
Can't  wait  to  get  back . . .  instead 
of  can't  wait  to  get  packed. 
No  wonder  over  90  percent 
of  the  travelers  who  come  to  our 
door  plan  to  come  back  on 
another  trip.  They're  smart  busi- 
ness people  who  figure  getting 
more  without  paying  more 
makes  both  dollars  and  sense. 
And  that's  a  value  worth  getting 
your  paws  on. 

+  Subject  to  state  and  local  laws. 


EMBASSY 
SUITES 

^H  O  T  E  L  S^ 


1-800-EMBASSY  , 

In  Canada:  1-800-458-5848        ) 
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Marketing 


Edited  bv  Joshua  Levine 


For  years,  Club  Med  bos  pushed  itself  as  the 
ultimate,  sun-soaked  singles  bar.  Can  it 
now  adopt  a  family  image? 

"I  am  sorry, 
we  have  changed" 


A" 


FICIONADOS     OF      ClUB     Med's 

dreamily  sensual  television 
commercials,  featuring  leggy 
beauties  in  swimsuits,  are  in  for  a 
disappointing  surprise  this  month. 
Nary  a  navel  in  sight  in  the  new  com- 
mercials. Instead,  the  latest  campaign 
vk'ill  show  lots  of  just-plain-folks  do- 
ing just-plain-stuff:  a  middle-aged 
gourmand  pigging  it  up  at  one 
of  Club  Med's  all-you-can-eat 
buffets;  an  elderly  couple 
strolling  on  a  beach  at  sunset; 
a  husband,  wife  and  two  kids 
making  giggly  home  movies  of 
themselves. 

Not  exactly  the  sort  of  ads  to 
provoke  soaring  fantasies  of 
sexual  encounters  in  far-off, 
sun-drenched  locales.  But  then 
that's  exactly  the  point.  With 
its  new  $12  million  ad  cam- 
paign, Club  Med  Inc.  is  out  to 
trash  its  old  image  as  a  hot- 
and-heavy,  endlessly  partying, 
global  singles  bar.  No  more 
meat  rack.  Now,  says  one 
Club  Med  marketing  official, 
"We  also  want  the  fat  rich  guy 
who  )ust  wants  to  eat  all  day." 

Why  the  drastic  shift?  Sim- 
ple. The  playboy-playgirl  im- 
age Club  Med  Inc.  has  project- 
ed for  the  last  21  years  is  turn 
ing  off  much  of  the  crucial 
American  market.  "To  a  wom- 
an watching  those  commer- 
cials, the  beautiful  girl  diving 
into  the  water  is  the  girl  who's 
going  to  steal  her  husband," 
says  Serge  Trigano,  director 
general  of  France's  Club  Medi- 
terranee  S.A.,  a  73%  owner  of 


Club  Med  Inc.,  which  runs  26  vaca- 
tion "villages"  mostly  in  Mexico  and 
the  Caribbean. 

Club  Med  has  known  for  some  time 
that  an  aging,  more  family-oriented 
America  was  outgrowing  the  sexy  for- 
mula that  made  the  club  offering  suc- 
cessful in  the  Seventies — cheap,  all- 
inclusive   package   holidays   for   the 


y/vw  and  now.  Majorca  1950  and  Opio  1989 
From  old  Army  tents  to  tv  and  doors  that  lock. 


wet-T-shirt  crowd.  In  response, 
though,  Club  Med  only  tinkered  with 
its  basic  no-frills  formula.  For  exam- 
ple, it  carved  out  "baby"  and  "mini" 
clubs  offering  special  activities  for 
children  in  some  villages.  But  it  has 
been  slow  to  recognize  that  older, 
wealthier  vacationers  are  far  less 
charmed  by  the  unlocked  doors,  ama- 
teur-night entertainment  and  rooms 
without  telephones  than  are  the 
club's  younger  clientele.  "Once  we 
could  say,  sure,  there's  no  air-condi- 
tioning, but  it's  Club  Med,  so  let's 
have  a  drink  and  have  fim,"  says  Tri- 
gano. "It  worked  for  20  years,  but  to 
be  honest,  it  doesn't  work  anymore." 
Last  year,  in  a  booming  travel  mar- 
ket. Club  Med  Inc.  attracted  some 
218,000  North  American  guests, 
about  20%  of  the  club's  total  and 
down  slightly  from  220,000  two  years 
earlier.  But  even  more  troublesome, 
in  the  same  period.  Club  Med  Inc.'s 
net  income  skidded  to  slightly  less 
than  $9  million  on  revenues  of  a  bit 
more  than  $412  million,  about  half 
what  the  resorts  earned  on  $337  mil- 
lion in  sales  in  the  1986  fiscal  year. 

Club  Med's  biggest  marketing  chal- 
lenge is  snaring  travelers  who  have 
never  tried  it.  Club  Med  teems  with 
loyalists  who  make  annual  or  even 
semiannual  pilgrimages — a  hearten- 
ing 47%  of  the  guests  are  repeaters.  As 
well,  half  the  guests  are  al- 
ready couples,  many  with 
kids.  But  the  club  still  hasn't 
managed  to  convince  the  un- 
initiated that  it  is  not  Camp 
Winnipesaukee  with  a  red- 
light  district. 

Club  Med  will  still  call  it- 
self "the  antidote  for  civiliza- 
tion" in  the  new  commercials. 
But  it  IS  tinkering  no  more. 
The  club  is  finishing  a  $208 
million  face-lift  of  its  villages. 
By  November  all  rooms  will 
have  safes  for  valuables  and 
locks  on  the  doors.  There  will 
be  televisions  and  telephones 
in  some  rooms.  All  of  the 
clubs  already  have  annex  res- 
taurants with  sit-down  service 
for  two  as  an  alternative  to  the 
standard  buffet-style  eateries 
with  eight-seat  tables. 

The  stalwarts  from  Club 
Med's  first  village — a  ragtag 
collection  of  U.S.  Army  sur- 
plus tents  on  Majorca  in 
1950 — would  be  horrified. 
Wait  till  they  get  a  load  of 
Club  Med's  Opio  resort, 
opened  in  June  some  12  miles 
from  Cannes  in  the  south  of 
France.  Sedate,  opulent  Opio 
is  the  new  model  for  Club  Med 
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PhcMos  by  Jill  Hanlc\' 


Aerial  view  of  Club  Med's  luxe  new  resort  at  Opio,  12  miles  from  Cannes 

"Once  we  could  say,  sure,  there's  no  air-conditioning,  but  it's  Club  Med  so  let's  have  a  drink  and  havefun.' 


resorts,  and  Trigano  is  already  scout- 
ing sites  in  Arizona  and  California. 

Sprawled  over  125  acres  in  the  lav- 
ender-spattered hills  of  Provence, 
Opio  can  house  almost  1,000  well- 
heeled  guests  at  rates  of  $145  a  day — 
30%  higher  than  the  average  Club 
Med  summer  rate.  Limbo  by  the  pool? 
Forget  it.  To  pacify  angry  environ- 
mental activists,  the  club  has  agreed 
to  a  noise  limit,  so  at  Opio  they  party 
quietly. 

Coming  as  well,  though  six  months 
behind  schedule:  the  Club  Med  1,  a 
luxurious,  610-foot  sailboat  (the  big- 
gest in  the  world,  Trigano  crows)  that 
looks  a  bit  like  the  Queen  Mary  with 
five  towering  masts.  The  ship  is  Club 
Med's  counteroffensive  to  competi- 
tors like  Carnival  Cruise 
Lines,  which  has  been  eating 
into  the  club's  Caribbean  mar- 
ket share.  Says  Robert  Schu, 
marketing  vice  president  at 
Club  Med,  "Carnival  has  done 
everything  right." 

Scheduled  to  launch  next 
spring.  Club  Med  1  will  have  6 
teak  passenger  decks,  410  cab- 
ins, 3  restaurants,  a  fitness 
center  and  a  casino.  Eventual- 
ly, the  boat  will  cruise  the  Ca- 
ribbean in  winter  and  the 
Mediterranean  in  summer, 
where  guests  can  sign  up  for 
packages  combining  Opio  and 
Club  Med  1. 

All  very  ambitious,  but  not 
entirely    without    marketing 


pitfalls.  Club  Med  will  always  be  a 
vacation  package,  not  a  Hilton.  And 
the  old  Club  Med  formula  had  one 
distinct  advantage:  It  was  uniform 
and  crystal  clear.  The  new  Club  Med 
is  taking  much  wider  aim — at  cou- 
ples, families,  corporate  seminar  and 
incentive  business,  the  elderly — but 
still  trying  not  to  turn  off  the  young 
and  the  sex-starved.  That  makes  the 
message  much  fuzzier.  The  antidote 
for  civilization  has  now  become 
"whatever  antidote  you  want  it  to 
be,"  says  Mary  Herrmann,  who  heads 
the  Club  Med  account  at  ad  agency 
Ammirati  &  Puris. 

Another  problem  is  that  in  the  U.S. 
Club  Med's  marketing  has  tended  to 
neglect,  even  offend,   travel  agents, 


Serge  Trigano,  with  a  model  q/'Club  Med  1 
Jumping  into  the  ocean  cruise  business,  too 


who  book  85%  of  its  packages.  "They 
don't  appreciate  the  agent — they  see 
us  as  their  competition,"  says  Hillel 
Segal,  founder  of  Le  Beach  Club,  a 
Boulder,  Colo,  travel  agency  that 
books  some  3,000  Club  Med  packages 
a  year. 

Chalk  that  up  to  the  club's  French 
roots.  In  France  60%  of  sales  are 
booked  directly  through  Club  Med — 
100%  in  Paris,  Club  Med's  biggest 
single  market.  That's  a  lot  of  sales 
without  a  travel  agent  commission, 
which  in  the  U.S.  can  run  as  high  as 
18%  for  top  producers. 

Whether  intentional  or  not.  Club 
Med  has  not  up  to  now  wooed  Ameri- 
can travel  agents.  But  the  company  is 
starting  to  do  so.  It  is  increasing  its 
sales  force  from  7  regional 
managers  and  a  6-person  "fly- 
ing team"  of  troubleshooters, 
to  23  regional  and  district 
sales  managers.  If  all  goes 
well.  Club  Med  says  it  will 
double  the  sales  force  again 
within  two  years. 

Can  Club  Med  preserve  the 
essence  its  regulars  adore 
while  it  chases  the  rich  and 
the  chubby?  One  veteran,  after 
sampling  the  new  Opio  Club 
for  a  week,  grumbled  to  the 
French  weekly  le  nouvel  Obser- 
vateur,  "It's  more  like  a  tradi- 
tional hotel  than  Le  Club." 

Trigano's  answer  to  such 
hard-core  sybarites:  "I  am  sor- 
ry, we  have  changed." — J.L. 
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A  dream  can  grow  into  reality.    ■[ 

So  when  you're  building  for  the ,®RireT there's 
a  monetary  mechanism  that  should  be  part  of 
your  plans.  The  Xerox  Financial  Machine. 

You  can  finance  anything  from  a  single  Xerox 
copier  to  a  major  expansion  of  your  facilities 
through  Xerox  Credit  Corporation.  There's  pro- 
perty/casualty insurance  for  your  offices,  factory 
equipment  and  vehicles  from  Crum  and  Forster. 
Investment  banking  and  asset  management 
are  specialties  of  Furman  Selz.  Van  Kampen 
Merritt  capital  markets  expertise  can  help  you 


structure  solid  funding  for  industrial  and 
commercial  developments.  And  your  dreams 
for  retirement  can  be  more  secure  with  the  life 
insurance  and  annuities  of  Xerox  Life.  / 

It's  all  part  of  Xerox  Financial  Services;  a 
diversified  group  of  financial  companies  with  a 
singular  standard  of  excellence.  All  geared  to 
help  power  your  current  expansion . 
So  you  can  expand  your  horizons.  I 

To  find  out  how  The  Xerox  Financial  Machine 
can  help  you,  write  Xerox  Financial  Services, 
P.O.  Box  5000,  Norwalk,  CT  06856. 
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FINANCIAL  SERVICES 


THE  FINANCIAL  MACHINE 


Citicorp  markets  more  types  of  credit  cards 
than  anyone  in  the  country.  But  Diners 
Club,  its  house  brand,  has  been  a  laggard. 
Citis  giving  it  one  more  push. 

Easy  to 
leave  home 
without  it? 


By  Charles  Siler 


IN  1950  New  York  businessman 
Frank  McNamara  had  a  nifty  idea. 
Instead  of  laying  out  wads  of  cash 
to  cover  a  meal  check,  why  not  pay  on 
credit  with  a  paper  card?  The  notion 
started  an  industry,  but  that  industry 
has  fared  much  better  than  the  origi- 
nal product,  the  Diners  Club  card. 

Citicorp,  with  30  million  cards  out- 
standing worldwide,  bought  Diners  in 
1981.  Since  then,  it  has  tried  repeated- 
ly, but  unsuccessfully,  to  bring  the 
charge  card  to  life.  Now  it's  trying 
again  with  a  $10  million  print  and 


radio  campaign,  the  Citi's  biggest 
push  yet  for  Diners. 

Used  to  be  Diners  had  only  one 
major  competitor  in  the  so-called 
travel  and  entertainment  card  mar- 
ket, American  Express.  Diners  and 
Amex  are  charge  cards,  not  credit 
cards;  they  must  be  paid  in  full  each 
month,  and  hence  they  are  largely 
used  by  business  people  whose  ex- 
penses are  reimbursed. 

Today  American  Express  has  23.6 
million  U.S.  cardholders  and  a  market 
share  of  19.8%.  It  spends  more  than 
$150  million  a  year  on  U.S.  promo- 
tions, including  well-known  print  and 


Marketing 


broadcasting  advertising  campaigns 
("Don't  leave  home  without  it").  Din- 
ers, on  the  other  hand,  has  been  limp- 
ing along  with  2  million  U.S.  card- 
holders and  a  1.3%  share  of  U.S.  card 
volume.  Excluding  500,000  card- 
holders acquired  through  a  govern- 
ment contract  Diners  was  awarded  in 
1983,  the  card  has  had  almost  no  U.S. 
growth  for  a  quarter  of  a  century.  No 
mystery  why,  since  Diners  is  honored 
at  only  one-fourth  as  many  U.S.  loca- 
tions as  American  Express. 

Worse  for  Diners,  visa  and  Master- 
Card, which  need  not  be  fully  paid  off 
monthly,  have  changed  the  charge 
card  business  entirely.  Both  are  far 
more  widely  accepted  even  than 
American  Express  (roughly  2.7  mil- 
lion domestic  locations,  versus  1  mil- 
lion for  American  Express).  The  result 
is  that  VISA  and  MasterCard,  once 
used  mainly  for  shopping  and  big- 
ticket  purchases,  are  now  full-fledged 
travel  and  entertainment  cards,  too. 

Diners,  however,  clings  to  survival 
by  focusing  on  two  customer  groups, 
those  who  get  travel  cards  issued  by 
their  employers,  and  individual  busi- 
ness travelers. 

Can  Diners  Club  be  revived? 

"Our  view  is  that  this  [the  new  ad- 
vertising push]  is  going  to  be  our  ver- 
sion of  Avis'  'We  try  harder,'  "  says 
James  R.  Emshoff,  president  of  the 
Chicago-based  Diners  Club. 

Diners,  even  at  its  meager  card- 
holder level,  has  been  profitable  since 
1987,  after  nearly  a  decade  of  losses. 
After  all,  at  $55  a  year,  its  annual  fee 
IS  fatter  than  the  average  bank  card  fee 
of  S 1 7.  More  than  that,  merchants  pay 
an  average  of  3.5%  of  sales  to  use 
Diners  and  American  Express;  they 
pay  an  average  of  2.1%  to  use  bank 
cards.  The  2.1%  is  split  between  the 
merchant's  banker  and  the  bank  that 
issued  the  card.  All  of  the  3.5%  goes 
to  Citi,  except  in  cases  where  Diners 
pays  a  portion  to  the  merchant's 
banker  to  help  process  the  transac- 
tion. Finally,  the  Diners  cardholder 
list  consists  mostly  of  big-spending 
business  travelers,  and  Citicorp  bom- 
bards them  with  pitches  for  other 
bank  products,  like  estate  planning 
services  and  certificates  of  deposit. 

If  it  is  marginally  profitable  at  its 
current  low  level  of  market  penetra- 
tion. Diners  could  obviously  be  more 
profitable  with  an  improved  market 
share.  That's  why  Citicorp  is  prepared 
to  spend  a  fair  amount  of  money  on  an 
uphill  battle.  ■ 
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Clearly,  we're  the  one  with  the  most. 

More  and  more  people  are  enjoying  home  entertain- 
ment products  And  more  and  more  people  are  turning  to 
Hitachi  for  them. 

This  is  dearly  demonstrated  by  our  VM-S7200A  S-VHS 
video  camera.  Its  unique  MOS  image  sensor  provides  400 
lines  of  resolution.  There's  multiple  shutter  speeds  A  built-in 
character  generator.  Plus  you  can  edit  and  mix  like  a  pro. 

Our  CT5582K  55"  high-performance  projection 
television  boasts  500  lines  of  resolution  for  a  beautiful 
picture,  too.  It  features  an  intelligent  remote  control.  S-VHS 
input  jack.  Built-in  surround  sound.  And  on-saeen  piaure/ 
sound  control. 

When  it  comes  to  home  electronics  Hitachi  is  clearly 
the  one  with  the  most 
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Simulated  TV  picture 
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tiQfi,  please  contact;  Hitachi  Sales  Corp.  of  America  401  West  Artesia  Blvd..  Compton.  CA  90220  Phone:  (213)  537-8383 
Hitachi  |HSq  Canada  inc  6740  Campobello  Road,  Mississauga  One.  L5N  2L8  Phone;  (416)  821-4545 
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Edited  by  Jason  Zweig 


Limited  prospects 


Limited  Oxiintmn  Leslie  Wextier 
Oil  is  not  always  black  gold. 


I  |judn>  Edin^tT  (jjmm.t  [  liison 


Retailing  he  knows,  but  Leslie 
Wexner,  chairman  of  the  Limit- 
ed, Inc.,  should  have  steered  clear  of 
oil  and  gas  drilling.  His  forays  into  the 
business  have  so  far  cost  him  nearly 
$2  million. 

Wexner  controls  a  company  called 
Lewex,  Inc.;  it  used  to  be  called  Samax 
Trading  Corp.  Four  years  ago  Samax 
bought  70%  of  Pennsylvania-based 
Omni  Exploration,  Inc.  Omni,  which 
came  out  of  bankruptcy  in  1984,  was 
to  be  Wexner's  vehicle  for  snapping 
up  bargains  in  the  oil  and  gas  busi 
ness.  To  run  Samax  and  Omni, 
Wexner  hired  two  young  men,  Jeffrey 
Abrams  and  Jeffrey  Schottenstein  (son 
of  wealthy  Columbus  retailer  Jerome 
Schottenstein).  The  boys  soon  burned 
up  more  than  $600,000  in  failed  at- 
tempts to  buy  several  distressed  com- 
panies, including  Crawford  Energy, 
Inc.,  a  defunct  driller  in  Texas,  and 
Bell  Supply  Co.,  a  bankrupt  oil  service 
firm  in  Atlanta. 

They  did  manage  to  land  Ruperts- 
land  Resources  Inc.,  an  oil  exploration 
firm,  for  $1.8  million.  But  in  1986  the 
price  of  oil  collapsed,  smothering 
Omni's  already  thin  cash  flow.  Omni 
had  to  unload  Rupertsland  at  a  big 
loss.  In  November  1987,  after  Wexner 
foimd  that  Samax  was  about  to  nay 
$69,500  to  ship  31  Mack  trucks  from 


Kuwait,  he  paid  Abrams  and  Schot- 
tenstein $225,000  p^ch,  asked  the  two 
to  leave  Samax  and  renamed  it  Lewex. 

Lately  things  have  been  looking  up 
a  bit.  Wexner  had  guaranteed  a  $5.2 
million  bank  loan  to  Omni,  but  late 
last  year  he  got  himself  off  the  hook. 
Huntington  National  Bank,  also 
based  in  Columbus,  agreed  to  remove 
Wexner's  guarantee  from  the  loan 
covenants. 

From  Its  zenith  of  2Vh  a  share, 
reached  in  late  1985,  Omni's  stock 
has  leveled  out  at  a  recent  13  cents  in 
the  pink  sheets;  that  makes  Lewex' 
stake  in  Omni  worth  just  $1.8  mil- 
lion, despite  all  the  money  Wexner 
has  put  into  it.  How  does  Wexner, 
whose  Limited  stock  is  worth  almost 
$2  billion  these  days,  feel  about  his 
foray  into  oil  and  gas?  Says  his  lawyer, 
Stanley  Schwartz:  "He  doesn't  even 
think  about  it."— J.Z. 


Rhodes  to  Latin  America 

William  Rhodes,  54,  a  group  exec- 
utive at  Citibank,  is  the  lead  ne- 
g^  tiator  in  the  talks  to  reduce  Mexi- 
co's S'^^  billion  commercial  bank  debt 
and  the  man  behind  the  preliminary 
agreement  reached  between  the  coun- 
try and  the  bankers  in  late  July. 


What  are  Rhodes'  feelings  now  that 
this  round  of  marathon  negotiating 
sessions  has  ended? 

Courtly  and  erudite — he  studied 
Eastern  European  history  and  classi- 
cal art  and  architecture  at  Brov^m  Uni- 
versity— Rhodes  insisted  on  sharing 
his  feelings  only  through  a  written 
reply  to  our  questions.  "I  think  [he 
wrote]  we  all  feel  that  for  weeks  we've 
been  like  the  guy  locked  up  night  and 
day  until  he's  lost  all  track  of  time.' 

And  no  wonder.  The  negotiations 
dragged  on  for  almost  14  weeks.  The 
two  sides  began  about  $21  billion 
apart:  Mexico  wanted  its  debt  reduced 
by  55%;  Rhodes,  15%. 

After  bumping  heads  with  the  Mex- 
ican negotiators  for  five  consecutive 
weekends,  as  well  as  most  weekday 
evenings  for  a  month  and  once  until  5 
in  the  morning,  the  Rhodes  commit- 
tee agreed  to  these  options:  The  banks 
could  reduce  the  principal  of  the  loans 
by  35%,  or  they  could  reduce  interest 
from  prevailing  market  rates — about 
I0%— to  6'/4%,  or  they  could  make 
new  loans. 

Rhodes  still  must  sell  the  deal  to 
the  400  or  so  banks  his  committee 
represents.  If  he  does,  he  thinks  the 
accord  will  benefit  Mexico  to  the  time 
of  about  $3  billion  a  year  for  at  least 
the  next  four  years. 

But  Rhodes'  work  is  not  done.  He 
will  soon  turn  back  to  the  other  four 
countries  whose  creditor  committees 
he  chairs:  Argentina,  Brazil,  Peru  and 
Uruguay.  Brazil  could  come  to  the 
table  before  the  end  of  the  year,  but 


Diane  Rubingcr 
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Mexico  could  save  $3  billion  a  year. 
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Your  search  for  excellence  is  owr! 

U niforce  Temporary  Personnel . . . 


...like  a  flame  in  the  darkness,  sheds  light  on  your  search 

for  excellence  by  providing  payroll-cost  controls, 

staffing  flexibility  and  increased  productivity.  ~ 

Across  Amehca,  individually  owned 
Uniforce  offices  will  brighten  your  day       ^ 
by  helping  you  with  the  planned 
use  of  performance-guaranteed, 
temporary  personnel  in  hundreds 
of  skill  categories.  i 

Uniforce  personnel  profes-  ^ 

sionals  are  waiting  for  your  call 
to  help  you  custom  match  our 
quality  temps  to  your  exact 
needs... one  or  one  hundred 
for  a  day,  a  week,  a  month 
or  longer.  Excellence  at 
a  moment's  notice! 


unirorxre 

temporary  services 


Franchises  available  in  select  areas  for  qualified  candidates.  For  information  call  (516)437-3300. 

©Uniforce  1986 
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Behind  the  Figures 


Rhodes  is  hoping  for  a  brief  respite.  "I 
haven't  had  a  vacation  in  three  years," 
he  says  wistfully.— I.Z. 


He  doesnt  walk  on  water? 

Not  all  of  investor  extraordinaire 
Warren  Buffett's  investments 
glitter.  Consider  ServiceMaster  Lim- 
ited Partnership,  an  Illinois  firm  that 
cleans  hospitals,  provides  maids  and 
kills  termites. 

Buffett  bought  5.1%  of  ServiceMas- 
ter in  late  1986  for  $38  million.  Ac- 
cording to  a  recent  13D  filing,  from 
May  through  July  of  this  year  Buffett 
sold  about  a  fourth  of  the  stake  for 
some  $9  million,  almost  exactly  what 
he  paid  three  years  ago.  During  the 
period,  ServiceMaster  paid  Buffett 
dividends  of  around  $6  million.  (At 
the  end  of  1986  ServiceMaster  con- 
verted to  a  master  limited  partner- 
ship. As  such,  it  distributes  its  earn- 
ings free  of  corporate  income  tax  to 
the  partners,  who  pay  taxes  on  the 
income  at  their  individual  rates.)  Buf- 
fett's total  annual  return  on  the  part- 


nership interests  sold:  around  8%, 
pretax. 

ServiceMaster  seems  to  be  doing 
well.  Its  earnings  nearly  doubled 
shortly  after  Buffett  bought  in.  In 
1988  the  firm  earned  $64  million  on 
sales  of  $1.5  billion,  and  return  on 
equity  reached  a  stunning  138%. 

So  why  sell  now?  As  usual,  Warren 
Buffett  won't  comment  on  his  invest- 
ment moves,  but  in  April  the  partner- 
ship announced  that  it  intends  to  pay 
some  $88  million  for  American  Home 
Shield  Corp.,  which  services  home 
appliances. 

Under  the  1987  tax  act,  adding  a 
substantial  new  line  of  business 
would  compel  ServiceMaster  to  con- 
vert back  to  a  taxable  corporation. 
The  only  way  around  the  law  is  to 
absorb  American  Home  Shield  as  a 
separately  incorporated — and  tax- 
able— subsidiary.  But  that,  too,  will 
offset  some  of  the  partnership's  tax 
advantages. 

We  don't  know  if  those  tax  consid- 
erations are  behind  Buffett's  decision 
to  sell  some  of  his  ServiceMaster 
stock.  Nor  will  we  know  if  he  sells 
more:  Now  that  Buffett's  stake  is  un- 
der 5%,  he  is  not  required  to  report 
additional  sales. 

But  we  do  recall  Buffett's  extolling 
the  virtues  of  simple  businesses,  and 
ServiceMastcr's  tax  considerations 
arc  anything  but  simple. — ].Z. 


Diamond  dealer  .Arthur  Groom 
Bartering Jor  African  diamonds. 


Investor  \ian-iti  Buffett 

Principal  back,  but  not  much  more 
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Sieven  Bolionis 

Cement  for  diamonds 

Leave  it  to  an  ex-football  player  to 
I  make  an  end  run  around  the 
world's  toughest  cartel.  Arthur 
Groom,  39,  a  former  lineman  at  the 
University  of  North  Carolina,  is  one 
of  the  few  diamond  dealers  anywhere 
who  do  not  buy  primarily  through  De 
Beers'  Central  Selling  Organization  in 
London. 

De  Beers  uses  both  the  carat  and  the 
stick.  The  cartel,  which  controls  up  to 
85%  of  the  world's  diamond  supply, 
heavily  influences  prices.  "Why  am  I 
doing  business  like  this?"  Groom  re- 
calls asking  himself.  "And  why  s/Muld 
I?"  In  1984,  tired  of  being  told  which 
stones  to  take  at  what  price.  Groom 
decided  to  find  his  own  suppliers. 

A  Columbia  M.B.A.  and  former  pre- 
cious metals  trader  for  Merrill  Lynch, 
Groom  uses  barter  and  complex  fi- 
nancing to  get  his  gems.  Last  year,  for 
example,  to  bring  home  approximate- 
ly $1  million  in  diamonds  from  Sierra 
Leone,  he  borrowed  dollars  from  a 
French  bank,  hired  a  West  German 
agent  to  buy  7,000  metric  tons  of  ce- 
ment in  Albania,  then  traded  the  Al- 
banian cement  for  the  Sierra  Leone 
diamonds. 

Groom  also  swaps  Thai  and  Bur- 
mese rice  for  diamonds  in  West  Afri- 
ca. He  hopes  by  next  year  to  barter 
Sony  vcRS  for  diamonds  in  the  Soviet 
Union.  And  Groom  expects  to  be- 
come a  partner  with  a  U.S.  soft  drink 
company  and  the  Burmese  govern- 
ment in  a  new  $5  million  bottling 
plant  near  Rangoon.  He  wants  to  repa- 
triate any  profits  from  the  venture  in 
rubies  and  sapphires. 

Groom  says  the  hard  work  is  worth 
it.  His  revenues,  he  says,  were  $11 
million  last  year,  up  from  $3  million 
five  years  ago,  when  he  parted  with 
De  Beers.— J.Z. 
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How  do  you  get  one  of  these  babies 

off  the  drawing  board  and 

onto  the  road  in  record  time? 

You  start  by  saying,     m 
"Let's  reach  a  little  higher." 
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Robert  W,  Morrison 

Product  Engineering 
Manager,  Cab 
Freightliner  Corporation 


Time  was  when  heavy-duty  truck  designs  changed  about  once  a 
decade.  But  no  more.  Global  competition  has  accelerated  the  process, 
and  the  automotive  people  of  Rockwell  are  responding  in  support  of 
their  tmckmaking  customers.  One  example  of  business  in  the  fast 
lane  is  a  challenge  we  got  from  the  team  at  Freightliner:  Design  a 
complex  plastic-composite  hood  and  fender  assembly  and  deliver  it 
in  about  half  the  normal  time.  Here's  the  story  from  the  people 
w^o  made  it  happen. 
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Larry  E.  Rood 

Account  Manager 

Plastic  Products  Businesses 

Rockwell  International 


John  D.  Krebs  ^ 

Manager, 
Product  Design  Engineering 
Plastic  Products  Businesses 
Rockwell  International 
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Morrison:  There  is  a  definite  trend 
to  aerodynamics  in  heavy  trucks  to 
improve  fiiel  efficiency  Our  latest  design 
addressed  this  customer  need,  and  we 
wanted  to  get  into  production  quickly 
That's  where  Rockwell  really  helped. 

Murray:  First  we  put  together  a  team 
of  manufacturing,  engineering  and 
purchasing  people  and  began  evaluat- 
ing suppliers.  TWenty-four  months  is  a 
normal  schedule  for  a  project  like  this 
. . .  eighteen  months  is  a  compressed 
program.  We  got  together  with  Rockwell 
and  decided  we  could  do  it  in  twelve. 

Krebs:  Right.  We  felt  we  could  do  it 
using  simultaneous  engineering  and 
program  management  to  streamline  the 
decision  making  process. 

Rood:  But  we  had  to  do  everything 
right  the  first  time.  And  we  couldn't  get 


tied  up  in  a  lot  of  management  reviews 
and  paperwork — when  we  came 
to  critical  points,  we  didn't  have  time  for 
committee  decisions. 

Krebs:  Bob's  people  would  be 
approving  a  design  and  Larr\'  would  be 
ordering  the  steel  for  the  tooling  and  in- 
corporating changes  the  same  day 

Morrison:  It  was  also  complicated 
by  the  fact  that  I'm  in  Portland,  Lany's  in 
Charlotte  and  the  Rockwell  folks  are  in 
Detroit.  But  the  point  is,  we  made  it.  The 
new  model  has  been  on  the  road  about 
a  year  now,  and  it  has  been  very  well 
received.  It  helped  us  reduce  the  drag 
factor  which  translates  into  an  increase  in 
fuel  efficiency  for  our  customers. 

Murray:  I  think  the  key  to  the  project's 
success  was  the  total  commitment  by 
Rockwell  to  get  the  job  done. 
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Rood:  Simultaneous  engineering 
and  program  management  are  concepts 
whose  time  has  come.  We're  applying 
these  practices  with  all  our  customers.  It's 
definitely  doable — we've  made  it  happen. 

Let's  reach  a  little  higher. 
It  is  working  relationships  like  this  one 
that  enable  our  Automotive  Operations  to 
respond  to  the  diverse  and  changing 
needs  of  the  automotive  industry.  Part  of  a 
worldwide  team  of  over  100,000,  Rockwell 
people  are  working  together  and  with  our 
customers  to  apply  science  and  tech- 
nology to  let  us  reach  a  little  higher  in 
aerospace,  electronics,  automotive,  indus- 
trial automation  and  graphic  systems.  If 
you'd  like  more  infomiation,  write: 
Rockwell  International,  PO  Box  39185, 
Department  815R-07,  Los  Angeles, 
Califomia  90039- 
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Rockwell 
International 


..where  science  gets  down  to  business 


EVERY  YEAR 
THERE'S  ANOTHER 

SOLUTION  TO 
THE  HEALTH  OVRE 

CRISIS. 

SIMPLE.  EASY 

WRONG. 


It's  a  rare  crisis  that  responds  to  a  small  fix. 

Yet,  year  after  year,  that's  exactly  what's  been 
offered:  cost-containment  programs  that  were 
effective  in  the  areas  they  targeted  but  not 
broad  enough  to  truly  slow  surging  medical  costs. 

At  the  CIGNA  companies,  we  believe  what's 
needed  is  a  whole  new  framework  for  offering 
health  care.  And  so  we've  created  one; 

Integrated  Managed  Care. 

Simply  put,  we  form  a  long-term  partnership 
with  each  of  our  client  companies  and  with  local 
providers  of  medical  services. 

A  partnership  where  each  member  is  commit- 
ted to  two  simultaneous  goals:  ensuring  quality 
medical  care  and  containing  costs. 

Then,  drawing  from  a  broad  array  of  managed 
core  products  and  services,  we  design  health 
care  programs  to  meet  each  client's  short-  and 


long-term  objectives.  And  we  implement  them  in 
a  way  that  lets  clients  move  at  their  own  pace. 

What  does  this  mean  for  your  company? 

That  at  last  there  are  health  care  programs  that 
can  help  you  contain  escalating  medical  costs. 

And  what  does  it  mean  for  your  employees? 

That  they  have  access  to  quality  medical  care 
through  the  health  care  delivery  system  that's  best 
suited  to  their  needs. 

To  learn  more  about  programs  already  benefit- 
ing companies  nationwide,  write  the  CIGNA  Com- 
panies, Dept.  R2, 1600  Arch  Street,  Philadelphia, 
Pennsylvania  19103. 

And  discover  a  long-term  health  core  solution 
that  may  not  be  simple  or  easy 
but  does  have  one  important 
thing  going  for  it. 

It's  right. 
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Small-Company  Funds 

150  GIT  Equity  Trust- 
Special  Growth 

By  Jonathan  Clements 
Richard  Carney  likes  niche  compa- 
nies with  little  debt. 

152  Nicholas  Fund 

By  Marcia  Berss 

Albert  Nicholas  wants  rapid  growers 

at  bargain  prices. 

154  Dodge  &  Cox  Stock  Fund 

By  Jonathan  Clements 

This  hind  has  been  highly  successful 
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156  Why  You  Should  Avoid 
The  Market  Timers 

By  Mark  Hulbert 
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By  Jonathan  Clements 
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By  Claire  Poole 
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By  Jonathan  Clements 
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1838's  Robert  Vitale. 

164  Money  Market  Funds 

By  Steve  Kichen 

Why  yields  on  money  market  funds 

are  inversely  related  to  costs. 
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172  Europe  Funds 

By  Edward  Giltetian 
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tions: breakup  values  and  1992. 
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By  Joe  Queenan 
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will  they  think  of  next?  Nepal? 
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By  Gerald  W.  Perritt 

The  visible  costs  are  sometimes  the 
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Big  Ones? 

By  William  Baldwin 

The  expensive  ones  sure  don't. 

186  Tax  Strategy 

By  William  Baldwin 

A  capital  gains  cut  would  make  tax 

planning  a  lot  messier. 
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Balancing  risk  and  reward. 
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Rules  and  definitions. 
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Annual  Fund  Ratings 


A  fund  buyer's 
philosophy 


Remember  the  heady  days  for 
technology  stocks  in  mid-1983? 
The  Fidelity  Select- 
Technology  Portfolio  was  up 
162%  over  the  previous  12 
months.  The  really  impressive 
number,  however,  was  the 
fund's  growth  in  assets — 
28,000%.  It  was  a  gold  rush. 

The  gold  rushers  suffered 
mightily.  Most  arrived  after  the 
gold  was  gone.  In  the  six  years 
since,  the  fund  has  fallen  a 
stunning  21  percentage  points 
a  year  behind  the  market. 

Jumping  onto  last  year's 
bandwagon  is  probably  the  most 
common  mistake  made  by 
fund  buyers.  It  is  the  antithesis 
of  what  we  are  trying  to 
present  in  this  funds  survey.  We 
rate  funds  over  three  market 
cycles,  so  that  a  flash  in  the  pan 
does  not  score  well. 

We  also  rate  funds 
separately  in  up  and  down 
markets,  precisely  because 
one  year's  market  environment 
may  be  the  reverse  of  the  next 
one's.  Stocks  returned  a  bullish 
20%  in  the  past  year,  so 
aggressive  stock  funds,  on  the 
whole,  looked  the  best.  But 
these  are  just  the  sort  that  do 
poorest  in  a  down  market.  If 
you  are  confident  the  bull 
market  will  continue,  or  if 
your  investing  horizon  is 
distant,  you  can  afford  to 
overlook  a  fund's  bear  market 
grade.  Otherwise  you  can't. 

So,  rather  than  bet  on  last 
year's  hot  sector,  find  an  area 
that  has  lagged  the  market  and 
might  be  due  for  a  rebound.  If 
that  sort  of  contrarian 
thinking  appeals  to  you,  look  at 
the  first  two  articles  in  this 
survey,  which  are  about  small- 
company  funds. 

We  also  have  stories  about 
market  timers  (page  156),  bond 
funds  to  avoid  (page  166)  and 
international  funds  (page  172). 
Our  honor  roll  of  >tock  funds  is 
on  page  196;  a  list  of  better  bond 
funds  is  on  page  163. 


One  smart  way  to  invest  is  to  buy  a  strong  j 
performer  when  it's  been  having  a  bad  I 
run.  That  m.akes  GiTs  small-company 
fund  a  very  intriguing  proposition. 


Buy  on  weakness 


By  Jonathan  Clements 


RICHARD  Carney's  small-com- 
pany fund,  GIT  Equity  Trust- 
Special  Growth,  isn't  tearing 
up  the  track.  It  hasn't  quite  tied  the 
S&.P  500  over  the  last  five  years  and  it 
has  only  $20  million  in  assets.  Still, 
we  think  this  fund  is  a  very  plausible 
option  for  the  high-risk  portion  of 
your  portfolio.  The  reason  is  that  you 
would  be  buying  a  relatively  strong 
performer  in  a  relatively  weak  part  of 
the  stock  market.  If  small  companies 
rebound — and  they  probably  will — 
then  GIT  Special  Growth  should  do 
especially  well. 

Carney's  fund  specializes  in  the 
stocks  of  small  companies,  compa- 
nies whose  total  stock  market  valua- 
tion is  relatively  low.  He  is  one  of  the 
few  of  this  breed  who  have  even  kept 
close  to  the  broad  market  averages. 
His  no-load  fund  has  returned  19%  a 
year  over  the  last  five  years,  versus 
20%  for  the  s&p  500.  He  has  handily 
beaten  the  Russell  2000,  an  index  of 
stocks  with  capitalizations  (that  is, 
market  value  of  outstanding  shares) 
currently  below  $350  million. 

The  post- 1 984  bull  market  has  been 
led  by  stocks  of  large  companies  like 
UAL  Corp.  and  Ford.  That's  one  reason 
such  former  winners  as  Pennsylvania 
Mutual  and  Acorn  have  dropped  off 
the  Forbes  honor  roll.  Their  portfo- 
lios, loaded  with  stocks  like  Mine 
Safety  Appliances  and  Spindale  Mills, 
simply  couldn't  keep  up. 

But  Carney  argues — and  lots  of 
smart  people  agree— that  the  past 
weakness  in  small-capitalization 
stocks  is  all  the  more  reason  for  them 
to  do  well  in  the  1990s.  "Over  the 


next  several  years,  I  think  they're  a 
very  good  investment,"  argues  Roger 
Ibbotson,  a  Yale  finance  professor  and 
student  of  market  cycles.  Says  Car- 
ney: "I  have  no  doubt  that  small  caps 
will  outperform  large  caps  over  the 
next  five  years."  If  they  do,  then  one 
longtime  Forbes  honor  roll  member, 
the  Nicholas  Fund,  will  also  benefit, 
since  about  half  its  portfolio  is  in 
small  and  medium-size  companies 
(see  following  story). 

Carney,  50,  is  president  of  Los  An- 
geles-based Cramblit  &.  Carney,  an 
investment  advisory  firm  with  $875 
million  under  management,  mostly 
in  bonds  and  large-cap  stocks.  He  got 
his  first  taste  of  investing  back  in 
1953.  "I  worked  selling  Coca-Colas  at 
the  golf  course  when  I  was  14  and  I 
made  myself  $150  for  the  summer," 
recalls  Carney,  who  grew  up  in  West 
Hartford,  Conn.  He  funneled  his  sav- 
ings into  four  shares  of  New  Britain 
Machine  Co.,  a  local  manufacturer  of 
hand  tools,  lathes  and  screw  ma- 
chines. "I  just  happened  to  catch  a 
capital  goods  cycle  and  the  stock  went 
crazy.  I  was  hooked.  At  the  same 
time,  the  other  kids  were  getting  3% 
at  their  local  banks." 

Today  it's  not  the  capital  goods  sec- 
tor that  captivates  Carney,  nor,  for 
that  matter,  technology,  which  is 
what  many  investors  think  of  when 
they  hear  "growth  stock."  Says  Car- 
ney, "Most  small-cap  managers  want 
to  own  little  companies  that  make 
implantable  this  or  disposable  that  or 
something  with  a  computer  attached. 
I'll  buy  more  prosaic  industries — pret- 
zels and  things  like  that." 

Pretzels?  Carney  is  talking  about 
J&.)  Snack  Foods.  Like  most  of  the 
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other  31  stocks  in  Carney's  fund,  j&j 
is  smallish,  has  a  return  on  equity  in 
excess  of  20%  and  consistent  earnings 
growth.  Carney  doesn't  like  to  pay  too 
much  more  than  the  market's  price/ 
earnings  ratio,  which  for  the  s&p  500 
now  stands  at  14.  "I  start  to  get  nose- 
bleeds around  18  or  17,"  he  says. 

Before  Carney  even  looks  at  returns 
on  equity  and  p/e  ratios,  he  checks  a 
company's  balance  sheet.  Says  Car- 
ney, "If  [a  company]  is  very  highly  in 
debt,  it's  very  difficult  for  you  to  tell 
me  what  1991  earnings  are  going  to  be 
unless  you  can  tell  me  what  the  econ- 
omy's going  to  be  doing,  what  interest 
rates  are  going  to  be  doing,  and  so  on 
and  so  on."  Carney  likes  predictabili- 
ty and  sticks  with  those  stocks  that 
can  give  it  to  him. 

A  high  debt-to-equity  ratio  doesn't 


just  hamper  the  predictability  of  earn- 
ings forecasts.  It  can  also  dampen  the 
acquisitive  ardor  of  potential  acquisi- 
tors.  "If  you've  got  company  A  and  it 
has,  say,  a  $100  million  market  cap 
and  it  has  no  debt  and  it  has  $20 
million  cash,  then  the  cost  for  an  ac- 
quiring company  coming  in,  on  the 
opening  round,  is  $80  million,"  ex- 
plains Carney.  "Company  B  has  a 
$100  million  market  cap,  but  it  has  no 
cash  and  it's  got  $100  million  debt. 
Cost  to  come  in  is  $200  million,  be- 
cause when  you  acquire  a  company 
you  have  to  acquire  its  debt  as  well." 
In  the  past  year  and  a  half,  14  compa- 
nies in  Carney's  fund  have  been 
bought  out. 

One  low-debt  company  that  Carney 
bought  earlier  this  year  was  Central 
Sprinkler,  a  maker  of  fire  sprinkler 


Andrew  Rodne\ 


GIT  Special  Growth's  Richard  Carney 

**ru  buy  more  prosaic  indntstries — pretzels  and  things  Uke  that." 


systems  for  hotels  and  office  build- 
ings that  last  year  earned  a  17%  re- 
turn on  equity.  "Any  time  there's  a 
fire  in  a  major  city,  the  first  thing  that 
the  county  supervisors  do  is  say  that 
everybody  has  got  to  put  sprinklers  in 
their  buildings,"  says  Carney.  Central 
Sprinkler  trades  at  16  times  trailing 
12-month  earnings. 

Earlier  this  year  Carney  was  a  buyer 
of  Hong  Kong  Telecommunications, 
whose  New  York  Stock  Exchange- 
listed  stock  recently  traded  at  18y8. 
The  stock  took  a  drubbing  when  the 
Chinese  government  crushed  the 
Tiananmen  Square  demonstration. 
Carney  reckons  the  company,  at  15 
times  1988  earnings,  is  a  bargain,  giv- 
en the  bonanza  it  is  reaping  from  the 
rapid  growth  in  Hong  Kong's  use  of 
facsimile  machines,  which  are  ideal 
for  transmitting  documents 
that  use  Chinese  characters. 
Another  of  Carney's  favor- 
ites is  debt-free  American 
List,  which  compiles  and 
rents  lists  of  school  and  col- 
lege students.  It  trades  at  15 
times  earnings  and  last  year 
earned  $2.1  million  on  reve- 
nues of  $5.8  million.  Over 
the  last  decade  the  Great 
Neck,  N.Y.-based  company's 
return  on  equity  has  never 
dipped  below  27%. 

An  oddity  in  his  portfolio 
is  Patrick  Petroleum,  a  mar- 
ginally profitable  oil  and  gas 
company  that  trades  at  7. 
Carney  didn't  buy  Patrick  for 
its  oil  operations,  which  he 
reckons  are  worth  $4  or  so 
per  Patrick  share.  What 
caught  his  attention  was  Pa- 
trick's 10.6%  interest  in  pri- 
vately held  Penske  Corp., 
which  rents  trucks,  sells  cars 
and  makes  diesel  engines. 
"The  day  you  hear  that 
Penske  is  going  public, 
there's  going  to  be  a  lot  of 
excitement  when  they  open 
that  prospectus  and  find  that 
Patrick  Petroleum  owns  10% 
of  the  Penske  empire,"  says 
Carney,  who  thinks  the 
Penske  stake  adds  at  least  an- 
other $6  to  Patrick's  value. 

Investors  parking  their 
money  in  git  Special 
Growth  will  at  least  be  bet- 
ting with  the  house:  Carney 
boasts  that  he's  one  of  the 
fund's  largest  individual 
shareholders.  ■ 
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Youve  heard  a  lot  about  Magellan  Fund's 
Peter  Lynch.  Now  meet  the  relative  un- 
known who  is  Lynches  only  rival  in  consis- 
tently scoring  on  Forbes  honor  roll 

The  long-distance 
runner 


Sicbokvi  I'utid's  Ah  Nidx>l(L^ 

"You  have  to  buy  cheaply  or  not  at  all.' 


Hull.  Milkr  HU1>  Vjr 


Annual 
Fund  Ratings 


By  Marcia  Berss 

SEVEN  YEARS  AGO  Unemployment 
was  at  10%,  long  Treasurys 
paid  13%,  the  Dow  was  at  800 
and  the  Polish  parliament  outlawed 
Solidarity.  Today  unemployment  is 
5%,  Treasurys  pay  8%,  the  Dow  is 
around  2600  and  communism  is 
crumbling,  not  only  in  Poland  but  in 
the  socialist  motherland. 

Over  this  tumultuous  period,  with 
its  bull  markets  and  bear  markets, 
Albert  O.  Nicholas — Ab  to  his 
friends — has  been  a  consistent  leader 
in  mutual  funds.  In  each  of  the  inter- 
vening years  and  again  in  this  issue  of 
Forbes,  his  Milwaukee-based  Nicho- 
las Fund  has  landed  on  the  honor  roll. 
(Only  Fidelity  Magellan  matches  it  on 
that  score;  see  page  196.) 

Nicholas'  performance  is  all  the 
more  remarkable  because  the  small 
and  medium-size  companies  he  buys 
have  lagged  the  overall  market.  Since 
the  market  bottomed  in  1982,  the 
smallish-company  Nasdaq  index  of 
over-the-counter  stocks  has  returned 
a  compound  annual  16%  or  so  (in- 
cluding dividends),  the  big-company 
s&p  21%.  Yet  the  Nicholas  Fund, 
with  about  half  its  $1.3  billion  in  as- 
sets in  o-t-c  and  Amex  stocks,  has 
done  as  well  as  the  s&p.  Nicholas, 
moreover,  has  steered  clear  of  two  big 
gainers  of  recent  years — cyclical 
stocks  like  steel  and  chemicals  that 
have  ridden  the  seven-year  economic 
expansion,  and  takeover  targets.  Now 
that's  what  we  call  superior  invest- 
ment management. 

Being  a  good  picker  of  small-capi- 
talization stocks  is  more  instinct  than 
numbers.  But  if  you  had  to  put  the 
Nicholas  system  into  a  formula,  it 
would  be  this:  Look  closely  at  a  stock 
when  the  price/earnings  ratio  is  less 
than  the  earnings  growth  rate.*  For 
example,  Nicholas  seeks  stocks  trad- 
ing at  12  to  20  times  earnings,  and 
with  income  growing  at  20%.  Note 
that  he  doesn't  just  go  the  1ow-p/e 
route;  he'll  buy  a  stock  at  a  high  p/e  if 
earnings  growth  looks  good. 

Nicholas,  58,  developed  the  strate- 
gy after  barely  surviving  the  1973-74 
crash,  when  his  fund's  total  return 
was  -69%  and  its  assets  dwindled 
from  $100  million  to  $20  million. 

■  Tt>  Ih'  niullxituiitcally  initise,  you  re  huyiufi  u<hen 
Uh' I'iE ls  less iImii  UK)  tinus Ibe f^oulfo rate — .itWb  is 
cyiuil  U>  0 .} 
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Like  many  managers  in  those  days, 
Nicholas  figured  price  didn't  much 
matter  so  long  as  the  growth  in  earn- 
ings was  there  to  bail  you  out.  Now  he 
knows  growth  is  a  bargain  only  if  it 
can  be  had  relatively  cheaply.  "We 
learned  you  can't  buy  stocks  at  any 
price.  You  have  to  buy  cheaply  or  not 
at  all,"  he  says. 

For  example,  Nicholas  Co.  controls 
more  than  a  tenth  of  fast-food  chain 
International  Dairy  Queen,  whose 
earnings  have  been  growing  over  the 
past  decade  at  30%,  yet  whose  stock 
trades  at  a  p/e  of  19.  The  company's 
long  history  is  significant.  Nicholas 
shuns  startups — and  even  old  firms,  if 
they  are  just  coming  public.  He  ex- 
plains: "First,  companies  tend  to  sell 
stock  when  their  price  is  high.  Sec- 
ond, the  stuff  underwriters  do  to  get 
interest  in  a  stock  is  artificial." 

Another  reason  Nicholas  wants  es- 
tablished companies  is  that  he  buys 
on  historical  earnings,  not  projec- 
tions: "If  we  can  justify  it  on  past 
numbers,  we  feel  secure  in  what  we're 
doing."  For  example,  Nicholas  is  a  big 
holder  of  Mercury  General  Corp.,  a 
California  auto  insurer  that  has  five- 
year  annual  earnings  growth  of  26%, 
but  is  trading  at  6  times  earnings.  The 
stock  took  a  hit  when  voters  recently 
approved  Proposition  103,  rolling 
back  auto  premiums.  When  that  hap- 
pened, says  Nicholas,  "we  were  out 
buying  because  people  have  to  have 
auto  insurance,  and  Mercury  General 
is  the  lowest-cost  producer  in  the 
state.  That's  the  bargain,  though  it 
may  take  five  years  to  prove." 

Note  that  Nicholas  values  earnings. 


not  cash  flow  or  underlying  assets, 
favored  methods  in  this  takeover  era. 
"In  the  long  run,  earnings  are  all-im- 
portant. Leveraged  buyouts  will  be 
the  Achilles'  heel  of  this  market," 
Nicholas  asserts. 

The  cash-flow/takeover  game  had  a 
good  run  in  the  1980s,  no  question. 
But  that  doesn't  mean  it  should  be  the 
best  place  to  put  your  money  in  the 
1990s.  On  the  contrary,  we  may  see  a 
resurgence  of  growth  stocks  and 
smaller-company  stocks — no  trend 
lasts  forever.  If  you  agree  with  this 
proposition,  the  Nicholas  Fund  is  an 
excellent  way  to  play  it.  The  Nicholas 
Fund  carries  no  sales  load.  It  is  also 
one  of  the  cheapest  on  the  honor  roll 
in  annual  expenses. 

Companies  achieving  Nicholas' 
growth  p/e  criteria  tend  to  be  small- 
ish. "It's  much  easier  to  go  from  $100 
million  in  sales  to  $500  million  than 
from  $1  billion  to  $5  billion,"  he  says. 
There  are  exceptions.  He  owns  tobac- 
co and  food  giant  Philip  Morris  be- 
cause it  trades  at  16  times  earnings 
while  growing  at  over  20% .  But  large 
firms  with  numbers  like  that  are  the 
exception.  The  fund  owns  much  more 
of  chambers  Development,  a  garbage 
collecting  company  with  five-year  an- 
nual earnings  growth  of  54%,  trading 
at  a  p/e  of  34,  than  of  Waste  Manage- 
ment, the  far  larger  industry  leader 
growing  at  a  good  29%  but  trading  at 
26  times  earnings. 

Nicholas  also  requires  that  the 
company  serve  a  basic  need.  The  port- 
folio is  heavy  on  food  producers,  in- 
surers and  retailers  and  light  on  tech- 
nology   stocks.    He    favors    regional 


banks  over  the  cheaper  (in  p/e  terms) 
big  banks  burdened  by  Third  World 
debts.  For  example,  Nicholas  is  a  big 
owner  of  his  hometown  Milwaukee 
bank  (and  former  employer)  Marshall 
&.  Ilsley  Corp.  "They  consider  a  for- 
eign loan  a  loan  in  Illinois,"  Nicholas 
chuckles,  his  lanky  6-foot-3'/2  frame 
spilling  over  his  chair. 

If  you  detect  a  distinctly  non-Wall 
Street  tone  in  all  this,  you  are  correct. 
Nicholas  grew  up  in  midsize  Rock- 
ford,  111.;  his  brother,  a  director  of  the 
fund's  adviser,  runs  the  town's  sav- 
ings and  loan.  Nicholas  went  to  col- 
lege 70  miles  away  at  the  University 
of  Wisconsin,  where  a  business  pro- 
fessor preached  the  gospel  of  growth 
stocks.  Nicholas  listened,  but  also 
spent  a  lot  of  time  at  the  basketball 
hoops;  on  graduation,  he  got  an  offer 
to  play  professional  basketball.  He 
opted  instead  for  a  safer  career  as  an 
investment  analyst,  leaving  Marshall 
&  Ilsley  in  1967  to  start  his  own  firm. 
After  some  splits  with  early  partners, 
Nicholas  Co.  is  now  a  close-knit  af- 
fair. Nicholas'  brother-in-law,  daugh- 
ter and  an  associate  of  20  years  are  his 
key  investment  people.  The  firm  has 
17  employees,  but  Nicholas  makes  all 
the  investment  decisions. 

Once  Nicholas  has  done  his  home- 
work, he  sticks  with  a  stock;  the 
fund's  average  holding  period  is  near- 
ly four  years.  His  portfolio  turnover  is 
consistently  one  of  the  lowest  on  the 
honor  roll.  "With  each  year  I  become 
more  patient  with  stocks,  because 
you  make  more  money  that  way,"  he 
says.  That's  often  true  for  fund  stock- 
holders, too.  ■ 


Finding  value  in  small-company 

funds 

The  past  six  years  have  been  cruel  to  fund  managers      small-company  stocks  are  now  so  downtrodden  that  a 
who  invest  in  small-company  stocks,  and  only  a  few      rebound  looks  like  a  pretty  good  bet.  Below,  seven 
have  managed  to  outperform  the  market  averages.  But      funds  that  have  stayed  close  to  the  S&P  500. 

Fund/distributor 

Assets 
($mil) 

Expenses 
per  $100 

Maximum 
sales  charge 

Annualized  re 

5-year 

10-year 

\  Acorn  Fund/ Acorn 

$738 

$0.80 

none 

20.4% 

17.5% 

Alliance  Quasar/ Alliance 

187 

1.31 

5.5% 

22.1 

22.3 

GIT  Equity  Trust-Special  Growth/GIT 

20 

1.50 

none 

19.4 

NA 

Hartwell  Emerging  Growth/Haitwell 

24 

3.10 

3.0 

17.4 

17.3 

Nicholas  Fund/Nicholas 

1,264 

0.86 

none 

17.5 

19.8 

Pennsylvania  Mutual/Penn  Mutual 

529 

1.01 

1.0b 

16.2 

18.3 

Putnam  OTC  Emerging  Growth/Putnam 

168 

1.59p 

6.75 

20.3 

NA 

S&P  500 

20.0 

17.0 

b:  Includes  back-end  load  that  reverts  to  fund,    p: 

Net  of  partial  absorption  of  expenses  by  fund  sponsor.     NA:  Not  applicable. 

Sources.  Upper  Analytical  Senices:  ForbesICDA  Mutual  Fund  Evaluator 
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Some  mutiAul  fund  managers  trade  up  a 
storm.  But  Dodge  &  Cox  Stock  Fund  has 
been  highly  successful  with  a  huy-and-hold 
strategy  that  saves  its  investors  plenty  on 
commissions  and  other  trading  costs. 

Be  stodgy 
and  make  money 
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AfUr  24  years,  his  fund,  still  owns  IBltf, 


By  Jonatliaii  Clements 

HE  50  EMPLOYEES  of  money 
manager  Dodge  &.  Cox  sit  on 
the  35th  floor  of  San  Francisco's 
McKesson  Building,  all  but  invisible 
to  the  investing  world.  The  firm 
doesn't  advertise,  and  its  publicity- 
shy  portfolio  managers  almost  never 
get  quoted  in  the  press.  The  firm  has 
no  luminaries  like  Peter  Lynch  or 
Mario  Gabelli.  Employees  rarely 
leave.  Ditto  for  clients,  who  have  $7 
billion  under  management,  mostly 
pension  money. 

The  quiet  life  has  not,  however, 
stopped  this  firm  from  cranking  out 
one  of  the  better  mutual  fund  records. 
Over  the  last  three  market  cycles  (see 
chart  on  page  200),  the  Dodge  &.  Cox 
Stock  Fund — a  smallish,  $100  million 
fund  that  acts  as  a  showcase  for  the 
firm's  pension  fund  business — has  av- 
eraged a  compound  annual  16.4%, 
versus  14.8%  for  the  s&p  500. 

Never  heard  of  Dodge  &.  Cox? 
That's  no  great  surprise.  Its  three 
funds — a  stock,  a  balanced  and  a  bond 
fund — have  combined  assets  of  just 
$170  million.  In  an  age  when  giant 
Fidelity  Investments  operates  a 
round-the-clock  telephone  bank. 
Dodge  &  Cox  forbids  phone  switching 
among  its  funds  and  has  no  toll-free 
number.  The  funds  are  registered  for 
sale  only  in  Washington,  D.C.  and  12 
states,  includmg  California,  Connect- 
icut, Michigan  and  New  York. 

There's  something  else  about  the 
Dodge  &  Cox  Stock  Fund  that  sets  it 
apart:  extraordinarily  low  turnover  of 
10%  (against  the  average  stock  fund's 
92%).  The  Dodge  &.  Cox  seven-man 
investment  committee  rarely  buys  or 
sells  a  stock.  When  it  does  buy,  the 
stock  is  likely  to  be  a  household  name 
like  IBM  or  Procter  &  Gamble.  You 
won't  find  cellular  telephone  compa- 
nies or  genetic  engineers  on  the  buy 
list.  The  average  price/earnings  mul- 
tiple of  the  portfolio,  13,  is  also  much 
lower  than  the  typical  fund's. 

"It's  an  old-line  San  Francisco  mon- 
ey management  firm,"  says  Burton 
Berry,  publisher  of  i\o  Load  Fund-X. 
"They're  very  conservative." 

Dodge  &.  Cox'  conservatism  shows 
in  Its  stock  selections.  "The  things  we 
look  at  are  really  very  traditional 
things,  right  out  of  the  textbooks," 
says  the  firm's  70-year-old  chairman, 
Peter  Avenali,  who  joined  Dodge  &. 
Cox  when  he  got  out  of  the  Army  in 
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1946.  "They're  price/earnings  ratios, 
they're  book  multiples,  returns  on  eq- 
uity, on  investment,  cash  flows.  We 
don't  have  any  black  boxes." 

If  this  style  suits  your  taste,  there  is 
something  else  you  will  find  appeal- 
ing about  the  stock  fund:  It's  econom- 
ical. It  charges  no  load  and  its  expense 
ratio  of  69  cents  per  $100  of  assets  is 
half  the  stock  fund  norm.  Says  Joseph 
Fee,  Dodge  &.  Cox'  69-year-old  presi- 
dent, "Keeping  your  costs  down  in 
this  business  probably  gives  you  an 
extra  1%  [annually]  in  return." 

The  stock  fund  has  had  positions  in 
Royal  Dutch  Petroleum  and  ibm  ever 
since  the  fund's  1965  launch,  and  ibm 
is  now  the  largest  position.  Stocks 
held  for  more  than  a  decade  include 
General  Electric,  International  Paper 
and  Raychem.  Over  the  past  five 
years,  all  three  have  seen  earnings  per 
share  grow  by  an  average  of  at  least 
9%  a  year,  versus  4%  for  the  average 
company.  Among  the  holdings,  ge 
trades  close  to  the  market's  price/ 
earnings  ratio  of  14,  while  Interna- 
tional Paper  trades  at  just  7  times 
trailing  12-month  earnings.  Explains 
Fee:  "People  are  looking  so  hard  for 
something  good  to  happen  over  the 
next  three  to  six  months,  that  if 
there's  a  company  with  steady  earn- 
ings that  doesn't  jump  out  at  you,  it 
gets  overlooked." 

The  firm's  analysts  check  that  cash 
flow  is  growing  along  with  earnings. 
They  also  want  assurance  that  a  com- 
pany's net  margin  on  sales  is  sustain- 
able. A  firm  may  show  great  earnings 
growth,  but  those  earnings  may  not 
mean  more  cash  for  the  company  if 
accompanied  by  burgeoning  inven- 
tories and  accounts  receivable.  "No 
one  of  these  things  provides  the  ans- 
wer," says  John  Gunn,  Dodge  &  Cox' 
research  director.  "It's  like  looking  at 
the  investment  from  a  series  of  cam- 
era angles." 

Dodge  6l  Cox'  portfolio  managers 
won't  discuss  recent  stock  picks,  but 
earlier  this  yeair  the  stock  fund  loaded 
up  on  Commonwealth  Edison  and 
Nalco  Chemical,  and  didn't  do  much 
else.  Nalco,  a  manufacturer  of  water 
treatment  chemicals,  has  seen  earn- 
ings grow  6%  a  year  over  the  last 
decade,  while  its  dividend  has  grown 
11%  per  year.  Commonwealth  has  a 
dividend  yield  of  7.9%.  The  utility, 
after  spending  $9  billion  on  construc- 
tion over  the  last  five  years,  should 
see  its  capital  expenditure  drop  60% 
over  the  next  five,  allowing  Common- 
wealth to  pay  down  some  of  its  $7 
billion  in  debt.  If  Nalco  and  Common- 
wealth keep  up  their  earnings  growth, 
don't  expect  Dodge  &  Cox  to  sell  its 
positions  anytime  soon.  ■ 
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FIDELITY  GROWTH  &  INCOME  PORTFOLIO 


Outperfomiing  the 
S&P  Since  1985 


Growth  &  Income  Portfolio  offers  the 
potential  for  impressive  long-term  growth  with 
reasonable  investment  risk  by  investing  in  high 
dividend-paying  stocks.  Growth  &  hicome  has 
outperformed  the  S&P  500  every  year  since  it  was 
introduced  December  30, 1985. 

Of  course,  past  performance  is  no  guarantee 
of  future  results,  and  share  price  and  return  will 
vary  so  you  may  have  a  gain  or  loss  when  shares 
are  sold. 


Look  at  the  Results! 


110%- 


55%- 


0 


Cumulative  Return' 
Life  of  Fund 
104.82%   t°  ^'30/89 

70.70% 


FUND     S&PSQO 


Fund  Avg.  Annual  Returns' 
lyr  21.73% '•p'unJ  22.71% 


*Relurns  include  change  in  share  price,  reinvestment  of  dividends  and  capital  gains,  and  the  effect  of  the 
Portfolios  2%  sales  charge.  Figures  for  the  S&P  500  (a  registered  trademark  of  Standard  &  Poors  Cor- 
poration) an  unnianaged  index  of  common  stock  prices,  include  reinvestment  of  dividends. 


/" 


1-800-544-6666  Call  24  hours 


Fidelity  Growth  &  Income  Portfolio.  For  more  .ompiete  information 

including  management  fees  and  expenses,  call  or  u  rite  for  a  free  prospectus.  Read  it  carefully 
before  vou  invest  or  send  monev.  Fidelity  Distributors  Corporation  (General  Distribution 
.\gent),P0.  Box  660603,  Dallas,  TX  75266-060.3.  ^jw^ 

TDD/1-800-544-01 18  Pidelity^j^  Investments^ 

h  CODE:  FORB/GAI/090489  ^ 


A  prudent  equity  Strategy  from  Vanguard 

WINDSOR  II: 

VALUE  INVESTING  FOR  GROWTH 

OF  CAPITAL  AND  INCOME. 


If  you're  looking  for  long-term 
growth  of  capital  and  income, 
consider  Vanguard's  Windsor  11. 

This  Fund  invests  primarily 
in  stocks  with  price-to-eamings 
ratios  lower  than  the  market— 
and  dividend  yields  higher  than 
the  market.  This  value  investing 
approach  seeks  to  reduce  risk . . . 
and  has  been  proven  in  both  bull 
and  bear  maiiets. 

What's  more,  ^^^en  you  invest 
in  Windsor  11  you  have  the  advan- 
tage of  a  low  expense  ratio.  In 
equity  funds,  other  things  being 
equal,  lower  operating  costs  can 
mean  higher  returns.  And  there 
are  no  sales  charges  or  "12b-l"  fees 
—a  pure  no-load  fund.  Minimum 
investment  $3,000;  $500  for  IRAs. 


Call  1-800-662-SHIP 

24  Hours,  7  Days 

For  a  free  Windsor  II 

Information  Kit 

Please  send  me  a  free  Windsor  II 
Information  Kit 

I  understand  it  contains  a  prospectus  with 
more  complete  information  on  advisory 
fees,  distribution  charges  and  other  expen- 
ses. I  will  read  it  carefully  before  I  invest 
or  send  money.  Also  send  information  on 
D  IRA  (71)      D  Keogh/Pension  (70). 
Vanguard  Windsor  II 
Investor  Information  Department  73 
Valley  Forge,  Pennsylvania  19482 

Name 


AriHrps.<; 

rity 

State 

Home  Phone 

Zip 

FB59-247 


TH^^mOTardGROup 
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Only  10%  of  stock  funds  have  heat  the 
market  since  1983.  Would  mutual  fund 
advisory  letters  have  increased  those  odds? 


Timing  the  bull 


By  Mark  Halbert 


THE  FUND  INDUSTRY  has  scarccly 
covered  itself  with  glory  in  re- 
cent years.  Over  the  past  two 
market  cycles  (see  dxirt,  p.  200),  the 
average  stock  fund  has  done  one- 
fourth  worse  than  the  market.  If  you 
had  put  $1,000  into  each  of  the  stock 
funds  available  in  June  1983  and  held 
for  six  years,  you  would  have  23%  less 
money  than  if  you  had  put  all  your 
money  m  the  s&.i'  500  mdex. 

Might  mutual  fund  investment 
newsletters  have  saved  the  day? 
These  advise  mvestors  on  which  mu- 
tual funds  they  ought  to  purchase, 
when  to  purchase  them  and  when  to 
be  out  of  the  market  altogether.  The 
goal  IS  to  enjoy  the  best  of  both 
worlds:  the  gains  of  those  mutual 
funds  that  do  well  in  up  markets  and 
the  protection  of  the  more  conserva- 


tive funds,  or  even  of  money  market 
funds,  in  bear  markets. 

Alas,  the  letters  have  done  no  better 
than  the  funds  over  the  last  six  years. 
Following  their  advice  would  have 
left  you  with  one-third  less  money  on 
average  than  you  would  have  had  buy- 
ing the  S&.P. 

What  did  the  letters  do  wrong? 
Mostly,  their  timing  was  poor.  Even 
though  some  astutely  avoided  the  Oc- 
tober 1987  crash,  they  tended  to  miss 
either  the  rebound  or  the  bull  market 
that  preceded.  One  fund  letter  portfo- 
lio, TeleplM)nc  Suiich  \etrsk'tkT's  equi- 
ty/cash switch  plan,  did  beat  a  buy- 
and-hold  strategy  with  its  timing.  But 
it  lagged  the  market  anyway  because 
of  poor  fund  selection.  In  1985,  for 
example,  it  picked  Fidelity  Select 
Technolog)',  which  proceeded  to  lose 
money  even  as  the  market  went  up. 

The  Hulhert  h'mancial  Dif^est  data- 
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base  has  just  12  investment  letter 
portfolios  that  advise  on  fund  timing 
and  selection  and  that  have  records 
going  back  to  June  1983.  Of  the  12, 
only  1  beat  the  market:  No  Load Fund- 
X'  Class  3  portfolio,  the  one  recom- 
mending conservative  growth  funds. 
Even  this  accomplishment  is  less 
than  what  it  seems  to  be;  the  same 
newsletter  had  two  other  portfolios 
that  did  much  worse,  and  their  aver- 
age performance  was  well  behind  the 
market's. 

It  may  be  little  consolation,  but  the 
fund  industry  has  a  record  almost  as 
bad.  Only  one  in  ten  domestic  stock 
funds  beat  the  s&p  over  the  last  two 
market  cycles.  The  funds,  by  the  way, 
have  a  slight  advantage  in  these  statis- 
tical comparisons:  Several  of  the 
worst  of  them  have  been  merged  out 
of  existence,  and  thus  erased  from  the 
averages.  So  far  none  of  the  fund 
newsletter  advisers  I  was  tracking  in 
1983  has  stopped  publishing. 

Forbes  doesn't  grade  fund  newslet- 
ters as  it  does  mutual  funds,  but  if  it 
did,  the  one  good  portfolio  from  Bur- 
ton Berry's  Mo  Load  h'und-X  would 
have  earned  honor  grades  in  both  bull 
and  bear  markets.  Going  into  the  1987 
crash  it  was  recommending  four  in- 
ternational funds  and  lAi  Stock  Fund. 

Significantly,  many  mutual  fund 
newsletters  tend  to  do  best  in  bear 
markets,  and  it  appears  that  9  of  the 
12  would  have  earned  a  B  or  higher  in 
down  markets  if  they  had  been  grad- 
ed. Where  they  fell  down  was  in  bull 
markets. 

This  contrast  between  the  mutual 
fund  letters'  relative  performance  in 
up  and  down  markets  reflects  what  I 
believe  is  their  inherent  disadvantage 
in  this  competition.  Mutual  fund 
managers  have  a  well-known  tenden- 
cy to  justify  their  existence  by  staying 
invested.  Mutual  fund  letters  have  no 
inhibitions  about  going  to  cash.  This 
is  why  the  letters  took  9  of  the  first  15 
positions  when  I  ranked  both  letters 
and  funds  for  risk-adjusted  perfor- 
mance in  last  year's  fund  survey  (SLpt. 
5,  19H8).  But  the  stock  market  has 
been  strong  over  most  of  the  last  six 
years.  So  the  letters  have  had  little 
chance  to  add  value  through  their  de- 
fensive prowess. 

Consider  the  best-known  mutual 
fund  newsletter,  Richard  Fabian's 
TekplK)tw  Switch  Seivsletter  Fabian 
trades  in  and  out  of  the  market  using  a 
mechanical  39-week  moving  average 
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,  By  the  time 

hes  ready  to  retire,  he  cpuld  need 
more  than  $1  million. 


It  s  never  too  soon  to  talk  to  Kemper 

The  good  news  is,  people  are  living  longer. 
The  bad  news  is,  it's  costing  a  lot  more  to  live. 

You've  got  to  make  the  right  investment  moves  now  if 
you  don't  want  to  be  shortchanged  on  retirement. 

That's  why  people  with  vision  come  to  Kemper 

We  have  investments  to  fit  your  needs  before  and 

after  you  retire.  We  have  Mutual  Funds 

designed  for  growth,  income  or  both.  We  have 

Money  Market  Funds  designed  for  maximum  yield, 

maximum  safety,  or  tax-free  income. 

Annuities.  IRAs.  401(k)s.  Kemper  has  them.  And  they 

benefit  from  the  kind  of  management  that  only 

40  years  of  experience  could  produce. 

Take  the  first  step  now  toward  a  retirement 
that  lives  up  to  your  expectations.  Ask  your  financial 
representative  about  Kemper 
Financial  Services,  Inc. 
Or  call  us  toll-free  at 
1-800-621-1048  for  [I 
prospectuses  containing  \\ 
more  complete  information, 
including  management 
fees  and  expenses. 
Please  read  them  care- 
frdly  before  you  invest 
or  send  money. 


Kemper  A  concern  for  your  future!' 


KEMPER  FINANCIAL  SERVICES.  INC, 


system.  And  despite  being 
out  of  the  market  on  the 
day  of  the  1987  crash— and 
thus  gaining  25%  on  a  buy- 
and-hold  strategy  on  that 
one  day  alone — his  timing 
for  the  entire  six  years  has 
only  slightly  outpaced  a 
buy-and-hold  position.  The 
reason:  Fabian's  system 
was  whipsawed  during  this 
period  for  so  many  small 
losses  that  in  total  they 
erased  almost  all  his  Black 
Monday  savings. 

Perhaps  not  surprisingly, 
Burton  Berry's  winning 
strategy  in  No  Load  Futtd- 
X — which  he  applies  to  all 
of  his  portfolios,  not  just 
the  one  winner — was  to  re- 
main fully  invested  at  all 
times,  choosing  those  funds 
of  similar  risk  that  have 
had  the  best  performance 
over  the  last  several  years. 

What  about  sector  funds? 
Forbes  treats  them  the 
same  as  any  mutual  fund, 
comparing  them  with  the 
S&.P  500.  And,  not  surpris- 
ingly, most  do  not  perform  well  over 
several  cycles. 

The  same  is  true  for  the  sector  port- 
fohos  on  my  list.  No  Load  Fund-X' 
portfolio  of  most-speculative  growth 
funds  heavily  favored  sector  funds  for 
these    six    years,    particularly    gold 


The  fund  letters 

Letters  that  tell  you  when  and  what  funds  to  buy  have 
fared  terribly  over  the  last  two  market  cycles. 

Newsletter 

Cumulative 

six-year 

Portfolio                                          return' 

Growth  Fund  Guide 

aggressive  growth  mutual  hinds         14.4% 

Growth  Fund  Guide 

growth  mutual  fimds                          46.3 

Growth  Fund  Guide 

quality  growth  mutual  funds             86.5 

Growth  Fund  Guide 

special  situations  mutual  hinds         75.6 

Mutual  Fund  Investing^ 

moderate  risk                                       74.7 

No  Load  Fund-X 

most-speculative  growth  hinds          -0.6 

No  Load  Fund-X 

speculative  growth  hmds                    63.9 

No  Load  Fund-X 

conservative  growth  funds                174.8 

Peter  Dag  Invt  Letter 

model                                                   65.9 

Professional  Tape  Reader 

mutual  funds                                       69.2 

Telephone  Switch  Nltr 

equity/cash  switch  plan                      29.5 

Telephone  Switch  Nltr 

gold/cash  switch  plan                          11.5 

S&P  500 

137.5 

'Through June  30,  1989.  with  dJ\idencLs  reinvested     "Injanuan-  1989  Switch 
Fund  Advisory'  was  merged  into  Mutual  Fund  Investing,  both  edited  by  Jay 
Schabacker.  HFD  used  the  record  for  the  former  through  the  end  of  1988, 
and  for  the  latter  thereafter. 

funds.  But  despite  being  fully  invest- 
ed, It  managed  to  lose  0.6%. 

Forbes  rates  international  funds 
separately  from  the  domestic  ones, 
comparing  them  with  a  Morgan  Stan- 
ley foreign  index  instead  of  the  S&.P 
500  (see  p.  246).  The  last  two  interna- 


tional market  cycles,  ac- 
cording to  this  index,  ex- 
tend back  only  5  V*  years  in- 
stead of  6. 

My  database  has  records 
for  one  international  fund 
letter  portfolio  over  this 
shorter  period,  that  of  Tele- 
phone Switch  Newsletter.  It 
gained  150%  from  Mar.  31, 
1984  through  June  30,  1989, 
outperforming  the  s&p 
500's  total  return  of  143% 
but  underperforming  the 
Morgan  Stanley  index' 
271%.  As  with  domestic 
equity  fund  newsletters, 
this  portfolio's  relative  per- 
formance was  best  in  down 
and  worst  in  up  markets. 

The  moral:  There  were 
two  distinct  timing  deci- 
sions here.  It  would  have 
been  very  timely  to  have 
moved  from  domestic  to  in- 
ternational stocks  in  1983 
or  1984.  But  once  there,  it 
would  have  been  no  easier 
to  time  switches  (or  to 
choose  the  best  funds)  than 
in  the  domestic  arena. 
All  of  this  should  underscore  how 
impressive  it  is  for  a  mutual  fund  to 
make  it  onto  the  Forbes  honor  roll, 
and  how  difficult  it  is  for  a  newsletter 
to  improve  on  that  performance — at 
least  while  the  market  has  been  as 
strong  as  in  the  past  six  years.  ■ 


Ronald  Olin  has  made  a  lot  of  money 
playing  poker  and  blackjack,  but  when  it 
comes  to  investing  in  closed-end  funds  he 
leaves  as  little  as  possible  to  chance. 

Stocks  on  sale 


By  Joimtlmn  Clements 


IT  DOES  NOT  TAKE  TOO  MUCH 
shrewdness  to  suspect  that  the 
lower  relative  price  for  closed-end 
as  against  open-end  shares  has  very 
little  to  do  with  the  difference  in  the 
overall  investment  results  between 
the  two  groups." — Benjamin  Graham, 
Hk  Intelligent  Investor. 
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Graham  advised  his  readers  to 
avoid  mutual  funds  and  instead  buy 
closed-ends  trading  at  a  discount,  if 
they  could  find  them.  Buy  a  no-load 
mutual  fund  and  you  will  pay  a  dollar 
for  a  dollar  of  assets.  Buy  a  broker-sold 
mutual  fund  and  you  may  pay  as 
much  as  $1.09.  Buy  a  closed-end  fund 
some  mouths  or  years  after  it  has 
come  public  and  you  may  well  get  a 


Annual 
Fund  Ratings 


dollar  of  assets  for  85  cents. 

Closed-ends  first  come  to  market  at 
a  7'/2%  premium  (to  compensate  the 
broker)  and  then  usually  slump  to  a 
discount.  That's  when  Grahamite 
bargain  hunters  often  turn  up.  Trou- 
ble is,  these  funds  sometimes  lan- 
guish at  their  discounts.  That's  why 
Houston  money  manager  Ronald  Olin 
tries  to  find  closed-ends  whose  dis- 
counts are  almost  certain  to  shrink. 

How  do  you  find  such  funds?  Olin 
likes  to  buy  some  of  the  newer  closed- 
ends  that  have  provisions  for  reducing 
the  discount  or  converting  into  open- 
end  funds.  That  way,  investors  can  get 
out  of  the  fund  at,  or  close  to,  net 
asset  value. 

"I  like  the  idea  of  applying  mathe- 
matics to  beat  the  system,"  says  Olin, 
44.  During  his  college  days  at  Hous- 
ton's Rice  University,  Olin  used 
mathematics  to  win  at  poker.  Later, 
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Municipal  bonds  are  more  than  secure,  tax-free  investments.  They  are 

the  source  of  another  kind  of  security  because  they  purify  and  protect  the 

water  essential  to  our  lives  and  our  futures.  As  America's  leading 

municipal  bond  insurer,  it's  nice  to  know  we're  a  source  of  security,  too. 

Municipal  Bond  Investors  Assurance  Corporation,  Armonk,  New  York  10504 
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he  says,  while  working  at  ibm  on 
ground-based  computer  systems  for 
the  Apollo  space  program,  he  made 
tens  of  thousands  of  dollars  playing 
blackjack  in  Las  Vegas  on  weekends. 
Says  he,  "The  casinos  aren't  designed 
to  lose  money,  so  it  becomes  more  a 
matter  of  deception,  making  sure  they 
don't  realize  you're  a  card  counter." 

For  the  benefit  of  the  uninitiated, 
card-counting  is  a  method  for  raising 
your  bet  when  you  see  that  the 
house's  unplayed  cards  are  running  in 
your  favor.  In  this  spirit,  Olin  has 
Ijeen  applying  notions  like  probability 
and  optimization  to  closed-ends.  He 
compares  the  published  discounts  in 
the  newspapers  with  his  own  calcula- 
tion of  a  fund's  "fair  value,"  which 
takes  into  accoimt  things  like  lever- 
age, a  fund's  expense  ratio  and  provi- 
sions for  liquidation  or  open-ending. 
If  the  discount  is  higher  than  justified 
by  these  factors,  he  buys. 

Using  these  ideas,  he  started  man- 


aging family  money  in  1981,  and  left 
IBM  in  1985  to  become  a  full-time 
stock  picker.  Olin,  who  now  has  $16 
million  under  management,  claims  to 
have  returned  1 8%  a  year  over  the  last 
eight  years,  net  of  expenses,  versus 
16.5%  for  the  S&.P  500. 

He's  recently  been  a  buyer  of  France 
Fund,  which  trades  at  a  9%  discount. 
Under  pressure  from  closed-end  raider 
Alexander  Vik,  France  Fund's  share- 
holders will  vote  on  an  open-ending  of 
the  fund  at  its  August  annual  meet- 
ing. Because  Vik  owns  42%  of  the 
fund,  the  open-ending  isn't  in  doubt. 
By  the  end  of  September,  investors 
should  be  able  to  sell  out  at  net  asset 
value.  That  means  today's  buyers  will 
get  almost  10%  in  two  months,  on  top 
of  the  performance  of  the  fund  (which, 
of  course,  could  go  either  way). 

Another  Olin  favorite  is  the  Cle- 
mente  Global  Growth  Fund,  which 
John  and  Oliver  Grace  tried  to  take 
over  last  year.  Their  offer  to  buy  Cle- 


Closeci-entl Jumi  infastor  Ronald  Olin 
Ben  Graham  MMHtttId  fiaoe  eipproved. 
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mente  stock  at  90%  of  net  asset  value 
is  now  tied  up  in  the  courts,  and  Olin 
doesn't  think  a  takeover  is  likely.  In- 
stead, he's  got  his  eye  on  Clemente's 
1992  annual  meeting,  when  share 
holders  will  vote  on  open-ending  the 
fimd.  As  Olin  sees  it,  Clemente's  port 
folio  should  do  about  as  well  as  the 
market.  Throw  in  a  narrowing  of  the 
22%  discount,  net  out  expenses  and 
Olin  reckons  his  Clemente  invest 
ment  will  outpace  the  market  by  SVi 
percentage  points  a  year. 

A  fund  isn't  a  bargain  just  because  it 
trades  at  a  discount  and  has  an  open- 
ending  provision,  warns  Olin.  Take 
the  case  of  three  dual-purpose  funds 
currently  outstanding.  Convertible 
Holdings,  Gemini  n  and  Quest  for 
Value.  In  each  case,  the  fund  has  two 
classes  of  shares.  The  capital  shares 
benefit  from  any  appreciation  in  the 
value  of  the  fimd's  portfolio,  while  the 
income  shares  collect  all  the  divi- 
dends garnered  by  the  fund.  In  the 
case  of  all  three  dual-purpose  funds, 
the  income  shares  trade  at  a  premium 
and  the  capital  shares  at  a  discount. 

So  buy  the  capital  shares,  right? 
Wrong,  says  Olin.  "Without  question, 
the  income  shares  are  more  attractive 
than  the  capital  shares  on  every  single 
dual-purpose  fund,"  he  argues.  When 
it  comes  to  dual-purpose  funds,  the 
discounts  and  premiums  published  in 
the  newspapers  are  nonsensical,  be- 
cause they  are  computed  as  though 
these  funds  will  be  liquidated  today. 
In  fact  these  three  funds  won't  be  liq- 
uidated until  1997.  For  the  income 
shares,  the  net  asset  value  published 
in  the  paper  is  the  sum  of  the  share's 
liquidation  value  and  unpaid  divi- 
dends accruing  since  the  beginning  of 
the  quarter.  Says  Olin,  "When  you  do 
a  future  dividend  flow  and  liquidation 
analysis,  you  find  that  greatly  under- 
states the  investment  value." 

The  income  shareholders  get  divi 
dends  from  their  own  investment  as 
well  as  any  dividends  generated  by  the 
assets  of  the  capital  shareholders.  Be- 
cause the  capital  shareholders  are 
forced  to  reinvest  all  their  capital 
gains,  the  income  shareholders  are 
the  recipients  of  dividends  kicked  off 
by  an  ever-growing  pool  of  assets 
Olin  reckons  that  today's  best  invest- 
ment is  the  Quest  for  Value  income 
shares,  which  trade  for  8%  more  than 
their  $1 1.60  liquidation  value  but  pay 
a  growing  dividend  likely  to  total 
$1.31  this  year.  ■ 
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Going  for  the  green 
in  Hong  Kong. 

To  get  to  where  the  deals  are 
swung  in  Hong  Kong,  take  the 
airline  that  goes  there  more  often 
than  any  other.  United. 

United  gives  you  the  best 
)ossible  shot,  with  more  nonstops 
rom  the  U.S.  than  anyone.  Each 
one  comes  with  lots  of  extras,  like 
gfenerous  Mileage  Plus  credits  in 
First  and  Business  Class.  And  our 
exclusive  Concierge  Service  for 
First  Class  passengers. 

Come  fly  the  friendly  skies. 
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Tokyo  •  Osaka  •  Hong  Kong  •  Seoul  •  Taipei  •  Sydney  •  Melbourne  •  Beijing  •  Shanghai  •  Auckland  •  Singapore  •  Manila  •  Bangkok 


If  you  want  the  best  return,  dont  necessar- 
ily go  for  the  highest-yielding  bond  fund. 
Below  we  explain  this  seeming  paradox. 

Yield  versus 
total  return 


1838's  Rohen  Vitak- 

"You're  not  getting  paid  enough  to  be  in  corporatea. 
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By  Jonathan  Clements 

Tl  HE  1838  Bond-Debenture  Trad- 
ing Fund  is  a  closed-end  recent- 
ly trading  at  20.  For  years  it  paid 
out  $2  a  year  unfailingly.  But  the  divi- 
dend was  cut  to  $1.86  in  1987,  and 
this  year  it's  likely  to  come  down 
another  4  cents.  Robert  Vitale,  a  soft- 
spoken  59-year-old  who  manages  the 
portfolio,  is  apologetic:  "Some  people 
depend  on  the  dividend  for  their  liv- 
ing, the  elderly,  people  like  that,"  he 
says.  "Nobody  wants  to  see  it  cut." 

But,  in  spite  of  the  pressures  on 
him,  Vitale  has  done  pretty  well  for 
his  shareholders.  The  portfolio's  total 
return  is  excellent.  Total  return  is 
yield,  plus  or  minus  capital  gains  and 
losses.  If  a  fund  has  a  handsome  yield 
but  loses  principal,  its  total  return 
will  be  lousy.  If  it  has  a  relatively  low 
yield  but  makes  the  capital  grow,  its 
total  return  will  be  good.  The  1838 
Fund's  total  return  has  averaged 
12.5%  a  year  compounded  over  the 
past  decade,  after  expenses.  That  easi- 
ly beats  the  1 1.2%  return  for  the  Mer- 
rill Lynch  Corporate/Government 
bond  index,  which  of  course  does  not 
reflect  any  expenses. 

There's  a  lesson  here  for  investors: 
Don't  buy  a  fund,  not  even  a  bond 
fund,  on  yield  alone.  The  bond  market 
today  is  almost  as  volatile  as  the  stock 
market.  Look,  then,  for  a  bond  fund 
that  has  a  record  of  steering  the 
treacherous  shoals  of  the  bond  market 
and  delivering  a  good  total  return.  As 
the  article  on  page  166  makes  clear, 
people  who  buy  funds  for  their  yields 
are  fools.  You  should  buy  for  total 
return,  and,  if  you  need  spending 
money,  simply  cash  in  some  of  your 
shares.  Isn't  it  dangerous  to  cash  in 
capital;  Not  if  the  capital  is  growing. 

The  yields  on  long-term  govern- 
ment bonds  have  come  down  from 
over  14%  in  January  1982  to  just  8% 
today,  and  rates  on  corporate  bonds 
have  suffered  a  similar  slump.  That 
has  created  a  dilemma  for  Vitale.  Un- 
less he  declares  dividends  out  of  prin- 
cipal— a  sure  formula  for  the  gradual 
liquidation  of  any  closed-end  bond 
fund — Vitale  can  deliver  a  fat  divi- 
dend only  by  buying  junkier  bonds. 
That  isn't  Vitale's  style,  which  is  dis- 
tinctly conservative. 

Vitale  has  run  the  fund  since  its 
1971  launch,  when  a  then-boyish  Mi- 
chael Milken  (who  had  yet  to  turn  his 
hand  full  time  to  junk  bonds)  was 
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imong  the  Drexel  Firestone  staffers 
vho  toured  the  country  seUing  bro- 
cers  on  the  merits  of  this  conservative 
lew^  fund.  In  1988  Vitale  and  his  col- 
eagues  bought  out  their  Philadelphia- 
)ased  money  management  firm  from 
Drexel  Bumham  Lambert  and  re- 
lamed  it  1838  Investment  Advisors, 
in  allusion  to  the  year  that  portrait- 
»ainter-tumed-money-manager  Fran- 
is  Drexel  set  up  his  Philadelphia  in- 
'estment  advisory  firm. 

How  does  a  good  bond  manager  like 
Vitale  do  his  job?  Putting  aside  con- 
'ertibles,  w^hich  this  fund  rarely  buys, 
here's  no  such  thing  as  a  growth 
»ond.  Guessing  every  turn  in  interest 
ates  would  be  a  way  to  make  extra 
etum,  but  no  one  we  know  can  do 
hat  consistently,  and  Vitale  doesn't 
ry.  Instead,  he  looks  for  anomalies  in 
elative  yields.  When  corporate  bonds 
ire  paying  particularly  good  yields  rel- 
itive  to  Treasurys,  he  buys  corporates 
ind  sells  Treasurys.  When  the  corpo- 
ate  yield  advantage  narrows,  he  re- 
verses these  positions. 

Right  now  Treasurys  look  best. 
'Yield  spreads  have  gotten  historical- 
y  narrow,"  says  Vitale.  "When  one 
illows  for  the  fact  that  governments 
lie  more  liquid,  and  they're  noncall- 
ible,  and  you  have  an  absence  of  cred- 
t  risk,  they're  just  much  better  value, 
fou're  not  getting  paid  enough  to  be 
n  corporates." 

Vitale  is  heavy  in  Treasurys  for  yet 
mother  reason.  He  is  worried  about  a 
ecession.  But  while  he  has  over  80% 
)f  the  $2  billion  in  private  money  he 
nanages  in  Treasurys  and  Ginnie 
4ae  mortgage  securities,  he  doesn't 
eel  he  can  put  more  than  42%  of  the 
losed-end  fund's  assets  into  govem- 
nent  paper.  "We  would  have  to  give 
ip  yield  to  go  any  further  into  Trea- 
urys  than  that,  and  that  would  mean 
utting  the  dividend,"  explains  Vi- 
ale.  "We  really  don't  have  the  liberty 
o  manage  freely  for  total  return."  So 
viih  one  eye  on  the  fund's  dividend 
nd  the  other  eye  on  preserving  capi- 
at should  the  economy  slip  into  re- 
ession,  Vitale  has  gone  hunting  for 
xtra  yield. 

Where  has  he  found  it?  Not  in  the 
■onds  of  finance  companies,  because 
;hey  are  usually  too  high  in  quality 
jnd  too  short  in  maturity  to  provide 
'he  yield  he  needs.  The  corporate 
ionds  that  used  to  be  most  attrac- 
ive — those  issued  by  strong  cash  flow 
enerators — are  now  suspect,  because 
bey  are  likely  victims  of  leveraged 
akeovers,   which  would  turn   their 

igh-grade  bonds  into  junk.  So  Vitale 

as  taken  to  buying  industrial  bonds 
f  companies  like  Chrysler  and  An- 

euser-Busch  that  are  too  big,  or  too 


cyclical,  or  too  closely  held  to  be  prey 
to  a  buyout. 

Industrials  account  for  16%  of 
1838's  portfolio.  But  the  largest 
chunk  of  corporate  bonds,  fully  36% 
of  the  fund's  $54  million  in  assets,  is 
in  electrical  utilities,  many  of  them 
below  investment  grade.  Among  the 
utility  bonds  owned  by  Vitale  with  a 
BB  credit  rating  are  Gulf  States  Utili- 
ties 1 1  s  of  20 1 6  and  Long  Island  Light- 
ing Co.  lis  of  2019,  both  of  which 
have  yields  to  maturity  of  just  over 
11.3%.  Vitale,  who  is  a  former  chair- 
man of  Standard  &.  Poor's  corporate 
bond  rating  committee,  reckons 
there's  a  chance  that  both  bonds  will 
be  upgraded.  He  hopes  the  upgrading 
of  these  and  some  of  the  fund's  other 
utility  bonds  could  offset  part  of  or  all 


the  damage  wrought  by  a  recession. 

Whatever  happens  to  the  utilities, 
Vitale  figures  his  Treasurys  will  stand 
the  closed-end  fund  in  good  stead 
when  the  recession  he  expects  finally 
hits.  Says  he,  "We  think,  over  the 
next  few  years,  we'll  be  able  to  step 
out  of  those  and  go  into  corporate 
paper  at  much  wider  spreads  than  to- 
day." Meaning  that  he  will  be  selling 
Treasurys  relatively  dear  and  buying 
corporates  relatively  cheap.  If  the 
strategy  works,  he  will  be  collaring 
some  capital  gains  and,  he  says,  "our 
shareholders  will  benefit  on  a  total 
return  basis." 

Let's  hope  that  at  least  some  share- 
holders look  beyond  simple  yield  to 
appreciate  the  importance  of  what  Vi- 
tale is  saying.  ■ 


The  better  bond  funds 

When  buying  a  bond  fund,  pay  more  attention  to  total  return  than  to  yield. 
Below,  we  list  an  assortment  of  bond  funds  that  have  posted  market-beating 
returns  over  the  last  three  years.  Most  earn  a  C  or  better  in  up  markets  and 
at  least  a  B  in  down  markets,  so  investors  in  these  funds  should  be  left 
relatively  unscathed  by  a  bond  market  slump.  In  addition,  these  funds  are 
pretty  efficient.  None  has  an  expense  ratio  above  1  %. 

Fund 

Type 

Performance 
UP       DOWN 

Annualized 

3-year 

total 

return 

Yield 

AMEV  US  Govt  Securities  Fund 

high  grade 

C 

B 

8.3% 

9.3% 

Bond  Fund  of  America 

high  grade 

C 

B 

8.3 

9.3 

Lord  Abbett  US  Government  Securities 

high  grade 

D 

A 

8.3 

10.9 

Vanguard  Fixed  Income-GNMA 

high  grade 

B 

A 

9.3 

9.1 

Vanguard  Fixed  Income-Invest  Grade 

high  grade 

C 

B 

9.3 

8.9 

Cigna  High  Yield  Fund 

junk 

B 

A 

9.4 

12.0 

Kempet  High  Yield  Fund 

junk 

B 

A-t- 

11.4 

12.9 

Merrill  Lynch  Corp-High  Income-A 

junk 

D 

A 

8.7 

12.4 

Vanguard  Fixed  Income-High  Yield 

junk 

C 

A 

8.8 

12.4 

Dean  Witter  Tax-Exempt  Sees 

national  muni 

B 

B 

9.4 

7.1 

Delaware  Group  Tax-Free  Fund-USA 

national  muni 

B 

A 

lO.l 

7.2 

IDS  High  Yield  Tax-Exempt  Fund 

national  muni 

B 

B 

9.2 

7.4 

Kemper  Municipal  Bond  Fund 

national  muni 

B 

B 

9.8 

7.3 

Nuveen  Municipal  Bond  Fund 

national  muni 

C 

B 

9.6 

6.7 

SLH  Managed  Municipals  Fund 

national  muni 

C 

B 

8.9 

7.2 

DMC  Tax-Free  Income  Trust-PA 

one-state  muni 

C 

B 

8.7 

7.0 

Kemper  Calif  Tax-Free  Income  Fund 

one-state  mum 

B 

B 

9.9 

6.6 

Putnam  Calif  Tax-Exempt  Income 

one-state  muni 

C 

B 

9.4 

7.0 

Source:  Forbes/CDA  Mutiui/  Fund  Evaluator  on 

diskette 
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Yields  on  money  market  funds  are  inverse- 
ly related  to  costs.  Smart  shoppers  focus  on 
the  cost  and  let  the  yield  take  care  of  itself 


Money  fund  guide 


By  Steve  Kicben 


IN  THE  SELECTION  of  3  moncy  mar- 
ket fund  only  three  things  matter; 
cost,  safety  and  services. 

Note  that  we  have  omitted  what 
most  people  would  consider  the  most 
important  thing  of  all:  yield.  But  yield 
is  almost  entirely  determined  by  the 
first  two  items  on  this  list.  It  is  not  a 
function  of  money  management  skill. 
After  all,  brilliant  management  is  not 
going  to  make  one  fund's  Treasury 
bills  pay  significantly  more  than  an- 
other fund's. 

The  more  fees  and  overhead  taken 
off  the  top  by  the  operator  of  the 
fund — and  expense  ratios  in  the  mon- 
ey fund  table  on  page  274  range  from 
0.3%  all  the  way  up  to  1% — the  less 
your  yield.  Two  funds  with  different 
expense  ratios  may  have  the  same 
yield,  but  if  so,  the  more  expensive 
fund  is  almost  certainly  taking  bigger 
chances  with  your  money.  If  you  look 
at  yield  rather  than  cost  you  will  miss 
this  subtlety.  You  will  risk  being 
overcharged  and  not  realizing  it. 


Just  how  great  are  the  risks  in  a 
risky  money  fund?  Minute.  Not 
counting  a  money-market-look-alike 
that  turned  out  to  be  a  short-term 
bond  fund,  no  money  market  fund  in 
recent  history  has  had  to  cut  its  share 
price  because  of  principal  losses,  ac- 
cording to  William  Donoghuc,  the 
Holliston,  Mass.  money  market 
newsletter  writer.  Still,  slight  differ- 
ences in  risk  account  for  much  of  the 
variation  in  gross  yields  from  money 
market  investments,  which  range 
downward  in  quality  from  U.S.  Trea- 
sury or  U.S.  agency  paper  to  commer- 
cial paper  from  corporations  like  ibm 
and  General  Motors  Acceptance 
Corp.  to  slightly  lower  quality  paper 
like  that  from  Chrysler  Financial  and 
Federal  Express. 

The  biggest  risk  money  fund  man- 
agers take  is  stretching  the  maturity 
of  the  paper  they  buy:  This  can  in- 
crease a  fund's  return  but  exposes  it  to 
interest  rate  fluctuations.  That  was 
how  the  one  loser  got  into  trouble. 
The  safest  funds  currently  keep  the 
average  portfolio  maturity  at  no  high- 
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er  than  45  days,  says  Michael  Lipper 
of  Lipper  Analytical  Services.  The 
riskiest  might  reach  out  100  days. 

Which  fund  has  the  lowest  cost? 
Fidelity  is  making  much  fuss  over  its 
Spartan  Money  Market  Fund  (too  new 
to  be  included  in  our  table),  with  an 
expense  ratio  guaranteed  not  to  ex- 
ceed 0.45%  through  1992.  But  all  Van- 
guard's money  market  funds  have  a 
lower  ratio.  Vanguard  boasts  that  its 
money  fund  yields  are  among  the  best 
precisely  because  its  costs  are  among 
the  lowest. 

Next,  service.  Fidelity  Spartan 
keeps  its  costs  down  by  imposing  a 
stiff  minimum  ($20,000)  and  charging 
$2  apiece  for  checks  written  against 
the  fund.  If  you  intend  your  money 
fund  to  be  an  investment  rather  than  a 
transaction  account,  that  setup  won't 
bother  you.  At  the  other  end  of  the 
spectrum  are  funds  with  no  mini- 
mum balance.  Some  return  canceled 
checks,  some  don't.  Most  have  a 
minimum  check  size,  but  the 
PaincWebber  rma  funds  do  not.  Wire 
transfers  arc  free  at  ids  Cash  Manage- 
ment and  National  Liquid  Reserves- 
Cash,  but  typically  cost  $3.50  to  $15. 
Convenience  is  worth  paying  for.  You 
might  tolerate  a  steep  expense  ratio  at 
a  fund  offered  by  the  brokerage  firm 
where  you  do  business. 

One  last  point:  taxes.  The  Treasury- 
only  money  funds  are  exempt  from 
most  (not  all)  states'  income  taxes. 
But  the  federally  tax-exempt  money 
funds,  which  buy  short-term  state  and 
local  debt,  are  no  bargain.  "If  you  are 
investing  in  tax-free  funds,  you  must 
settle  for  a  political  statement.  You 
arc  not  going  to  make  more  aftertax 
money,"  advises  Donoghue.  ■ 


A 

money  market  sampler 

Cost,  portfolio  and  service  are  all  important  variables      minimize  the  risk  of  interest  rate  fluctuations  by  keep- 
in  the  selection  of  a  money  market  fund.  These  funds      ing  their  portfolio  maturity  below  45  days. 

Fund/distributor 

Assets           govt 
(Smil)           paper 

%o 

CDs 

Expenses 
per 
SlOO 

Latest 
12-mo 
return 

commer- 
cial paper 

Minimum 
repos           check 

Cash  Management  Trust  of  America/American  Furn.!-- 

Si,3:4                 8% 

8% 

7,S% 

2%            $250 

$0.50 

8.4% 

Kemper  Money  Market  Fund-Money  Market/Kcmpcr 

6,454              — 

3,S 

62 

3                  500 

0.49 

8.5 

National  Liquid  Reserves-Cash/Smich  Barney 

1,692                5 

8 

66 

3                  500 

0.58 

8.8 

Trinity  Liquid  Assets  Trust/Trinity 

.=i27               — 

41 

40 

12                  350 

0.57 

8.4 

Vanguard  MM  Reserves-Prime/Vanguard 

9.\-'l 

1' 

^9 

6                   250 

0.31 

8.6 

SitwXLrs  l\>KiiFs.  IXmo^nw  Ornauizatiou 

164 


FORBES,  SEPTEMBER  4,  1989 


.Y7:]4AM 


AST  PERFORMANCE  IS  NO  GOARANTEE  OF  FUTURE  SUCCESS. 

RUT  IT'S  SOMETHINGTO  CONSIDER. 


Mutual  funds  haven't  always  been  your 
■yday  investment.  Forty  years  ago  there 
en  t  many  kinds  of  funds. 

Just  some  common  stock  funds  and 
le  bond  funds.  But  Jack  Dreyfus  thought 
^ere  poised  for  growth. 

In  1951  he  began  managing  one  of  the 
iest  funds  to  actively  seek  growth  of  cap- 
for  its  shareholders. 

It's  a  hunch  that  paid  off.  Not  just  for 
eholders  of  The  Dreyfus  Fund,  but  for 
•eholders  of  the  many  growth  funds  that 
)wed  it  in  the  1950s  and  1960s.  In  the 
-1970s,  when  rising  interest  rates  were 


stranding  savers  in  low-paying  FDIC  insured    assets,  but  a  year  ago  we  created  a  fund  spe- 
passbook  accounts,  we  developed  Dreyfus     cifically  designed  to  shift  freely  among  stocks, 


Liquid  Assets. 

And  in  the  late  1970s  when  inflation 
was  pushing  everyone  into  higher  tax 
brackets,  we  lobbied  for  a  bill  that  allowed 
Dreyfus  to  offer  the  first  incorporated  tax- 
e.xempt  fund. 

The  rest  is  history.  These  days  there 


bonds  and  money  market  instruments ,  depend- 
ing  on  the  climate. 

Dreyfus  Capital  Value,  like  other 
Dreyfus  funds  before  it,  is  a  product  of  its 
time.  Will  it  too  give  rise  to  a  whole  new 
category  of  funds?  No  one  knows. 

But  one  thing  is  certain:  our  past.  And 


isn't  a  fund  company  worth  its  800  number  that's  one  way  to  evaluate  the  future.  Obtain 
that  doesn't  offer  a  wide  range  of  money  mar-  a  prospectus  from  your  securities  dealer  or 
ket  and  tax  exempt  funds,    f^lk^      1^  call  1-800-648-9048 . 

Today  everyone  talks     JU^l^£"V[ll S     ^'^^^^  ^^'^'^  ^^^  prospectus 
The  right  fund  at  the  right  time. 


about  the  need  to  allocate 


carefully  before  investing. 


Some  bond  funds  pay  handsome  dividends 
but  gobble  up  your  principal  in  the  process. 
Live  off  the  ''income  from  one  of  these  and 
you  will  wind  up  in  the  poorhouse. 

Cannibal 
bond  funds 


By  William  Baldwin 


Fund 


A  DANGER  WITH  any  fixed-income 
investment  is  that  you  will 
\  live  blissfully  and  ignorantly 
off  the  income,  then  discover  one  day 
that  a  large  chunk  of  your  principal  is 
gone.  This  is  a  danger  the  salesman 
probably  won't  warn  you  about. 

With  some  bond  funds, 
the  erosion  of  principal  is 
more  than  a  danger.  It  is  a 
near  certainty.  These 
funds  pay  lavish  dividends 
but  eat  into  your  principal 
in  the  process.  They  can- 
nibalize your  assets. 

Consider,  for  instance, 
the  fate  of  a  retiree  who 
bought  $100,000  worth  of 
the  National  Bond  Fund 
three  years  ago.  He'd  have 
started  off  with  a  tempt- 
ing monthly  income  of 
$1,100,  a  13%  yield.  If  he 
were  to  cash  in  his  shares 
today,  he'd  have  only 
$67,500  left.  A  third  of  his 
money  would  now  be 
gone — more  than  a  third, 
if  you  allow  for  the  $5,000 
sales  commission.  As  for 
the  income — the  objec- 
tive of  this  investment — 
it  would  be  down  to  $670 
a  month  now. 

Why  do  people  buy  gar- 
bage like  this?  Probably  because  they 
make  the  mistake  of  going  to  a  broker 
and  saying  they  need  income  to  live 
on.  Customers  of  direct-marketed 
(that  is,  no-load|  funds  can  also  fall 
into  the  yield  trap.  If  you  had  put 
$100,000  into  the  Bull  &  Bear  High 
Yield  Fund  three  years  ago,  you'd  have 
$65,100  left  now.  Even  if  you  had  re- 
invested  all   dividends,    you'd   have 


ended  up  with  6%  less  money  than 
you  started  with.  This  in  a  generally 
flat  bond  market  that  delivered  a  total 
return  of  26%. 

We  say  it  elsewhere  in  this  maga- 
zine, we've  said  it  before,  and  we'll 
say  It  again:  Don't  invest  for  yield. 
Invest  for  total  return,  which  is  the 
sum   of  yield  and   capital   gains   or 


Dipping  into  capital 


These  funds  send  you  fat  dividend  checks  that  you  can 
ill  afford  to  cash.  The  dividends  aren't  being  earned. 


Yield' 


What's  leh 
Total  of  $10,000 

return'         principal' 


Alliance  Bond-High  Yield 


1.5. 1"„ 


4.6"-,, 


American  Capital  High  Yield  Inv 


14.4 


4.9 


Bull  &  Bear  High  Yield  Fund 


I2.S 


19 


Dean  Witter  High  Yield  Sees 


16.2 


First  Investors  Bond  Appreciation 


12 


National  Bond  Fund 


\}.^ 


i.,s 


PaincWebber  Fixed  Inc-High  Yield 


l.?() 


46 


Pilgrim  Preferred  Fund 


16.6 


1.2 


Value  Line  Aggressive  Income  Trust         1 1.8 


2.8 


Venture  Income  I  + 1  Plus 


14  I 


? 


'liKonic  iJi\ ftk-iuls  lor  12  niontlis  to  JuiK-  .W.  Uividcd  hv  ending  nci  j.vsi.'l 
v-jjue  •Awr.iHi-  .iniiual  total  ri.turn.  3  years  lo  June  30  '.^ficr  sales  load. 
a.ssuniinj!  rme>tnu'ni  on  June  30.  1986  and  reimestiiiem  ot  lonj"  term  capiial  (jain 
di.MnbuliDns 


losses.  This  is  true  whether  you  arc 
buying  stocks  or  bonds  or  any  kind  of 
fund.  People  tend  to  forget  that  bonds 
today  are  about  as  volatile  as  stocks. 
It's  true  whether  you  are  a  daring  or 
conservative  investor,  whether  you 
arc  investing  to  accumulate  capital  or 
to  live  off  It. 

What  if  you  really  do  need  the  in- 
come to  pay  the  rent?  Then  start  by 
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accepting  the  fact  that  a  fund's  yield  is 
no  indicator  of  the  amount  you  can 
safely  spend  without  dipping  into  cap- 
ital. Don't  even  be  tempted  by  the 
dividend.  Instead,  ask  the  fund  to  re- 
invest all  dividends.  Now  you  are 
looking  at  your  pot  of  money  on  a 
total  return  basis.  If  you  need  cash, 
sell  some  shares.  Most  mutual  funds 
offer  monthly  withdrawal  plans  that 
make  this  easy. 

How  much  can  you  safely  with- 
draw without  eroding  your  principal? 
About  8%  per  year,  what  with  good- 
quality  bonds  yielding  8%  to  10%  and 
fund  management  fees  and  overhead 
taking  1%  or  so  off  the  top.  That  8%, 
by  the  way,  is  before  inflation,  cur- 
rently running  at  5%.  If  you  want 
your  principal  to  stay  intact  in  pur- 
chasing power,  you  shouldn't  be 
spending  any  more  than  3%  of  youi 
fixed-income  assets  every  year.  If  yoi 
need  to  cash  in  more  than  3%  of  your 
pot  every  year  to  live  on,  do  so.  But 
don't  kid  yourself  that 
you  aren't  dipping  into 
principal. 

How  do  funds  get  awa) 
with  advertising  yields  sc 
much  higher  than  3%! 
First  of  all,  no  law  re 
quires  the  fund  to  warr 
you  of  the  ravages  of  infla 
tion.  You're  supposed  tc 
figure  that  out  yourself. 

Next,  although  the  Sc 
curities  &.  Exchange  Com 
mission  has  cracked  dowi 
on  some  of  the  wors 
abuses  in  doctored  yields 
there  is  a  huge  loophoK 
for  junk  bond  funds.  In 
deed,  most  of  the  funds  ii 
the  rogues'  gallery  at  lef 
arc  junk  bond  funds. 

To  understand  wh 
yields  on  junk  are  mis 
leading,  consider  for  a  mo 
mcnt  how  banks  repor 
their  profits.  Suppose 
bank  grosses  13%  from 
portfolio  of  consume 
loans,  and  that  4%  of  the  loans  ar 
destined  to  go  unpaid.  The  portfolio' 
return  will  be  reported  as  9%,  sine 
the  bank  is  compelled  by  accountin 
rules  to  deduct  an  allowance  for  ex 
pccted  loan  losses  when  calculatin 
Its  profits. 

In  a  similar  fashion,  a  junk  bon 
portfolio  may  gross  13%  after  ovei 
head  expenses,  while  4%  of  the  prir 


S7,.«^ 


7,19.S 


6,511 


7,188 


6,818 


6,264 


l.ill 


6,827 


7,565 


6  6^0 
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SOMETIMES  YOU  HAVE 
TOTAKEARISK 
TO  MAMGE  IT 


Throughout  histoiy  lenders  have  become  legends  by  taking  risks. 
The  risk  of  the  unknown,  the  unexplored,  the  uncharted.  The 
challenge  of  trving  something  new 

In  the  financial  world.  savA>  risk  managers  know  new  ideas  are 
not  a  risk,  but  a  necessity.  And  that  the  biggest  risk  of  all  is 
a  closed  mind. 

At  the  Chicago  Board  of  Tirade,  we  offer  a  new  world  of  risk 
management.  Where  exceptional  liquidity  and  unparalleled 
integrity  prevail.  Where  interest  rate  futures  and  options  span 
the  yield  cur\e.  Providing  protection  and  profit  to  those  who 
accept  the  challenge. 

The  world  of  interest  rale  futures.  Explore  it.  You  never  know 
w  hat  you  might  discover. 


n 


S989.  The  Chir;iS(fB();irf)  of  Tt-ailP 


#  Chicago  Board  of  Trade 

1-800-THE  CBOT,  extension  5000. 


'^We  tallied  about  gettiiig  a 
mldrange  computer  but  wonderec 

'Is  this  the  end  of  our  PCs?' 
Turns  out  it  was  just  the  beginning 


With  an  IBM  AS/400 
your  PCs,  and  everything 
else,  can  work  better. 


\ou  can  run  a  whole  busi- 
ness on  personal  computers,  and 
niavbe  \ou  do. 

But  as  PCs  help  vour 
company  grow,  its  also  possible 
to  outgrow  them.  Or  at  least,  to 


outgrow  what  PCs  alone  can  do. 

Phats  when  the  affordable 
IBM  Application  System/400^" 
becomes  a  logical  next  step. 

The  AS/K)0  is  a  midrange 
computer  that  starts  for  as  little 
as  $25,000  and  lets  voii  make 
choices  now — about  thiiiiis  like 
software,  connectivity  and  power 
— that  wont  fence  vou  in  later. 


Cher  5.000  applications 
run  on  the  AS/400,  and  the\ 
were  designed  for  solving  spec 
business  problems. 

So  if  you  re  an  autoparts 
dealer,  vou  can  find  software 
created  for  autoparts  dealers. 
Ditto  for  law  firms,  grocery 
•stores,  travel  agencies  and  so 

Also,  the  AS/400  was 


$  1989  IBM  Corporation  IBM  is  a  registered  trademark  and  Application  Systein/400  isa  trademark  of  IBM 


only  work  with  an  AS/400,  they'll 
be  improved  bv  it.  With  PCs  as 
terminals,  you  get  PC  and  AS/400 
power  combined,  and  your  PCs 
can  communicate  easily  with  all 
the  other  AS/400  terminals. 
But  first,  communicate 
with  us.  To  learn    — ^—  ^   ^ 

800-365-4  IBM.  =^=?= 
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Project  financing: 
the  sky's  the  limit. 


To  know  one  true  exp' 
IS  really  all  you  need. 


There's  no  shortage  of  projects  in  need  of 
financing,  and  there's  no  shortage  of  invest- 
nnent  funding.  Perfect? 

That  depends  Each  case  requires  care- 
ful consideration.  Project  owners  want  their 
banks  to  develop  innovative  financial  solu- 
tions. Providing  funding  is  not  enough  The 
bank  must  also  have  technical  expertise, 
as  the  projects'  technical  details  often  de- 
termine the  optimal  financing  solution  -  not 
the  other  way  around. 

The  ideal  financing  partner  is  one  who 
has  performed  this  role  for  companies, 
consortia  and  governments  on  a  global 


UBS.  The  bank  of  experts. 


scale.  On  projects  as  diverse  as  oil  and 
gas,  waste-to-energy,  infrastructure,  mining 
of  precious  and  t5ase  metals,  power  and 
cogeneration,  petrochemicals,  industry, 
geothermai,  pulp  and  paper 

UBS  has  successfully  financed  several 
billion  dollars  in  projects  worldwide.  As  the 
leading  bank  in  Switzerland  and  one  of  the 
few  AAA  banks  in  the  world,  UBS  backs 
expertise  with  attention  to  detail. 


UBS  in  the  United  States:  Branch  Offices  in  New  York,  Chicago,  Los  Angeles;  Agency  in  Houston;  Representative  Office  in  San  Francisco. 
UBS  in  Canada:  Toronto,  Montreal,  Calgary.  Head  Office:  Union  Bark  of  Switzerland,  Bahnhofstrasse  45,  CH-8021  Zurich. 


Annual 
Fund  Ratings 


cipal  is  destined  to  be  lost  in  defaults 
and  threatened  defaults.  Under  sec 
rules,  however,  the  fund  can  report  a 
yield  of  13%.  The  4%  expected  loss 
isn't  deducted  from  the  yield.  Instead, 
it  shows  up  sooner  or  later  as  a  decline 
in  the  share  price  of  the  fund.  Total 
return  takes  into  account  price  fluctu- 
ations as  well  as  dividend  payments, 
and  it  would  be  9%  for  such  a  fund.  By 
focusing  on  total  return  rather  than 
dividends,  you  never  are  misled  by  the 
13%.  You  have  your  eyes  on  the  bot- 
tom line,  not  the  gross  income. 

The  SEc's  rules  do  compel  disclo- 
sure of  historical  total  returns  in  any 
printed  literature  mentioning  yields. 
But  some  people  don't  read  prospec- 
tuses. They  hear  a  yield  quote  and  buy 
the  fund. 

Of  course,  what  is  true  of  junk 
bonds  is  true  in  a  way  of  high-grade 
bonds;  their  prices  fluctuate  with  in- 
terest rates.  If  interest  rates  rise  after 
you  buy,  you  will  suffer  a  depletion  of 
capital;  if  interest  rates  drop,  your 
bonds  will  appreciate  in  value.  But  at 
least  with  higher-grade  bonds  there  is 
no  expectation  of  defaults. 

There  are  other  games  funds  play  to 
lure  investors  looking  for  income  but 
ignoring  price  changes.  One  is  to  pay 
out  dividends  that  aren't  earned,  even 
in  the  loosest  sense  of  gross  income. 
Putnam  High  Income  Government 
Trust,  for  instance,  has  a  habit  of  cov- 
ering a  substantial  portion  of  its  10- 
cent  monthly  dividend  by  cashing  in 
some  of  the  bonds  every  month.  An- 
other game  is  to  write  options  against 
a  bond  portfolio.  Ask  Massachusetts 
Financial  Services  for  the  yield  on  the 
MFS  Government  Securities-High 
Yield  and  you  will  be  told  that  the 
"current  distribution  rate"  is  12.5%. 
You  have  to  press  to  get  the  SEC-man- 
dated  yield  figure,  which  is  7.4% .  The 
SEC  doesn't  ajlow  funds  to  count  op- 
tion income  in  the  yield. 

To  find  the  cannibals  who  eat  your 
principal  while  feasting  you  on  divi- 
dends, we  searched  the  Forbes/cda 
Bond  Fund  Evaluator  diskette  for 
funds  with  double-digit  yields  and 
subpar  total  returns.  All  would  have 
eaten  up  at  least  a  fourth  of  your  prin- 
cipal over  three  years,  and  none  would 
have  delivered  as  much  total  return  as 
a  5'/2%  passbook  savings  account. 
And  yet  until  the  moment  of  truth, 
you'd  be  basking  in  the  illusion  that 
your  money  was  earning  a  handsome 
return.  ■ 
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'7  switched  my  IRA  to  Scudder 
because  I  wanted  more  from,  my 
retirement  plan. .  .more  investment 
opportunity  more  flexibility 
and  more  service." 

Scudder  pure  no-load™  funds  offer  you  17  investment 
options  for  your  IRA  and  full  freedom  to  exchange 
among  them.  Call  1-800-225-2470  ext.  6880  for  a 
free  guide  on  moving  your  IRA  to  Scudder. 


Scudder  IRA 
1-800-225-2470  ext.  6880 

Name 


Address 


Apt. 


City 


State       Zip 


SCUDDER    -^ 


175  Federal  St.,  Dept.  688,  Boston,  MA  021 10 


Contact  Scudder  Fund  Distributors,  Inc.,  Underwriter,  for  a  prospectus  containing 
more  complete  information  including  management  fees  and  expenses.  Read  it  care- 
fully before  you  invest  or  send  money. 
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Funds  specializing  in  European  stocks 
have  a  couple  of  good  selling  propositions: 
1992  and  the  discovery  of  breakup  values. 

A  European 
expedition 


By  Edward  Giltenan 


10NG  BEFORE  James  Goldsmith's 
_  run  at  B.A.T  Industries  sent  Eu- 
I  ropean  stock  analysts  back  to 
their  worksheets,  smart  investors 
were  thinking  about  two  factors  that 
could  radically  alter  the  landscape  for 
stockholders  over  there.  One,  of 
course,  is  the  dismantlmg  of  trade  and 
investment  barriers  in  1992.  The  oth- 
er is  the  spread  to  European  bourses  of 
U.S. -style  breakup  value  analysis. 

"European  companies  are  cheap  in 
relation  to  their  assets  and  earnings," 
says  John  Legat,  portfolio  manager  of 
the  $26  million  G.T.  Europe  Growth 
Fund,  one  of  a  family  of  funds  in  Lon- 
don-based, $6.5  billion  G.T.  Manage- 
ment. "Good  managers  know  they 
must  realize  the  value  of  these  assets 
or  a  raider  will  do  it  for  them." 

G.T.  Europe  was  the  first  of  a  hand- 
ful of  funds  formed  in  the  last  few 
years  to  invest  U.S.  money  in  Europe 
(see  table).  In  the  three  years  ended  in 
June,  the  fund  returned  a  compound 


average  17.8%  a  year,  versus  12.4% 
for  Morgan  Stanley  Capital  Interna- 
tional's Europe  index.  (Both  numbers 
reflect  fluctuations  in  the  dollar  and 
in  European  stocks.) 

From  his  London  base,  Legat,  26,  is 
ideally  situated  to  spot  the  assets  Eu- 
ropean companies  keep  under  wraps, 
hidden  from  the  taxman.  Legat  hopes 
to  profit  when  competitive  forces  un- 
leashed by  1992  impel  managers  to 
realize  the  value  of  these  gems. 

Perhaps  the  most  obvious  place  to 
begin  a  hunt  for  buried  treasure  is 
West  Germany.  With  corporate  taxes 
as  high  as  60%,  German  companies 
are  notorious  for  carrying  assets  on 
their  books  at  a  fraction  of  their  value. 

Legat's  plum  is  giant  Deutsche 
Bank.  Like  most  German  banks,  it 
holds  major  stakes  in  German  indus- 
try— companies  like  auto  manufac- 
turer Daimler-Benz  (28%)  and  depart- 
ment store  chain  Karstadt  (25%).  The 
bank's  major  industrial  holdings  add 
up  to  around  $13.5  billion  in  market 
value,  while  the  bank  itself  is  trading 


Grande  tour 

When  the  European  Community's  trade  barriers  fall  in  1992,  will  stock 
prices  rise?  That's  the  betting  of  the  six  mutual  funds  listed  below. 

Fund 

Assets 
($mil) 

Annual 
expenses 
per  $100 

Maximum 
sales  charge 

Total 

12-month 

return 

DFA  Continental  Small  Co 

$161 

$1  00 

none 

34.6% 

European  Emerging  Cos 

14 

2.25 

4.50% 

NA 

Fidelity  Europe 

74 

266 

3.00^ 

182 

Financial  Strategic-European 

6 

1.86 

none 

18.3 

GT  Europe  Growth 

26 

3.60 

4.75 

23.7 

Merrill  Lynch  EuroFund-B 

209 

IM 

4  00' 

10  7 

Morgan  .Stanley  Capital  International  Europe  iude> 

IS.l 

r:  Back-end  load  rexerts  to  distributor 

.\A:  Notav..    1: 
Soura:. 

Fuf.it-i^CUA 

'•lulual  Fiirul  F.iiilualor  on  Jtskene 

Annual 
Fund  Ratings 


at  a  market  value  of  $13.7  billion. 

West  German  politicians,  anticipat- 
ing regulations  from  the  increasingly 
powerful  European  Community  in 
Brussels,  may  force  banks  to  reduce 
their  outside  holdings,  mainly  to 
avoid  conflicts  between  their  roles  as 
lenders  and  their  roles  as  owners. 
Most  banks  would  be  willing  to  part 
with  their  industrial  holdings  as  long 
as  the  government  grants  a  tax  break 
on  the  significant  capital  gains  they 
will  realize.  Legat  is  betting  the  gov- 
ernment will  come  through  with  this 
concession.  "Deutsche  Bank  is  going 
to  realize  enormous  profits  on  these 
holdings.  We  expect  some  nice  gains 
in  the  stock,"  says  Legat.  Deutsche 
Bank  stock  (recent  price,  $350)  ac- 
counts for  2%  of  the  portfolio. 

Legat  reckons  the  market  has  yet  to 
catch  on  to  some  interesting  possibili- 
ties at  several  French  companies.  One 
is  a  hotel  and  restaurant  chain  called 
Accor.  Accor  owns  the  majority  of  its 
properties,  ranging  from  the  expen- 
sive Sofitel  chain  down  to  Formula 
One  motels.  They  are  carried  on  Ac- 
cor's  books  at  about  $50  per  share.  But 
Legat  says  they're  worth  $102  per 
share,  nearly  as  much  as  the  recent 
price  of  the  entire  company,  $118. 
Accor  could  realize  those  values  by 
selling  the  hotels  and  retaining  a  man- 
agement contract,  as  Marriott  has 
done  over  here. 

Another  French  holding  of  Legat's 
is  Gcnerale  des  Eaux,  a  $5.5  billion 
(market  value)  water  utility  that  has 
diversified  into  waste  management, 
construction  and  cable  television.  Its 
most  intriguing  asset  is  a  4 1  %  piece  of 
Compagnie  Financicre  pour  le  Radio- 
telephone (Cofira),  one  of  three  firms 
licensed  to  provide  analog  cellular 
phone  service  in  France.  Cofira  is  a 
likely  but  not  certain  bet  to  be  one  of 
two  firms  licensed  to  supply  digital 
service  in  France  when  the  Common 
Market  institutes  its  Pan-European 
network.  Because  the  new  cellular 
company  contributes  nothing  to  Gen- 
crale's  bottom  line,  its  value  has  not 
been  fully  reflected  in  Generale's 
stock  price  yet.  But  at  a  very  conserva- 
tive valuation  of  $60  per  potential 
subscriber,  the  cellular  stake  is  worth 
$1.5  billion,  a  quarter  of  Generale's 
market  value. 

"Europe  has  been  interesting  on 
fundamentals  for  some  time,"  says 
Legat,  an  avid*  bicyclist.  "So  1992  is 
just  the  icing  on  the  cake."  ■ 
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Peugeot  405  DL 


S 


■*5^' 


J 


■a 


1988  Best  European  Car  of  the  Year. 
1989  Best  Imported  Car  of  the  Year. 


The  Success 
Hasn't  Gonelb 
Our  Price. 

Since  its  introduction,  the  Peugeot  405 
has  been  enjoying  the  rarefied  kind  ot  success 
only  a  landmark  automobile  can  enjoy. 

h  impressed  Europe's  most  discriminating 
automotive  journahsts  as  no  car  ever  had  before, 
winning  the  coveted  European  Car  of  the  \ear 
award  for  1988  by  the  widest  margin  in  history. 

Its  debut  in  America  was  no  less  auspi- 
cious. In  grand  style  it  won  the  INIotoring  Press 
Associations  Best  Imported  Car  for  1989  out- 
shining established  stars  like  the  Mercedes-Benz 
190,  the  BMW  535,  and  the  Acura  Legend  Coupe. 
AH  cars  that  are  legendan  for  their  performance. 


And  legendar)  for  their  price. 

Happilv,  as  you  can  see,  all  this 
praise  hasn  t  swelled  the  405  s  price. 
And  included  in  it  are  manv  standard 
amenities  like  air-conditioning  w  ith 
automatic  climate  control  and  power 
door  locks.  As  well  as  the  protection 
of  a  3-vear/36,000-mile  Bumper-to- 
Bumper  limited  warrantv;  a  5-vear/ 
50,000-mile  limited  powertrain 
warranty;**  and  the  most  compre- 
hensive roadside  assistance  plan 
available: 


405 

PL 
$14,500* 

S 
S  17.700* 

Mi  16 
$20,700* 


So  why  not  call  1-800-447-2882  for  the 
name  of  a  dealer  where  you  can  investigate  one  of 
the  best  automotive  values  on  the  market  todav: 
The  front-wheel  drive  Peugeot  405.  It'll  grant  you 
the  experience  of  driving  a  world  class  automobile. 
And  spare  vou  the  experience  of  paving  for  one. 

*MSRR  Exclude*  dest.  charge,  lax,  title,  options  and  registration.  **See  your  dealer  for  details 
of  these  warranties.  *** Membership  subject  to  the  rules  and  regulations  of  <^^. 


Here  comes  the  Austria  Fund.  What  will 
they)  think  of  next?  Albania?  Nepal? 


Watch  on 
the  Danube 


By  Joe  Qneenan 


HAVING  TAKEN  OFF  MOST  of  the 
second  half  of  the  20th  centu- 
ry, Austria  is  back  in  the 
news.  First,  word  got  out  that  former 
United  Nations  Secretary  General 
Kurt  Waldheim  had  altered  his  re- 
sume to  camouflage  certain  indiscre- 
tions of  his  youth.  Then  came  the 
Felix  Bloch  spy  scandal  that  asks  the 
question:  Can  Ronald  Lau- 
der, the  perfume  fortune  heir 
and  onetime  ambasssador  to 
Austria,  come  up  smelling 
like  a  Rosenkavalier  as  may- 
or of  New  York?  And  now  we 
receive  the  news  that  Alli- 
ance Capital  Management  is 
bringing  out  the  Austria 
Fund. 

The  Austria  Fund,  set  to  go 
this  month,  is  yet  another 
closed-end,  single-country 
fund.  These  exotic  offerings 
can  be  fabulously  success- 
ful— witness  the  Korea  and 
Taiwan  funds.  But  the  major- 
ity have  done  very  poorly. 
And  they  can  be  volatile.  A 
single  bounced  check  from  a  specula- 
tor to  a  broker  sent  the  entire  Brazil- 
ian market  into  the  tank  in  June.  With 
a  currency  devaluation,  that  cut  the 
value  of  the  Brazil  Fund  by  a  third  in 
three  weeks. 

Austria  is  no  Brazil,  of  course,  but 
investors  still  run  the  obvious  risk  of 
buying  a  hot  stock  at  us  peak.  This  is 
particularly  risky  on  an  exchange 
with  only  around  130  listed  compa- 
nies, where  there  were  only  eight  ini- 
tial public  offerings  last  year,  and 
which  has  a  market  cap  of  only  S9.6 
billion  anyway. 

When  told  of  Alliance's  plans  to 
pour  $60  million  into  the  Vienna  Ex 
change,  Jim  Rogers  of  Rogers  Hold 
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ings  in  New  York  City  remarked: 
"You  can't  put  that  kind  of  money 
into  that  market.  It's  an  awfully  small 
market,  and  you're  buying  at  the  top. 
What  will  happen  is,  as  they  get  closer 
to  the  deal,  the  Austrians  will  see  all 
that  money  coming,  and  they'll  bid  up 
the  stocks." 

Ah,  but  there's  a  kicker.  Although 
the  bulk  of  the  Austria  Fund  will  be 
invested   in   Austrian   securities,    as 


much  as  20%  would  go  into  Eastern 
European  stocks,  with  an  emphasis 
on  Hungary.  That's  why  analysts  al- 
ternately call  it  "the  perestroika  play" 
and  "the  glasnost  gambit."  It's  what 
we  call  smart  merchandising  to  take 
advantage  of  the  headlines. 

The  theory  is  that,  since  Austria  is 
the  door  to  the  Eastern  bloc,  investors 
who  are  looking  for  some  Budapest 
action  can  get  it  only  via  Vienna. 
Thus,  if  things  pan  out  in  Austria,  we 
might  see  the  Transcarpathia  Fund, 
providing  access  to  Rumania  and  Bul- 
garia, and  the  Yugoslavia  Fund,  giving 
the  public  a  shot  at  the  crown  jewel: 
Albania. 

Some  people  applaud  this  vicarious 
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participation  in  Eastern  European 
economies.  Says  Jan  Vanous,  an  ex- 
pert on  Iron  Curtain  economies  at 
PlanEcon,  a  Washington  think  tank: 
"The  current  vogue  on  Wall  Street  is 
to  invest  in  bankrupt  companies.  So 
why  not  practice  that  on  a  country- 
by-country  basis  by  investing  in  econ- 
omies that  are  almost  bankrupt?" 

Vanous  views  investing  in  Hungary 
as  a  terrific  opportunity  to  scoop  up 
dirt-cheap  assets  in  a  country  where 
bad  publicity — a  mess  of  an  economy 
and  image  problems  caused  by  a  mod- 
erately repressive  government — is 
keeping  more  conservative  investors 
at  bay. 

It's  worth  noting  that  Alliance  has 
had  a  Finland  Fund  in  the  deep  freeze 
for  some  time,  and  International  Fi- 
nance Corp.,  an  affiliate  of  the  World 
Bank,  has  a  Turkish  Fund  in  the 
works.  Though  neither  firm  will  com- 
ment on  these  unfinished  products, 
the  suspicion  is  that  they're  waiting 
until  the  markets  are  really  torrid  be- 
fore going  public.  Actually, 
one  can't  help  wondering 
what's  next  if  the  investing 
public  soaks  up  Finland 
shares.  Why  not  the  Baltic 
Fund,  allowing  investors  to 
plow  their  pension  money 
into  the  Estonian,  Latvian 
and  Lithuanian  economies? 
Just  as  soon  as  they  have 
economies. 

Some  observers  think  this 
quest  for  exotic  products  is 
ridiculous.  "It's  the  unin- 
formed public  that  buys 
these  things,"  says  George 
Cole  Scott,  publisher  of  Tlye 
Scott  Letter  in  Richmond  Va. 
"There's  a  huge  commission 
to  sell  them,  but  as  soon  as  they  come 
out  they  start  trading  at  a  discount." 
Scott,  who  expects  a  Soviet  Fund 
and  a  China  Fund  one  of  these  days, 
advises  people  looking  for  exotic  for- 
eign investments  to  stick  with  Tem 
pleton  Emerging  Markets  Fund 
(which  trades  at  an  11%  discount  to 
net  asset  value  on  the  American  Ex 
change).  At  least,  he  says,  "these  peo- 
ple have  been  in  the  business  for  50 
years."  He's  not  ready  to  endorse  the 
Austria  Fund. 

"The  Hapsburgs  did  okay  there  for  a 
while,"  says  Thomas  J.  Herzfeld,  the 
dean  of  closed-end  fund  authorities, 
"but  my  most  recent  research  into  the 
Austrians  ends  right  about  there."  I 
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Now^  if  you  want  long  distance  service 
without  the  worries,you  may  have  to  ask  for  it. 


A  cautionary  note  to  people  who  use  public  phones: 

These  days,  some  public  phones  don't  automatically 
connect  you  to  AT&T.  Fortunately  it's  still  easy  to  make 
sure  you're  getting  the  quality  AT&T  service  you've  always 
depended  on. 

If  there'are  no  AT&T  signs  on  or  near  the  phone 
you're  using,  listen  for  'AT&T"  after  dialing.  If  you  don't 
hear  it,  you  might  not  have  reached  AT&T. 

In  that  case,  just  hang  up  and  dial  10+ATT+O  before 
dialing  the  area  code  and  number  Or,  if  you're  calling 
from  a  hotel,  just  ask  the  switchboard  operator  how  to 
best  reach  AT&T.  In  seconds,  you'll  be  connected  to  the 


1 
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fastest  and  most  reliable  long  distance  service  in  the  world. 

Then  you  can  proceed  with  confidence. 

R)r  more  information,  or  a  wallet-sized  card  with  simple 
dialing  instructions,  call  1 800  66I-O661. 


©1989  AT&T 


AT&T 

The  right  choice. 


Some  fund  families  have  excellent  records. 
But  picking  a  good  family  is  no  guarantee 
of  quality.  Even  the  best  have  a  few . . . 


Dog  funds 


^3^^P^S©^^-'S^fe^ 


'M 


By  Ronh  Addis 


Tl  HE  TABLE  ofi  page  178  says  that 
Fidelity  was  not  only  the  larg- 
est but  also  among  the  best  man- 
agers of  stock  funds  over  the  past  12 
months.  Weighted  for  assets — and 
thus  gettmg  a  lift  from  the  large  and 
excellent  Magellan  Fund — the  aver- 
age performance  for  Fidelity  came  in 
at  20%.  That's  more  than  2  points 
better  than  the  weighted  average  per- 
formance for  all  stock  funds. 

But  be  forewarned:  The  Fidelity 
name  is  no  guarantee  of  excellent  per- 
formance. Take  a  look  at  the  28  Fidel- 
ity Select  funds  in  the  stock  tables  on 
page  210.  Weighted  for  assets,  these 
portfolios,  each  specializing  in  a  dif- 
ferent industry,  turned  in  a  dismal  8% 
return  over  the  past  year.  Picking  one 
for  a  booby  prize  is  not  easy,  since  so 


many  lost  money  or  have  outlandish- 
ly  high  expense  ratios  dragging  down 
performance.  But  perhaps  the  honors 
should  go  to  the  Electronics  portfolio, 
whose  annual  return  since  mid- 1986 
has  averaged  -9% . 

In  the  Shearson  fund  family  the 
standout  loser  is  the  Shearson  Leh- 
man Hutton  Sector  Analysis  Portfo- 
lio. Since  August  1987  the  fund  has 
been  managed  by  Elaine  Garzarelli, 
the  technician  lauded  everywhere 
from  the  business  press  to  women's 
magazines  for  her  foresight  in  calling 
the  1987  stock  market  crash.  All  that 
eulogizing  brought  in  a  torrent  of  cus- 
tomers, just  in  time  for  Garzarelli 's 
hands  to  turn  cold.  Over  the  past  12 
months  (ending  June  30)  the  fund  was 
up  a  pathetic  5%.  Garzarelli  is  candid 
about  her  results;  "I  was  chicken  in 
1988,  and  I  did  not  get  fully  invested 


Annual 
Fund  Ratings 


when  the  indicators  said  to." 

Merrill  Lynch  has  two  strong  candi- 
dates in  this  contest.  Its  Special  Val- 
ues Fund,  which  has  the  stated  pur- 
pose of  finding  "emerging  growth 
companies,"  has  found  submerging 
stocks  instead.  Performance  over  the 
last  five  years  puts  it  in  the  bottom 
tenth  of  all  equity  funds. 

Merrill  Lynch  is  also  partly  respon- 
sible for  Liberty  All-Star  Equity  Fund, 
having  underwritten  this  closed-end 
in  October  1986.  The  prospectus 
promised  a  heavy  dose  of  talent:  The 
fund  would  allocate  assets  among  five 
experts  (one  of  them  Forbes  colum- 
nist David  Dreman).  Alas,  money 
management  doesn't  work  like  foot- 
ball. Stockholders  who  bought  at  the 
initial  $10  price  have  received  $2.28 
in  dividends  and  own  shares  recently 
trading  at  8.  That,  over  a  period  when 
the  market  is  up  46%. 

Vanguard's  cost-conscious  chief  ex- 
ecutive, )ohn  Bogle,  has  been  trying  to 
take  over  Liberty  and  open-end  it. 
"We  could  slash  the  expenses  and  give 
the  shareholder  a  fighting  chance," 
Bogle  says,  claiming  Vanguard  could 
save  shareholders  $2  million  a  year. 

But  the  white  knight  from  Van- 
guard has  some  dirty  business  of  his 
own  to  tend  to.  In  a  few  weeks  Van- 
guard will  effectively  bury  the  sorry 
record  of  its  Naess  &.  Thomas  Special 
Fund  by  changing  it  from  a  small- 
company  growth  fund  that  has  consis- 
tently failed  to  beat  the  s&p  into  a 
passively  managed  fund  tracking  the 
Russell  2000  index  of  small  stocks. 
Naess  &  Thomas  is  another  bottom- 
tenth  fund  for  the  past  five  years.  Pre- 
sumably the  owners  of  an  index  fund 
can  safely  overlook  its  history. 

Dreyfus  Strategic  Aggressive  In- 
vesting Fund  deserves  a  special  men- 
tion here  because  it  did  so  well  at 
first.  Strategic  Aggressive  started  in 
March  1987  with  Stanley  Drucken- 
miller  at  the  helm.  In  September  1988 
Druckenmillcr  left,  and  since  then 
the  fund  has  bombed,  returning  4%  to 
investors  to  the  market's  25%.  For 
this  shareholders  pay  a  3%  load  and  a 
high  2%  in  annual  expenses. 

An  "under  new  management"  sign 
of  sorts  is  going  up  at  one  of  the  worst 
funds  of  recent  years,  the  Lowry  Mar- 
ket Timing  Fund.  This  fund  was  dis- 
tributed by  Criterion  until  Criterion's 
recent  acquisition  by  Transamerica. 
Criterion  chose  the  stocks  while  Lou'- 
n '.s  Reports  provided  buy  and  sell  sig- 


! 
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translates  directly  into  new  and  better  classrooms,  dormitories 
and  athletic  facilities  all  across  America,  meeting  the  growing 


AMBAC  is  America's  leading  municipal  bond  insurer  And  that  leadership  position  carries  a 
commitment  that  keeps  growing,  from  one  year  to  the  next. 

Just  how  is  that  commitment  measured?  One  way  is  by  looking  at  the  types  of  issues 
/\  K  A  Q  A^'Q    AMBAC  insures.  In  1988,  190  new  bond  issues,  or  nearly  one  of  every 
^  A  DIXA  I     D  A  C  C   iC    f^^^  insured  by  AMBAC,  was  in  education-related  projects.  That 

THE  INDUSTRY'S 

H  Iv-7||  t^  I .    needs  of  literally  millions  of  students. 

Another  way  to  measure  AMBAC's  commitment  is  by  looking  at  tlie  underlying  strength 
of  that  commitment.  By  that  standard,  AMBAC  has  the  highest  qualified  statutory  capital  base 
of  any  municipal  bond  insurer— now  over  $700  million— as  well  as  assets  of  over  $1  billion. 

By  almost  any  measure  of  commitment,  AMBAC  is  truly  first  in  municipal  bond  insurance. 
And  that's  good  not  only  for  America's  students.  It's  good  for  the  whole  country. 
AMBAC.  Helping  Insure  a  Stronger  America. 


One  State  Street  Plaza,  New  York,  NY  10004  (212)668-0340 


INDEMNITY  CORPORATION 


Where  Has  Your 

Money  Been 
All  These  Years? 


Are  you  looking  for  an  all- 
.weather  investment?  The 
Strong  Total  Return  Fund's 

goal  is  to  build  your  money.  .  . 
year  after  year.  Total  Return's 
managers  take  a  balanced 
investment  approach  designed 
to  achieve  positive  annual 
returns — even  through  inconsis- 
tent markets. 

During  1988  for  example,  the 
Fund  had  an  average  of  only 
37.2  %  of  its  assets  invested  in 
stocks.  And  investors  still 
enjoyed  a  return  of  15.6%  for 
the  year.^  Don't  let  more  time 
go  by  without  making  a  Strong 
move.  Call  or  write  today! 


Investment  Record^ 

1982 

+  31.2% 

1983 

+  41.3% 

1984 

+ 10.5% 

1985 

+  25.4% 

1986 

+  20.0% 

1987 

+    6.0% 

1988 

+  15.6% 

1989 

+  15.8% 

(through  7/27) 

Average  Yearly 
Total  Returns' 


Average  +21.4% 

(from  12/31/81) 

5  year  average   + 17.5% 

lyearretum     +17.3% 


1 800  368-3863  call  24  hours! 

'Total  returasare  through  6/30/89  and  archlslorical  Investment  returns  and 
principal  value  will  vary,  and  you  may  have  a  gain  or  a  loss  when  you  sell  shares. 

For  more  complete  information .  including  charges  and  expenses,  cal  1  or  write  for  a 
free  prospectus.  Please  read  it  carefully  before  you  invest  or  send  money. 


address 


zip 


STRONG 


STRONG  TOTAL  RETURN  FUND 


P.O.  Box  2920,  Miluauket,  W 1 53201 


^Returns  include  changes  in  shart  price,  effects  of  the  1  %  sales  charge  in  the  1982  figure  only,  and  reinvestment 
of  all  dividends  and  capital  gains  distributions. 


m 


Reading 
worth 
writinq 
for  ^ 


U  you're  looking  for  some  good  reading,  you've 
)ust  found  it.  The  free  Consumer  Information 
Catalog. 

The  Catalog  lists  about  200  federal  publications, 
many  of  them  tree  They  can  help  you  eat  right, 
manage  your  money,  stay  healthy,  plan  your 
child's  education,  learn  about  federal  benefits 
and  more. 

So  sharpen  your  pencil  Write  for  the  free 
Consumer  Information  Catalog.  And  get  reading 
worth  writing  for. 

Consumer  Information  Center,  Dept.  RW,  Pueblo,  Colorado  61009 

us  General  Services  Administration 
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nals.  The  results:  Over  the  past  five 
years  the  fund  has  averaged  7%  a  year 
to  the  market's  20%,  Don't  count  on 
the  timing  to  improve,  since  Trans- 
america  has  given  no  indication  it 
will  fire  Lowry.  Neither  management 
group  would  come  to  the  phone  to 
discuss  its  intentions. 

The  moral:  Pick  a  fund  family,  if 
you  want,  on  the  basis  of  its  overall 
record,  but  remember  that  buying  a 
fund  is  not  like  buying  a  car.  The 
nameplate  that  goes  on  it  is  not  a 
guarantee  of  quality.  ■ 


Mostly 

mediocre 

Here,   the   25   largest  stock  fund 
managers,  ranked  by  the  weighted 
average  performance  of  their  funds. 
Only  4  beat  the  market. 

Distributor 

Average 

equity 

perform' 

Equity 
assets 
ISbil)^ 

Scudder 

22.3% 

$1.6 

Prudential-Bache 

21.8 

2.7 

Dean  Witter 

20.7 

2.5 

Delaware  Distrib 

20.5 

1.9 

Fidelity 

20.2 

23.9 

Heine  Securities 

19.1 

3.4 

American  Funds 

18.8 

13.8 

Mass  Financial 

18.8 

4.2 

Neuberger  &  Berma 

n            18.4 

2.1 

Vanguard  Group 

18.3 

10.0 

Waddell  &  Reed 

17.7 

2.9 

Twentieth  Century 

17.2 

4.5 

American  Capital 

17.1 

4.4 

Pioneer  Croup 

17.0 

5.9 

Putnam  Financial 

16.9 

6.4 

Templeton  Funds 

16.3 

3.9 

IDS  Financial 

15.5 

4.7 

Shearson 

15.1 

4.5 

Dreyfus 

14.0 

4.9 

Lieber  &  Co 

139 

2.1 

Oppenheimer 

13.1 

3.1 

T  Rowe  Price 

12.2 

4.2 

Merrill  Lynch 

11.8 

4.0 

Lord  Abbett 

10.8 

3.9 

Kemper  Financial 

9.8 

2.3 

S&P  500 

20.4 

'Weighted  by  June  !<;««  xvseLs.     "As  ot  June  19«« 
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The  Right  Kind 
of  Growth 


Real  Estate  and  Hotels   Chateau  Laumr,  a  landmark  Ottawa 
property,  is  one  of  nine  newly  acquired  hotels  that  have  strengthened 
our  commanding  position  in  Canada's  major  city  center  and  resort 
hotel  markets. 


Waste  Services   Laidlaw  Transportation  is  the  third 
largest  waste  services  company  in  North  America 
servicing  approximately  157,000  commercial,  indus- 
trial and  residential  customers  with  2,450  vehicles. 


Telecommunications 

We  provide  sophisticated  voice,  data 
and  message  services  and  are  a 
leading  developer  of  fiber  optic  and 
digital  communications  networks. 


Energy   strong  marketing  skills 
and  efficient  operations  have  enabled 
Fording  Coal  to  expand  its  customer 
base  worldwide  beyond  its  traditional 
Japanese  market. 


Forest  Products    We  are  North  America's  second 
largest  newsprint  producer,  with  annual  capacity  of  1.6 
million  tons,  and  470,000  tons  of  additional  capacity  at 
new  facilities  under  development  in  British  Columbia, 
Washington  and  Ontario. 


Focused  on  Strong  Core  Businesses 


At  Canadian  Pacific,  the  right  kind  of  growth  means 
getting  the  most  out  of  the  businesses  we  know 
best — transportation,  energy,  forest  products,  real 
estate  and  hotels,  and  manufacturing. 
It  means  taking  timely  advantage  of  opportunities 
to  expand  into  related  fields  such  as  waste  ser- 
vices and  school  bus  transportation. 
We  can  do  these  things  because  we  have  major 
positions  in  each  of  our  businesses.  And  because 
we  have  the  management  skills  and  financial 
flexibility  to  exploit  their  inherent  competitive 


advantages  and  to  respond  to  the  economic 
and  marketing  challenges  that  lie  ahead. 
The  right  kind  of  growth  also  means  profitable 
growth  that  is  producing  higher  returns  and  better 
quality  earnings  for  our  shareholders.  That's  our 
goal  at  Canadian  Pacific. 
For  more  information  about  how  we  are  pursuing 
our  goal,  contact:  Vice  President  Investor  and 
Industry  Relations,  Canadian  Pacific  Limited, 
P.O.  Box  6042,  Station  A,  Montreal,  Quebec, 
Canada  H3C  3E4. 


Canadian  Pacific  Umited 


Before  buying  shares  in  a  mutual  fund 
management    company,    study    Forbes 
rankings  to  see  how  well  its  funds  are 
doing.  Good  funds  attract  assets,  and  as- 
sets are  the  lifeblood  of  advisory  firms. 

Betting  on 
the  house 


By  John  Heins 


Y'  OU  COULD  HAVE  MADE  3 
lot  of  money  in  Franklin 
Resources,  Inc.,  the  San 
Mateo,  Calif,  manager  of  54 
Franklin  Group  mutual  funds. 
Its  shares  traded  at  25  cents 
apiece  (adjusted  for  splits)  in 
1983.  They  reached  42%— dol- 
lars, that  is — in  early  1987, 
went  to  12  after  the  crash  and 
have  since  recovered  to  just 
over  41.  Other  publicly  traded 
fund  managers  have  had  simi- 
lar, if  less  dramatic,  moves. 

The  crash  damaged  the  busi- 
ness three  vk'ays.  First,  it  reduced  the 
assets  in  stock  funds  merely  by  repric- 
ing the  stocks  they  held,  thus  reduc- 
ing the  management  fee  income  de- 
termmed  as  a  percentage  of  assets. 
Next,  it  frightened  many  customers 


into  cashing  in  their  shares.  And  final- 
ly, it  hurt  new  sales  of  fund  shares, 
hitting  hardest  those  fund  sponsors 
wfho  collect  fees  on  sales,  such  as 
American  Capital  Management  &  Re- 
search and  Colonial  Group. 


Some  smart  money  is  betting  the 
setback  is  only  temporary.  Funds  run 
by  venerable  investment  manager 
John  Templeton,  a  raging  equity  bull, 
hold  (as  of  June  30)  significant  stakes 
in  other  fund  management  compa- 
nies, including  better  than  5%  ov^rner- 
ship  in  American  Capital,  Dreyfus, 
Colonial  and  Pioneer  Group.  He  ex- 
plains why:  "Mutual  fund  manage- 
ment is  a  growth  segment  of  a  growth 
industry,  financial  services."  Fund 
management  stocks  should  trade  at  a 
premium  to  the  market,  Templeton 
says,  and  many  don't. 

Recent  events  bear  Templeton  out. 
The  Investment  Company  Insti- 
tute says  mutual  fund  assets  hit 
a  record  high  $899  billion  in 
June.  Net  inflows  into  stock 
mutual  funds  were  $1.2  billion, 
the  highest  monthly  level  this 
year.  The  bond  market  is  strong. 
You  shouldn't  buy  indis- 
criminately. The  incredible 
growth  rates  that  buoyed  the 
entire  fund  industry  for  much  of 
the  decade  are  over.  As  a  result, 
some  of  the  fund  manager 
stocks  still  trade  at  30%  to  50% 
below  1987  highs,  even  though 
the  broad  market  has  surpassed 
its  August  1987  peak. 
How  to  separate  the  winners  from 
the  laggards?  Those  with  reliance  on  a 
few  funds  or  a  weak  brand  name  are 
still  at  a  disadvantage.  Colonial 
Group  was  flying  high  with  its  "en- 
hanced yield"  Government  Securities 


Rating 

the  advisers 

Those  who  are  bullish  on  the  market  should  check  out      better-performing  funds  should  be  worth  more  per  dol- 
the  stocks  of  fund  advisory  companies.  The  ones  with      lar  of  assets  managed  or  per  dollar  of  earnings. 

Recent 
Name                                                                  price 

Assets 

managed' 

(Sbil) 

Price 
earnings^ 

PriceV 
assets 

Kanon 
rating* 

Largest 
hind^ 

American  Capital                                               9  s 

$14.8 

10.8 

1.5% 

F 

American  Capital  Govt  Sec 

Bull  &  Bear                                                         4  .. 

0.4 

NA* 

1,6 

F 

Bull  &  Bear  High  Yield 

Colonial                                                          14 

8.2 

11.2 

1.4 

C 

Colonial  Govt  Sec  Plus 

Dreyfus                                                              .^O's 

4,S.O 

14.9 

2.3 

B 

Dreyfus  Tax  Exempt  Bond 

Eaton  Vance                                                      22 

5.4 

10  1 

\.> 

D 

Eaton  Vance  High  Yield  Mum 

Franklin                                                             41>/4 

40.3 

14.5 

2.7 

D 

Franklin  U.S,  Govt  Sec 

Pioneer                                                               23V4 

7.\ 

10.1 

1,5 

C 

Pioneer  II 

T.  Rowe  Price                                                   SQi'? 

26.2 

13.9 

1,2 

B 

T.  Rovv-e  Price  Growth  Stock 

'As  of  June  30     ■'Based  on  trailing  12  month  L-.iniings  fiidinKJune  .30,  except  for  Eaton  \'ance,  whicli  is  lor  1 2  monih.s  ending  April  30      \  Market  value  +  long-term 
debt')  -  cash  aiid  cash  equivalents.     "Compo-site  ranking,  bxsed  on  tc  nal  returns  of  manager's  funds  versus  industn'  returns  over  3-year,  5year  and  10-year  periods. 
Scale  ranges  from  A  (top  10%)  to  F  (bottom  U)'\.)     ^Does  not  include  nione\  market  funds     "Not  applicable;  net  loss  incurred. 

Sources  Kanon  Block  Carri  &  Co .  Inc.  ittditidual companies 
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Plus  Trust  before  the  bond  market 
cracked  in  early  1987  and  investors 
fled.  Colonial  has  since  been  plagued 
by  redemptions.  Its  big  effort  to  diver- 
sify after  the  crash — a  line  of  asset 
allocation  funds  brought  out  last 
year — bombed. 

Load-fimd  groups — including  Co- 
lonial, American  Capital,  Eaton  Vance, 
Franklin  and  Pioneer — also  face  a 
more  difficult  future  as  the  trend  to- 
ward no-load  or  low-load  funds  accel- 
erates. The  9%  growth  in  stock  and 
bond  mutual  fund  sales  this  year  is 
entirely  attributable  to  no-load 
fimds — load  fund  sales  are  flat.  It 
seems  that  as  investors  become  better 
informed  they  avoid  blindly  paying 
large  commissions.  Distribution 
channels  for  load  funds  have  also  nar- 
rowed. Big  brokerage  firms  such  as 
Merrill  Lynch  and  Shearson  Lehman 
Hutton  are  typically  selling  fewer  dif- 
ferent funds  and  are  pushing  their 
own  in-house  funds  harder. 

Often  lost  in  any  discussion  of  fund 
management  companies  is  any  men- 
tion of  fimd  performance.  But  it  takes 
performance  to  attract  and  keep  as- 
sets. "You  can  be  the  best  marketer  in 
the  world,  but  if  you  don't  have  some- 
thing to  market,  you're  in  trouble," 
says  Tyler  Jenks,  research  director  at 
Boston  brokerage  Kanon  Bloch  Carre 
&.  Co.  Troubles  at  American  Capital 
and  Bull  &.  Bear  can  be  tied  directly  to 
weak  performance  at  flagship  funds. 

So  who  has  the  best  funds?  Kanon 
Bloch  assigns  each  fund  family  a 
grade,  based  on  an  unweighted  perfor- 
mance of  its  funds — both  stock  funds 
and  bond  funds — against  peers  over 
three,  five  and  ten  years.  No  public 
fund  managers  receive  an  A,  but  both 
T.  Rowe  Price  Associates  and  Dreyfus 
score  high  (see  table).  Kanon  Bloch 
awarded  A's  to  seven  privately  owned 
fund  sponsors,  the  largest  of  them 
American  Funds  and  Federated.  The 
American  group  (not  to  be  confused 
with  American  Capital)  also  does  well 
in  a  ranking  of  asset-weighted  past- 
year  performance  of  its  stock  funds 
only  (see  table  on  page  178)  while 
Price  and  Dreyfus  do  not. 

For  those  interested  in  buying  fimd 
management  stocks,  one  of  the  safest 
bets  would  be  T.  Rowe  Price,  an  effi- 
ciently run,  no-load  group  with  a 
broad  range,  of  strong-performing 
funds.  The  stock  is  up  46%  this  year, 
but  it  still  trades  around  the  market 
multiple  and  is  relatively  cheap  based 
on  assets  managed.  But  if  you're  really 
pessimistic  about  the  market  out- 
look, stand  clear  of  these  stocks.  In 
the  1987  market  break,  these  shares 
generally  fell  twice  as  far  as  the  over- 
all market.  ■ 
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Select  Top 
Performance 


Twentieth  Century 
Select  Investors  Fund 


A  $10,000 
investment  on 
June  30,  1974 


Average  Annual 
Total  Return 

lYear    15.6% 

5  Years  18.4% 

10  Years  21.8% 

15  Years  23.8% 


Total  value  on 
June  30,  1989 

$248,922 


S&P  value  on 
June  30,  1989 

$72,372 


If  you  had  invested  $10,000  in  Twentieth  Century's  Select 
Investors  fund  in  1974,  your  investment  today  would  be 
worth  $248,922  (assuming  reinvestment  of  all  dividends). 
That's  23.88%  compounded  annually!  For  the  same  period, 
the  S&P  500  Index  showed  an  annual  compound  rate  of  only 
14.09%.*  Select's  performance  is  ranked  in  the  top  1%  of  all 
mutual  funds  for  the  15-year  period  ending  June  30, 1989, 
according  to  Lipper  Analytical  Services,  Inc.  For  complete 
information  about  Twentieth  Century  Investors,  including 
charges  and  expenses,  call  toll-free  for  an  Information  Kit  and 
Prospectus.  Please  read  the  Prospectus  carefully  before 
investing. 

Call  toll-free: 

1-800-345-2021 


£|  1989  Twfniielh  Cenlury  Investors.  Inc. 


P.  0.  Box  419200,  Kansas  City,  MO  64141-6200 

Data  quoted  represents  past  performance.  Investment  return  and  principal  value 
will  fluctuate  and  redemption  value  may  be  more  or  less  than  original  cost. 

The  Standard  and  Poor's  (S&P)  500  Index  is  an  unmanaged  group  of  stocks 
considered  to  be  representative  of  the  stock  market  in  general. 


FBS 


181 


Ifs  easy  to  overlook  high  management 
costs  in  a  hull  market.  But  they  are  a  drag 
on  performance  in  good  times  and  bad. 


Hidden  costs 


By  Gerald  W.  Perritt 


Tl  HE  44  Wall  Street  Fund  beat 
the  market  over  the  past  year, 
with  a  return  of  24%.  So  who's 
going  to  complain  about  its  expense 
ratio,  which  topped  9% — six  times 
the  industry  average?  After  all,  the 
24%  return  that  you  see  in  our  stock 
fund  table  (page  212)  is  net  of  these 
expenses. 

But  any  smart  investor  will  give 
this  hot  little  fund,  and  others  like  it, 
a  wide  berth.  The  reason  is  this:  Stock 
pickers  have  good  years  and  they  have 
bad  ones,  but  their  cost  meters  tick  on 
whether  the  funds  do  well  or  do  badly. 


GeruUI  I'tirin  is  c/Mirttuin  of  ChiC(if>o  based  Ini'est 
meni  /njimiuuiun  Senices.   ccJiU/r  of  Tlic  Mutual 
Hunt!  l.etlcr  iitut  presiiknit  iiiul  portfolio  manager  of 
the  fiTnlt  Capital  Grout/}  Fiitui 
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Very  few  things  in  investing  are  pre- 
dictable, but  costs  are  one  of  them.  A 
fund  that  ran  up  a  lot  of  overhead 
costs  last  year  will  probably  do  the 
same  this  year.  If  its  management  fee 
was  high  last  year  it  will  likely  be  just 
as  high  this  year. 

Performance  is  not  anywhere  near- 
ly so  predictable.  There  is  a  large  ele- 
ment of  luck  to  the  results  of  even  the 
most  skillful  investors.  Thus,  the  law 
of  averages  dictates  that  most  of  the 
high-cost  operators  will  eventually 
fall  behind.  The  44  Wall  Street  Fund  is 
an  extreme  case  of  this  phenomenon. 
Over  the  past  decade  its  cumulative 
performance  is  a  negative  62%.  This 
in  a  bull  market  where  the  averages 
have  risen  380% . 

Alas,  very  few  investors  know  what 
costs  they  will  incur,  and  even  fewer 
take  costs  into  consideration  when 
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picking  a  fund.  Indeed,  a  number  of 
fund  guides  don't  even  bother  to  men- 
tion expense  ratios  (Forbes  has  listed 
them  since  1964). 

The  most  visible  cost  is  the  sales- 
man's commission  on  a  load  fund. 
With  a  front-end  load  the  commis- 
sion, as  much  as  8.5%,  is  taken  out 
of  the  purchase  price  before  proceeds 
are  invested  in  the  fund.  Other  funds 
charge  a  sales  commission  when 
shareholders  redeem  shares.  In  ef- 
fect, these  funds  are  back-loaded.  Fi- 
nally, some  funds  charge  a  continual 
"distribution  fee,"  also  called  a  12b-l 
fee,  after  the  Securities  &.  Exchange 
Commission  rule  that  allows  such 
charges.  This  fee,  which  is  normally 
a  fraction  of  a  percent  of  average 
fund  assets,  can  run  as  high  as  1.25%. 
annually.  Properly  speaking,  a  no- 
load  is  a  fund  sold  without  a  sales 
fee  or  distribution  fee. 

The  shareholders  of  all  mutual 
funds,  including  no-loads,  pay  a  pro 
rata  share  of  the  costs  of  running  the 
fund.  These  costs  consist  of  manage- 
ment fees  plus  the  overhead  of  admin- 
istration (for  example,  legal  fees  and 
transfer  agent  fees).  Management  fees, 
overhead  and  12b-l  fees,  if  any,  are 
lumped  together  and  shown  in  the 
fund's  prospectus  as  an  annual  ex- 
pense ratio.  The  average  stock  fimd 
runs  up  expenses  of  1.6%  of  its  assets 
every  year.  The  most  efficient  funds 
cost  only  a  fifth  this  much  (see  table, 
opposite).  The  most  expensive  cost 
four  times  as  much. 

While  a  fraction  of  a  percent  here  or 
a  percent  there  doesn't  seem  like 
much,  these  expenses  add  up  over 
time.  Consider  two  funds,  one  with  a 
0.5%  annual  expense  ratio,  the  other 
with  2.5%.  The  first  is  no-load,  while 
the  second  charges  a  5%  sales  com- 
mission. After  a  decade  of  equally  as- 
tute management,  the  first  fund  will 
deliver  to  the  investor  29%  more 
money  than  the  second. 

In  fact,  expense  ratios  don't  have  to 
be  astronomical  to  impair  results. 
Sheldon  Jacobs,  editor  of  Tlw  Hand- 
book for  No-Load  Fund  Investors, 
ranked  the  performance  of  555  mutu- 
al funds  that  had  a  five-year  perfor- 
mance record  ending  December  1987. 
He  then  identified  26  funds  whose 
expense  ratios  exceeded  2%.  Of  these 
26,  only  6  performed  better  than  the 
median  fund.  (For  a  more  thorough 
analysis  of  the  cost/performance  rela- 
tionship, see  following  story.) 
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Beyond  all  these  visible  costs  is  a 
hidden  one,  one  that,  for  funds  that 
do  a  lot  of  trading,  is  by  far  the 
most  important:  trading  costs.  A 
study  conducted  by  Wells  Fargo  In- 
vestors and  published  in  the  Finan- 
cial Analysts  Journal  (May- June  1983) 
found  that  the  round-trip  transac- 
tion cost  on  a  $500,000  block  of 
stock  of  a  medium-size  company  is 
approximately  4%.  Brokerage  com- 
missions, which  might  run  6  cents 
per  share  for  an  institutional  ac- 
count, are  only  a  small  part  of  the 
trading  cost.  Most  of  it  is  in  the 
market  impact  of  a  block  order. 
Even  a  small  order  confronts  a  bid/ 
ask  spread  maintained  by  a  middle- 
man, and  a  large  order  will,  in  addi- 
tion, push  the  price  away. 

The  fund  manager  pays  slightly 
more  than  a  stock  is  really  worth 
when  he  wants  to  buy,  and  gets  slight- 
ly less  than  the  stock  is  worth  when 
he  sells.  To  be  sure,  an  astute  manager 
can  diminish  these  costs  by  not  chas- 
ing after  stocks.  He  can  put  hooks  in 
the  water  and  wait  for  sellers  to  come 
to  him.  But  he  cannot  avoid  the  trans- 
action costs  entirely. 

The  average  equity  fund  turns  over 
92%  of  its  portfolio  annually.  Even 
with  a  2%  round- trip  transaction 
cost,  the  typical  portfolio  manager 
would  be  putting  a  1.8%  drag  on  re- 
sults with  all  of  his  trading.  Some 
mutual  funds  have  turnovers  of  300% 
or  even  600%. 

To  prove  my  point,  I  looked  at  the 
performance  over  the  last  market  cy- 
cle (consisting  of  the  down  segment 
and  the  up  segment  since  August 
1987)  of  stock  funds  for  which  turn- 
over ratios  are  available.  Excluding 
international  and  precious  metals 
funds,  there  are  561  such  funds  in  the 
Forbes  database.  A  statistically  sig- 
nificant correlation  appears.  Each 
100-percentage-point  reduction  in 
portfolio  turnover  is  associated  with  a 
0.7-percentage-point  increase  in  an- 
nual performance. 

■  I  think  the  beneficial  impact  of  low 
turnover  would  have  been  even  more 
pronounced  but  for  a  phenomenon  in- 
volving small-company  stocks.  Those 
stocks  have  been  underperforming 
the  market  recently.  Meanwhile, 
funds  that  specialize  in  those  stocks 
tend  to  have  low  portfolio  turnover. 
Thus,  low-turnover  funds  as  a  group 
have  been  depressed  by  an  irrelevant 
factor. 

Costs  are  not  the  only  or  even  the 
most  important  factor  in  an  invest- 
ment decision.  But  they  do  matter, 
and  by  minimizing  them  you  will  at 
least  have  tilted  the  investment  odds 
in  your  favor.  ■ 


The  most  efficient  funds 

A  stingy  expense  ratio  and  low  turnover  don't  guarantee  good  results,  but 
they  sure  help.  All  20  funds  shown  here  have  turnover  below  100%  and 
assets  over  $100  million.  As  in  past  years,  Vanguard  dominates  the  list. 

Fund 

Type 

Assets 
($mil) 

Portfolio 
turnover 

Annual 
expenses 
per  $100 

Fidelity  Trend  Fund 

stock 

$833 

49% 

$0.47 

Lehman  Corp 

stock' 

975 

49 

0.47 

Vanguard  Index  Trust-500  Portfolio 

stock 

1,430 

10 

0.22 

Vanguard  STAR  Fund 

balanced 

832 

21 

0.47 

Vanguard  Wellington  Fund 

balanced 

1,826 

28 

0.45 

ASA  Limited 

foreign' 

528 

0 

0.52 

Vanguard  Trustees  Commingled-Intl 

foreign 

509 

14 

0.51 

Vanguard  Fixed  Income-GNMA 

taxable  bond 

1,994 

8 

0.35 

Vanguard  Fixed  Income-High  Yield 

taxable  bond 

1,282 

48 

0.41 

Vanguard  Fixed  Income-Invest  Grade 

taxable  bond 

826 

60 

0.38 

Vanguard  Muni  Bond-Intermediate^ 

mum  bond 

967 

89 

0.29 

Fidelity  Mass  Tax-Free-High  Yield 

one-state  mum 

648 

21 

0.54 

Vanguard  California  Tax-Free-Ins  L-T 

one-state  muni 

199 

4 

0.30 

Vanguard  New  York  Insured  Tax-Free 

one-state  mum 

140 

4 

0.39 

Vanguard  Perm  Tax-Free-Insured  L-T 

one-state  muni 

357 

3 

0.32 

Vanguard  MM  Reserves-Prime' 

money  market 

9,477 

NA 

0.31 

Fidelity  Pennsylvania  Tax-Free-MM 

tax-free  money  mkt 

152 

NA 

0.30 

Vanguard  California  Tax-Free-MM 

tax-free  money  mkt 

424 

NA 

0.26 

Vanguard  Muni  Bond-Money  Market 

tax-free  money  mkt 

1,974 

NA 

0.29 

Vanguard  NJ  Tax  Free-Money  Market 

tax-free  money  mkt 

205 

NA 

0.29 

'Closed-end.     -^'anguard  has  four  muni  bond  funds  of  vaning  maturin-  and  risk,  all  with  0.29%  expense 
ratios.     Vanguard's  U.S.  government  mone>'  market  fund  also  has  a  0  31%  expense  ratio.     NA:  Not 
applicable. 

Little  funds  often  land  at  the  top  of  the 
performance  charts.  They  seem  to  be  nim- 
bler and  faster  than  big  funds.  But  are  they 
better  funds  to  buy?  Not  at  all. 

The  hazards 
of  small  funds 


By  William  Baldwin 


SCAN  THE  stock-fund  table  start- 
ing on  page  200  and  look  for 
unusually  good  performances 
for  the  past  12  months.  Two  little 
funds  stand  out.  Eagle  Growth  Shares, 
with  assets  of  $3  million,  was  up  a 
stunning  52%.  Alger  Small  Capital- 
ization, with  $8  million,  was  not  far 


behind  at  42% . 

It  happens  all  the  time.  Little  funds 
land  at  the  top  of  hot-funds  lists  dis- 
played in  other  publications,  and  their 
often  extraordinary  returns  (over 
short  periods)  stick  in  the  mind.  Inev- 
itably, over  time,  investors  get  the 
impression  that  small  funds  are  a 
good,  if  risky,  bet. 

That  impression  is  dead  wrong.  The 
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How  do  you  spot  the  invisible  gian 


Look  for  the  signs  of  a  prosperous  lifestyle.  And 
perhaps  a  large  fo(itprint  or  two.  From  A'liance 
Capita],  the  invisible  giant  in  mut'ial  funds. 

Our  $9  billion  family  of  mutuaJ .  aric's  may  not  be 
one  of  the  best  known.  But  it  is  one  o;  the  best. 

For  almost  20  years,  Alliance  has  been  managing 
money  for  America's  premier  corporations  and  insti- 


tutions. With  more  than  30  funds  to  choose  from, 
Alliance  can  serve  just  about  any  investment  goal  or 
objective  you  may  have.  From  tax-free  income  to 
government  income  to  equity  growth. 

To  find  out  more,  call  your  broker  and  ask  for 
prospectuses.  They  contain  more  complete  informa- 
tion, including  all  charges  and  expenses.  Always 
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mutual  funds? 


id  them  carefully  before  you  invest  or  send 
•ney. 

Or  call  toU-free  1-800-227-4615  anytime.  And 
cover  what  a  visible  difference  the  invisible  giant 
imake. 

^tered  mark  of  Alliance  Capital  Management  L.P. 
Alliance  Capital  Management  L.P. .  all  rights  reserved. 


Alliance 

The  invisible  giant  in  mutual  funds! 


reason  it  is  wrong  has  to  do 
with  the  moral  of  the  previous 
story,  by  Gerald  Perritt.  Small 
funds  do  worse  than  large 
ones.  The  reason  is  that  their 
costs  are  too  high. 

To  analyze  the  effect  of 
costs  and  size  on  fund  perfor- 
mance, we  reviewed  the  year- 
by-year  results  posted  by  funds 
listed  in  our  annual  fund  sur- 
veys since  1979.  It's  impossi- 
ble to  look  at  either  costs  or 
size  in  isolation.  They  are  in- 
tertwined. After  all,  a  tiny 
fund  has  fewer  assets  over 
which  to  spread  its  legal,  ac- 
counting, management  and  other 
costs.  As  a  percentage  of  assets,  those 
costs  will  be  higher  for  small  funds.  It 
is  the  thesis  of  Perritt's  story  that  this 
percentage  drag  is  going  to  show  up 
sooner  or  later  in  lower  average  per- 
formance, a  few  exceptional  winners 
like  Eagle  Growth  notwithstanding. 
That  thesis  is  home  out  by  the  data. 

Our  study  covered  4,368  observa- 
tions over  ten  years.  For  each  year 
beginning  in  1979  and  ending  with 
1988,  we  divided  stock  funds  into  five 
equal  groups,  ranging  from  the  largest 
in  assets  (at  June  30)  to  the  smallest. 
Then  we  looked  at  how  each  fund 
performed  over  the  next  12  months. 

In  this  ten-year  period  the  average 
annual  return  of  all  funds  was  15%. 
Medium-size  funds  did  best,  at  16%. 
If,  however,  you  had  consistently 
bought  the  smallest  quintile  every 
June  30  and  held  for  a  year,  you  would 
have  averaged  a  return  of  only  14%. 

The  source  of  this  weakness  among 
smaller  funds  became  apparent  on  a 
further  analysis  that  looked  at  ex- 
pense ratios.  (Sales  loads  were  ignored 
throughout.)  Each  asset  quintile  for 
each  year  was  subdivided  into  five 
further  groups  ranging  from  highest  to 
lowest  in  expense  ratio. 

Expense  variations  among  the  larg- 
er funds  were  not  great,  and  their  ef- 
fect on  performance  was  erratic. 
Among  the  smallest  funds,  however, 
the  range  in  expenses  was  large,  and 
the  effect  on  performance  dramatic. 
The  most  expensive  small  funds  aver- 
aged 3.3%  in  annual  expenses,  against 
1.2%  for  the  entire  universe  of  funds. 
Those  small,  expensive  funds  were  a 
disaster  for  investors.  If  you  had,  each 
year,  reinvested  your  money  in  the 
expensive  small  group  you  would 
have  had  a  compound  annual  return 
of  just  over  10%. 

Note  that  the  extra  2-point  expense 
burden  for  expensive  small  funds 
seems  to  cover  only  part  of  the  perfor- 
mance deterioration.  But  don't  foiget 
that  reported  expense  ratios  are  only 


the  tip  of  the  cost  iceberg  that  Perritt 
describes.  Our  historical  database 
does  not  include  portfolio  turnover, 
which  gives  rise  to  performance-dam- 
aging trading  costs  that  don't  show  up 
in  the  expense  ratio.  But  small,  high- 
overhead  funds  often  run  up  huge 
turnovers,  the  Steadman  family  of 
funds  being  a  case  in  point.  The  four 
Steadman  funds  have  been  among  the 
worst  of  the  decade,  but  their  ex- 
penses, high  as  they  are,  cover  only  a 
portion  of  the  amount  by  which  they 
fell  behind  the  market. 


Delete  the  costliest  sub- 
group from  the  small  funds, 
and  small  funds  don't  look  so 
bad.  Their  average  return  is  al- 
most identical  to  that  of  all 
funds,  about  15%.  Before  ex- 
penses, the  average  fund 
earned  just  over  16%,  same  as 
the  market.  It  is  no  wonder 
that  the  passively  managed 
Vanguard  Index  Trust  has 
beaten  two  out  of  three  fvmds 
over  the  past  three  market  cy- 
cles. It  never  beats  the  market, 
but  it  has  a  competitive  advan- 
tage: low  costs. 
M^rs,,  Where  does  all   this  leave 

funds  like  Eagle  Growth  and  Alger 
Small  Cap?  Squarely  in  the  danger 
zone.  Their  expense  ratios  of  2.5% 
and  3.3%  are  high,  even  for  small 
funds.  As  for  those  stellar  one-year 
returns,  both  funds  have  a  long  way  to 
go  before  they  establish  the  kind  of 
consistency  that  would  put  them  on 
the  Forbes  honor  roll. 

In  the  meantime,  keep  your  dis- 
tance. You  could  get  lucky  with  either 
one  but  the  odds  are  not  tilted  in  your 
favor.  For  most  people,  the  middle  of 
the  road  is  the  better  bet.  ■ 


A  capital  gains  tax  cut  would  save  money 
for  fund  shareholders  but  also  would 
make  tax  planning  a  lot  messier. 


Tax  strategy 


By  William  Baldwin 


CONGRESS  APPEARS  dlSpOScd  tO 
cut  capital  gains  taxes  not  long 
after  reconvening  in  Septem- 
ber. Wc  might  get  a  cut  in  rates,  or  we 
might  get  an  inflation-indexing 
scheme.  It's  too  soon  to  say  how  the 
politics  wil!  fall  out,  but  it's  not  too 
soon  to  think  about  how  tax  changes 
will  affect  investing  strategies. 

Other  tax  news  for  fund  owners  is 
mostly  favorable.  The  repeatedly 
postponed  tax  on  "phantom  income," 
threatened  in  the  1986  tax  act,  ap- 


pears to  be  dead.  A  provision  in  a 
House  tax  bill  would  increase  taxes 
for  fund  investors,  but  not  too  painful- 
ly: It  would  defer  the  capital  loss 
claimed  by  an  investor  who  buys  into 
a  load  fund  group  and  then  immcdi 
ately  switches  to  another  fund  in  the 
same  group.  It  gives  you  some  idea  of 
)ust  how  desperate  the  budget-balanc 
ers  are  getting  when  you  hear  that  the 
crackdown  on  load  losses  is  supposed 
to  raise  all  of  $14  million  in  the  next 
fiscal  year. 

The  stakes,  and  the  added  complex 
ity,  are  far  larger  in  the  capital  gain 
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YOU'RE  LOOKING  AT  A  GRAND 
OPENING.  It's  an  envelope.  Who  it's 
from  and  what's  inside  it  can  make  your  pulse 
quicken.  The  making  of  quality  Springhill' 
envelope  paper  makes  our  pulse  quicken.  It's 
a  combination  of  high  art  and  modern  sci- 
ence, and  we  practice  them  both  to  a  fault. 
You  probably  take  envelopes  for  granted. 
We  never  will. 


INTERN  ATIONAL(A)PAPER 


TWO  MANHATTANVILLE  RD  .  PURCHASE.  NY  10577     I  (800)  22]-l26e 
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proposal.  A  cut  in  rates  would  revive 
the  distinction  between  short-term 
gains,  taxed  at  up  to  33%,  and  long- 
term  gains,  taxed  more  favorably.  And 
it  would  almost  inevitably  revive  the 
distinction  between  short-term 
losses,  potentially  worth  33  cents  on 
the  dollar,  and  long-term  losses, 
which  would  be  less  valuable.  The 
dividing  line  between  short  and  long 
used  to  be  one  year.  In  two  proposals 
floating  around  Capitol  Hill,  that  di- 
viding line  would  be  restored. 

Whatever  the  cutoff  point,  the  dis- 
tinction between  short  and  long 
would  in  turn  revive  tax  avoidance 
schemes  in  which  you  take  losses  ear- 
ly and  let  winners  run.  If  you  are  an 
investor  in  no-load  funds,  you  are  well 
positioned  to  play  this  game.  For  one 
thing,  you  aren't  paying  commissions 
to  get  in  and  out.  For  another,  funds 
offer  an  easy  method  for  circumvent- 
ing the  rule  against  wash  sales.  This  is 
the  rule  that  says  you  can't  claim  a 
capital  loss  on  a  security  that  you  buy 
right  back.  It  doesn't  stop  you  from 
buying  back  another  security  with 
similar  investment  characteristics, 
however.  You  could  sell  one  equity 
income  fund  and  buy  another  one  the 
same  day  and  still  claim  the  loss,  ac- 
cordmg  to  Dennis  Cronin,  a  tax  attor- 
ney with  the  Scudder  fund  group  in 
Boston. 

Here's  the  kind  of  tax  strategy  that 
can  have  a  nice  payoff  even  under 
existing  law,  which  permits  $3,000  a 
year  of  net  capital  losses  (short  or 
long)  to  be  written  off  against  other 
income.  You  have  $150,000  to  invest, 
which  you  divide  between  two  no- 
load  fund  families.  Perhaps  you  put 
$25,000  each  in  family  A's  growth 
stock,  international  and  money  mar- 
ket funds.  At  B  you  select  a  long-term 
municipal  bond  fund,  an  equity  m- 
come  fund  and  a  money  market.  At 
the  end  of  the  year,  let  us  say,  a  strong 
dollar  has  cut  the  value  of  your  inter- 
national fund  to  $22,000,  while  the 
domestic  funds  are  up  in  value. 
Switch  out  of  A's  international  fund 
into  A's  money  market.  Simulta- 
neously switch  $22,000  from  B's 
money  market  to  B's  international 
fund.  Your  overall  investment  posi- 
tion is  undisturbed,  but  you  have 
$3,000  of  capital  loss  to  claim. 

Whether  long-term  gains  get  a  rate 
cut  or  an  indexing  adjustment,  plan 
on  paying  more  attention  to  the  way 
you  track  which  shares  you  are  selling 


when  you  make  a  partial  liquidation 
of  a  fund  account.  Some  may  have 
been  held  longer  or  bought  at  much 
different  prices  than  others. 

There  are  four  approved  methods 
for  identifying  the  cost  of  shares  in  a 
mutual  fund.  Having  adopted  one 
method  for  a  fund,  you're  stuck  with 
it  permanently  for  that  fund.  All  are 
discussed  in  the  free  Internal  Revenue 
Service  Publication  564,  "Mutual 
Fund  Distributions." 

The  first  three  methods  are  inflexi- 
ble. The  IRS  provides  two  different 
ways  to  calculate  an  average  cost  for 
all  the  shares  you  own  in  the  fund, 
and  one  first-in-first-out  method. 
Avoid  all  three. 

Then  there  is  the  "specified  shares" 
method.  When  redeeming,  you  tell 
the  fund  sponsor  something  like  this: 
"Sell  the  512  shares  I  bought  in  May 
1986."  If  it's  a  telephone  redemption 
order,  follow  up  with  an  immediate 
letter  saying  the  same  thing,  and  keep 
a  copy.  Ideally,  the  fund  sponsor  sends 
back  a  form  letter  stating  that  your 
instructions  were  followed.  (It's  all  a 
charade,  really,  since  the  individual 
fund  shares  are  no  more  distinguish- 
able than  the  different  dollars  you  de- 
posit in  a  checking  account.)  Some 
fund  sponsors — Scudder,  for  one — arc 
willing  to  send  you  this  form  letter. 
Others  are  not.  A  fund  tax  guide  pub- 
lished by  Fidelity  blithely  notes  that 
the  IRS  requires  a  confirmation  recit- 
ing that  "specific  shares"  were  sold. 
But  Fidelity  is  one  of  the  many  fund 
families  that  won't  send  you  any  such 
confirmation. 

If  you  don't  get  the  form  letter,  the 
IRS  says,  it  can  force  you  to  use  one  of 
the  less  desirable  cost  methods.  The 


agency  did  recently  win  a  Tax  Court 
case  on  fund  share  identification.  But 
the  taxpayer  hadn't  bothered  to  iden- 
tify the  shares  until  months  after  the 
redemption. 

Here  are  some  other  tax  tips  for 
fund  investors. 

Don't  buy  into  a  tax  liability.  If  you 
join  a  fund  just  before  a  big  dividend, 
you  will  owe  tax  on  profits  that  were 
accumulated  before  you  arrived — un- 
less, of  course,  you  are  buying  for  a 
tax-deferred  account  such  as  an  ira. 
Find  out  from  the  fund  sponsor  when 
capital  gain  dividends  are  paid,  and 
buy  afterwards. 

Don't  buy  preferred-stock  funds. 
These  are  aimed  at  corporate  inves- 
tors eligible  for  a  dividend  exclusion. 
Their  correspondingly  lower  yields 
make  them  unsuitable  for  individ- 
uals, even  via  iras. 

Use  your  ih.^  to  get  simres  of  closed-end  \ 
funds  uitb  potential  tax  liabilities  Baker 
Fentress  was  trading  recently  at  a 
16%  discount  to  its  net  asset  value 
per  share.  One  reason  for  the  bargain 
is  that  the  fund  owns  big  stakes  in 
MCI  and  Consolidatcd-Tomoka  Land 
Co.,  acquired  years  ago  at  much  lower 
prices.  Were  the  fund  ever  to  sell 
those  positions,  it  would  force  its  I 
holders  to  pay  tax  on  the  fund's  capi- 
tal gain.  But  this  is  no  threat  to  you  if 
you  are  holding  Baker  Fentress  in  your 
IRA,  which  is  exempt  from  the  tax. 
General  American  Investors  is  anoth- 
er closed-end  trading  cheaply  because 
of  capital  gain  fears. 

Sate  old  monthly  statements.  All  of 
them,  if  you  reinvest  dividends.  Each 
reinvested  dividend  is  a  share  pur- 
chase that  will  have  to  be  accounted 
for  someday.  ■ 
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How  I  keep  my  clients  and  myself 

from  doing  time. 


A  lot  of  people  ask  me  where 
find  time  for  everything  I'm  in- 
olved  with.  And  my  answer  is 
Iways  the  same:  I  don't  find  time, 
make  it. 

Proper  time  management 
as  always  been 
le  key  to  my 
professional  /    *  ^ 
fe. 


•^>CI 


%  bk 


Yon  can't  overestimate  the  critical 
nportance  of  time  management.  Keep 
Durself  organized.  Take  full  advantage  of 
/ery  waking  hour.  Eliminate  "dead  time" 
y  working  whenever  possible.  On  the  bus. 


have  it  typed  and  ready  to 
go  by  the  next  day.  Why,  I 
can  even  leave  a  message 
for  an  associate,  or  any- 
one else  on  my  staff  And 
they're  sure  to  get  it. 
I  also  carry  my  Dictaphone 
portable  for  any  ideas  that 
come  up  while  on  the  road.  Any 
good  lawyer  has  secrets.  Tricks 
of  the  trade.  But  nothing  takes  the  place  of 
effective  time  management.  And  nothing  helps 
you  manage  your  time  more  effectively  than 
Dictaphone  equipment.  It's  one  of  the  ways  I  keep 
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)n  the  plane.  In  your  car.  Wherever 

■  I  have  many  valuable  time-saving  tools:  my  clients— and  myself— from  doing  unnecessary 
ly  car  phone,  my  fax,  my  lap-top  computer,  time.  Dictaphone.  Time  Managements 
id  my  Dictaphone  equipment.  

eingabletodictate  memoranda,  notes,       Call  1-800-433-0880       ~~  ^"'*^^ 

tters,  and  briefs  saves  me  enormous 

nountsoftime. 

When  I'm  on  the  road,  for  exam- 
e,  I  can  dictate  a  letter  to  my  secretary 
ly  hour  of  the  day  or  night.  Even  if 
le's  not  there,  she'll  receive  it  and 


for  more  information.  Or  mail  to: 

Dictaphone  Corporation,  3191  Broadbridge  Avenue 

Stratford.  CT  06497-2559 
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Company 

Phone 
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aphone'  and  Time  Managemenl  are  trademarks 

ictaphone  CorporaUon.  Stratford.  CT  €  1989  Dictaphone  Corp. 
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A  Pitney  Bowes  Company 


James  Schmidt  gets  excited  by  small,  boring 
companies,  became  Wall  Street  often  lets 
them  languish.  And  what,  he  asks,  could  be 
more  boring  than  your  local  bank? 

Banking  on 
regionals 


By  Claire  Pixrie 


BACK  IN  THE  EARLY  1980s  JamCS 
Schmidt  went  digging  among 
some  of  the  smaller  regional 
bank  stocks.  His  conclusion:  Not 
only  were  they  underfoUowed,  but 
they  were  also  undervalued.  As  man- 
ager of  Hartford  Insurance  Group's 
pension  funds,  the  insight  wasn't 
worth  anything.  Hart- 
ford's money  was  in  safe 
blue  chips.  So  Schmidt 
jumped  at  the  chance 
when,  in  1985,  Tucker 
Anthony  Management  of- 
fered him  a  job  managing 
a  new  mutual  fund,  Free- 
dom Regional  Bank  Fund. 

So  far,  Schmidt,  39,  has 
been  proved  half  right. 
The  regional  banks  in  his 
fund  have  topped  Keefe's 
large-bank  index  over  the 
last  three  years,  and  the 
fund  has  beaten  four  other 
bank  funds  that  have  ex- 
isted over  that  period  (sec 
table).  But  in  the  same  pe- 
riod, Schmidt's  fund  has 
lagged  the  market,  return- 
ing 10%  a  year  (ended 
June  30)  to  the  market's  12%.  A  bet 
on  his  fund  has  to  be  predicated  on  a 
rebound  for  the  financial  sector. 

What's  so  great  about  the  country's 
1,000  publicly  traded  regional  banks' 
For  many  of  them,  their  earnings 
growth  is  so  stable,  says  Schmidt,  it's 
almost  boring.  Wall  Street  barely  no- 
tices them.  Regional  banks  owned  by 
Schmidt  typically  trade  at  under  9 
times  this  year's  estimated  earnings, 
versus  13  times  estimated  earnings 
loi  .:       ikp  SOD. 

Schuiij;  tocuses  on  regional  banks 
with  assets  jf  between  $500  million 
and  $3  bilho]i   He  also  avoids  banks 


from  certain  parts  of  the  country, 
such  as  New  England,  where  real  es- 
tate loans  are  going  sour. 

Schmidt  eyeballs  the  usual  market 
yardsticks,  like  price/earnings  ratios, 
price-to-book  and  yield.  But  he  is  par- 
ticularly attentive  to  the  net  interest 
margin,  the  bank's  equivalent  of  a 
manufacturer's  gross  profit  margin.  It 
is  the  money  that  first  covers  a  bank's 


Money  centers? 

Regional  bank  stocks  have  lagged  the  market  over  the 
last  three  years,  but  these  funds  hope  banking  industry 
consolidation  will  drive  up  stock  prices  in  this  sector. 

Maximum 
sales 
Company                                                    charge 

Annual 

expenses 
per  $100 

3-year 

total 

return' 

Fidelity  Select-Regional  Banks                   3.00% r 

S2.53 

9.7% 

First  Financial                                              NA' 

1.45 

7.0 

Freedom  InvRegional  Bank                        3.00r 

2.05 

9.8 

Pilgrim  Regional  Bankshares                     NA^ 

1.18 

3.4 

Regional  Financial  Shares  Inv                    \,\' 

1    16 

:  (i 

'Annualized     Closed-end  funds     r:  Includes  hack-end  load  that 
disirihuior. 

iource  Forbes/CDA  MultuU  I'urtd  Et<altuilor 

reverts  to 
i»i  diskette 

operating  costs  and  then  drops  down 
to  pretax  profit. 

Schmidt  also  puts  a  lot  of  emphasis 
on  the  percentage  of  loans  that  are 
nonperforming.  He  checks  both  the 
level  (ideally  under  2%)  and  the  trend 
(shy  away  from  those  that  are  rising 
every  quarter),  ccnb  Corp.  in  New 
Cumberland,  Pa.  and  First  of  America 
Bank  Corp.  in  Kalamazoo,  Mich,  are 
among  the  banks  with  soUd  loans. 
Both  banks  have  held  nonperformers 
to  less  than  1  %  of  their  loan  portfolio. 

Schmidt  puts  less  stock  than  most 
analysts  in  the  popular  return  on  as- 
sets as  a   measure   of  bank  perfor- 


mance. A  bank  can  report  a  high  re- 
turn on  assets  merely  by  maintaining 
a  rich  ratio  of  equity  to  assets.  "The 
bank  won't  be  making  the  maximum 
money  for  shareholders,"  he  says.  "I'd 
rather  see  a  bank  leverage  itself  a  little 
more,  and  increase  earnings,  rather 
than  just  sitting  with  an  overly  con- 
servative balance  sheet  and  claiming 
it  has  a  high  return  on  assets."  Among 
Schmidt's  holdings  with  20% -plus  re- 
turns on  equity  are  Chicago's  Ravens- 
wood  Financial  Corp.  and  Merchants 
Bancshares,  in  Burlington,  Vt. 

Indeed,  Schmidt  penalizes  an  over- 
capitalized bank — one  with  equity 
more  than  8%  of  assets — by  adjusting 
its  price-to-book  ratio.  Citizens  Ban- 
corp of  Riverdale,  Md.  is  trading  at 
24y4,  a  seemingly  cheap  1.5  times  its 
book  value  of  $16.50.  But  its  book 
value  is  11.5%  of  assets,  which  by 
Schmidt's  standards  is  3'/2  percentage 
points  too  much.  Knocking  the  excess 
off  both  the  book  value  and  the  share 
price,  Schmidt  figures  in- 
vestors are  really  paying 
close  to  1.7  times  book. 

Schmidt  ascribes  a 
higher  value  to  stocks 
with  sizable  nonbank  sub- 
sidiaries, which  are  usual- 
ly more  profitable  than 
typical  banking  opera- 
tions. When  Mitsui  Bank 
agreed  to  buy  a  5%  stake 
in  Security  Pacific's  finan- 
cial services  operation  last 
June,  it  offered  15  times 
earnings.  Schmidt  be- 
lieves Minneapolis'  Nor- 
west  Corp.,  which  trades 
at  9  times  earnings,  de- 
serves a  bonus  for  its  con- 
sumer finance  business. 

In  April  of  1988 
Schmidt  had  shareholders 
approve  a  change  in  the  fund's  charter 
so  It  could  invest  in  savings  and  loans. 
But  today  thrifts  account  for  only  9% 
of  the  fund's  assets.  Says  Schmidt, 
"There  aren't  that  many  that  are  both 
possible  acquisition  plays  and  also 
good  solid  earners."  A  couple  he  has 
found:  Washington  State's  VanFed 
Bancorp,  St.  Paul  Bancorp  in  Chicago 
and  Washington  Federal  Savings  Bank 
in  Oregon.  So  far,  the  strategy  has 
worked:  His  biggest  position,  Ore- 
gon's United  Savings  Bank,  is  being 
taken  over  by  Salt  Lake  City's  First  ' 
Security  Corp.  Schmidt  hopes  that's 
just  the  beginning.  ■ 
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You'd  like  to  manage  your  assets 
,   more  effectively  but  there  are  a  lot 
of  things  you'd  rather  be  doing  than 
watching  your  money 

That's  where  the  Merrill  Lynch 
Cash  Management  Account' 
financial  service  and  your  Financial 
Consultant  can  help. 

The  CMA  account  is  a  convenient, 
flexible  way  to  consolidate  your 
personal  finances.  It  gives  you  a 
way  to  manage  and  hold  bonds, 
stocks,  CDs,  money  funds  and  even 
tax-advantaged  investments. 

Your  mon^  can  be  working  for 


you  virtually  all  the  time.  Dividends, 
interest  and  cash  balances  can 
be  automatically  invested  in  your 
choice  of  one  of  several  maiey  market 
funds  f  or  they  can  be  deposited 
through  the  Insured  Savings^" 
Account  arrangement.  And  you 
enjoy  easy  access  to  cash  when 
you  need  it  with  checks  and  a 
Visa*  card. 

Best  of  all,  you  have  the  advantage 
of  the  professional  assistance  of  a 
Merrill  Lynch  Financial  Consultant 
who  can  help  you  plan  an  investment 
strategy  that's  right  for  you. 


*Shares  of  the  money  market  funds  are  not  insured. 
©1989  Merrill  Lynch,  Pierce,  Fenner  &  Smith  Inc.  Member  SiPC 


Let  US  show  you  how  hard 
a  Merrill  Lynch  CMA  account  can 
work  for  you. 

For  more  complete  information 
about  the  CMA  account  and  money 
market  funds,  including  charges  and 
expenses,  obtain  prospectuses  from  a 
Merrill  Lynch  Financial  Consultant. 
Read  the  prospectuses  carefully 
before  you  invest  or  send  money. 

Call  your  local  Merrill  Lynch  office 
or  toll-free  1-800637-7455,  ext.  6517. 


Merrill  Lynch 

A  tradition  of  trust. 


Ifs  easy  enough  to  pick  a  mutual  fund  that 
roars  ahead  in  bull  markets  or  one  that 
holds  up  well  during  a  slump.  The  trick  is 
to  balance  your  greed  for  profits  against 
your  tolerance  for  losses. 

How  to  pick 
a  mutual  fund 


By  Jtmathan  Clements 


CONVINCED  THAT  the  stock  mar- 
ket IS  heading  skyward  for  the 
next  several  years?  Then  scan 
the  mutual  fund  tables  for  a  stock 
fund  that  scores  an  A  for  upmarket 
performance.  There  you  can  pick 
from  among  such  aggressive  growth 
funds  as  Axe-Houghton  Stock  Fund, 
Keystone  Custodian  S-4  and  Wall 
Street  Fund.  AH  three  had  some  pretty 
good  years  durmg  the  1982-87  bull 
market.  If  the  market  keeps  steaming 
ahead,  so  too,  m  all  likelihood,  will 
these  funds,  since  they  own  volatile 
growth  stocks  that  tend  to  do  well 
when  the  market  -s  going  up. 

But  there  aren  many  investors 
who  can  predict  ma  ket  tum.s.  If  you 
are  a  mere  mortal  w  th  no  predicting 
magic,  you  would  do  well  id  select  a 
fund  that  fares  not  too  badly  in  down 
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markets.  None  of  these  three  looks 
good  on  that  score.  In  down  markets 
Wall  Street  gets  a  D  and  Axe- 
Houghton  and  Keystone  get  F's. 

We  preach  two  virtues  in  our  annu- 
al fund  ratings:  consistency  and  effi- 
ciency. Consistency  means  respect- 
able performance,  through  good  years 
and  bad.  Efficiency  means  not  paying 
too  much  for  the  performance  you  get. 
Keystone  and  Wall  Street,  for  exam- 
ple, come  with  a  sales  load,  which  you 
should  avoid  unless  you  really  need  a 
broker's  help  in  selecting  a  fund.  Wall 
Street  Fund  also  has  an  expense  ratio 
well  in  excess  of  the  1.58%  average 
for  st(  ck  fur  is. 

First,  consistency.  While  a  good  rec- 
ord doesn't  assure  good  future  results, 
it  is  still  the  best  guide  we  know  of. 
But  to  make  sure  past  performance 
isn  t  misleading,  you  need  to  look  at 
how  the  lund  performed  in  both  bull 


Annual 
Fund  Ratings 


markets  and  bear.  That's  where  the 
Forbes  mutual  fund  rating  system 
comes  in.  Stock  and  balanced  funds 
that  get  a  good  down-market  rating 
did  well  in  the  three  bear  markets 
since  November  1980.  (The  stock 
market's  course  is  charted  on  page 
200.)  Similarly,  funds  with  a  high  up- 
market rating  beat  the  averages  dur- 
ing the  three  most  recent  bull  mar- 
kets. The  top  5%  of  bull  market  per- 
formers get  an  A-I-,  the  next  15%  an 
A,  the  next  25%  a  B,  the  next  25%  a 
C,  the  next  25%  a  D  and  the  final  5% 
get  an  F.  Bear  market  ratings  are  as- 
signed in  the  same  way.  In  all  cases  an 
extraordinarily  good  or  bad  perfor- 
mance during  one  market  segment  is 
scaled  back  toward  the  middle  of  the 
pack.  That  procedure  tends  to  lower 
the  grades  of  a  fund  that  accomplished 
a  lot  of  its  long-term  performance  dur- 
ing one  flukish  and  hard-to-repea 
segment. 

We  first  compare  a  fund  with  the' 
market  and  then  rank  its  relative-to- 
market  performance  with  that  of  its 
peers.  Stock  funds  are  graded  on  a 
curve  against  other  stock  funds;  bal- 
anced funds,  which  mix  stocks  and 
bonds,  against  balanced  funds.  Inter- 
national stock  funds  had  a  nice  run 
until  recently,  but  a  good  part  of  that 
success  was  compliments  of  the  de- 
clining dollar.  To  make  sure  the  fund 
rating  system  credits  stock  picking 
ability  rather  than  friendly  currency 
movements,  we  compare  internation- 
al funds  with  the  Morgan  Stanley 
Capital  International  index  before 
ranking  them. 

The  Merrill  Lynch  Corporate/Gov- 
ernment bond  index  is  the  benchmark 
against  which  taxable  bonds  are  com- 
pared over  the  three  bond  market  cy- 
cles since  March  1980.  Municipal 
bonds  are  rated  against  each  other, 
with  New  York  and  California  muni 
funds  treated  more  leniently  to  com- 
pensate for  the  disadvantage  of  buying 
only  local  bonds. 

It's  easy  enough  to  manage  a  fund  to 
make  it  do  well  in  just  one  kind  of 
market.  A  bond  manager  can  ensure 
good  bull  market  performance  by  sit- 
ting on  bonds  with  a  long  time  until 
maturity,  while  his  bear  market  coun- 
terpart might  find  refuge  in  short- 
term  Treasurys.  The  trouble  with 
these  one-market  wonders  is  they 
give  away  too  much  in  performance 
when  their  specialty  is  out  of  style. 
AIM  High  Yield  Securities  does  well  in 
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down  markets,  but  it's  so  lackluster 
in  up  markets  that  the  hind  has  un- 
derperformed  the  Merrill  Lynch  index 
by  almost  five  percentage  points  a 
year  over  the  last  five  years. 

Our  own  preference,  therefore,  is 
for  funds  that  have  put  together  good 
long-term  records  while  giving  away 
as  little  as  possible  in  down  markets, 
and  this  is  reflected  in  the  way  we  put 
together  our  honor  roll  (see  story,  page 
196).  By  picking  a  good  down-market 
performer  that  also  scores  well  in  the 
total  return  column,  you  take  less  risk 
'  It  your  investment  will  be  under- 

iter  should  you  suddenly  need  mon- 


ey, but  there's  still  a  good  chance  you 
will  beat  the  market  averages  over  the 
long  pull. 

After  consistency,  check  out  effi- 
ciency. The  tables  spell  out  what  it 
costs  to  buy  a  fund  and  how  much  you 
are  going  to  lose  every  year  to  man- 
agement fees  and  other  expenses. 
Keeping  close  tabs  on  expenses 
doesn't  guarantee  good  results,  but  it 
stacks  the  odds  in  your  favor.  A 
$1,000  investment  in  a  fund  with  an 
8.5%  load  that  loses  2%  a  year  to 
annual  expenses  would  leave  you 
with  $1,975  after  ten  years,  presum- 
ing a  10%  gross  annual  return  on  the 


portfolio.  With  the  same  portfolio  re- 
sults, a  no-load  mutual  fund  with  a 
1%  expense  ratio  would  leave  you 
with  $2,367— $392  more.  The  matter 
of  costs  is  addressed  in  further  detail 
on  page  182. 

Another  cost-conscious  move  is  to 
buy  a  closed-end  fund  trading  at  a 
substantial  discount  to  its  net  asset 
value.  A  discounted  fund  is  the  flip 
side  of  a  load  fund:  You  are  paying  less 
than  a  dollar  for  a  dollar  of  assets, 
while  a  load  fund  costs  you  more  than 
a  dollar  for  a  dollar  of  assets.  For  more 
on  this  subject,  look  at  the  article  that 
starts  on  page  158.  ■ 


Bxm  Forbes  rates  funds 


FORBES  rates  fimds  separately  in  bull  and  bear  mar- 
kets. There  are  two  advantages  to  this  approach  over 
a  simple  straight-line  performance  grade.  One  is  that  it 
makes  explicit  the  fact  that  funds  tend  to  do  well  in 
only  one  kind  of  market  environment.  The  other  is  that 
it  enables  you  to  get  a  good  sense  of  the  risk  in  a  fund. 
Funds  with  the  worst  bear  market  grades  are  the  riski- 
est, since  they  have  a  tendency  to  lose  the  most  money 
in  bear  markets.  This  is  key  to  an  investment  decision: 
You  trade  off  risk  against  return. 

Stock  funds  are  rated  against  one  another,  with  the 
S&.P  500  average  used  to  define  bull  and  bear  markets. 
The  chart  on  page  200  displays  the  three  market  cycles 
(three  ups,  three  downs)  over  which  we  rate  stock 
funds.  A  fimd  must  be  in  existence  for  at  least  two  full 
cycles  to  be  rated  at  all.  Funds  with  records  stretching 
across  three  up  periods  are  compared  with  one  another 
and  graded  on  the  curve  for  upmarket  performance. 
Funds  with  only  two  segments  of  upmarket  perfor- 
mance are  graded  separately  against  one  another. 
Downgrades  are  awarded  in  similar  fashion. 

Balanced  funds,  which  mix  stocks  and  bonds,  are 
evaluated  over  the  same  market  cycles  as  the  stock 
funds.  But  they  have  their  own  grading  pools.  We  gener- 
ally consider  convertible  bond  funds  and  "asset  alloca- 
tion funds"  that  switch  between  stocks  and  bonds  to  be 
balanced. 

Taxable  bond  funds  are  graded  against  one  another  in 
a  similar  way.  But  their  up  and  down  segments,  which 
are  defined  by  a  Merrill  Lynch  bond  average,  are  differ- 
ent; see  the  chart  on  page  254.  Foreign  funds  are  rated 
against  a  Morgan  Stanley  index  shown  on  page  246. 

Municipal  bond  funds  (page  264)  are  given  separate 
up  and  down  market  grades  for  performance  over  the 
past  five  years.  For  them,  the  five-year  period  is  divided 
into  individual  one-month  up  or  down  segments  as 
defined  by  a  Shearson  Lehman  municipal  bond  index. 

The  "average  annual  total  return"  shows  the  com- 
pound annual  performance  of  the  fund  over  three  full 
market  cycles.  This  and  the  other  performance  fig- 
ures— yield  and  12-month  total  retum — fully  reflect  the 
expenses  taken  off  the  top  by  the  fund  sponsor.  That's 
because  expenses  come  out  before  dividends  are  distrib- 
uted to  shareholders.  Those  distributions  are  in  turn 
used,  along  with  the  fund  net  asset  values  printed  in  the 
daily  newspapers,  to  calculate  a  performance  figure.  In 
the  calculation  of  total  retum  we  assume  that  a  distri- 


bution is  reinvested  in  additional  shares  of  the  fund  at 
the  end  of  the  month  in  which  the  payout  went  ex- 
dividend. 

Our  performance  numbers — both  those  displayed  in 
the  tables  and  those  used  to  award  grades — do  not  take 
into  account  sales  charges.  Thus,  we  are  measuring 
portfolio  management  skills  rather  than  investment 
results.  The  only  exception  is  in  the  "Flypothetical 
investment  results"  column  of  the  honor  roll  (page 
197).  Performance  and  other  data  are  as  of  June  30. 

Expense  ratios  include  management  fees  and  over- 
head but  not  interest.  Yield  is  the  sum  of  dividends 
from  investment  income  over  the  past  12  months, 
divided  by  the  June  30  net  asset  value.  It  may  differ 
from  the  30-day  yield  as  defined  by  the  Securities  &. 
Exchange  Commission. 

To  be  included  in  the  annual  survey  a  fund  must  have 
a  minimum  investment  below  $100,000  and  be  open  to 
the  general  public.  An  exception  to  the  latter  rule  is 
made  for  certain  widely  held  membership-only  funds, 
such  as  those  of  the  American  Association  of  Retired 
Persons.  A  fund  must  have  12  months  of  performance 
data  (except  for  closed-end  stock  and  balanced  funds). 

A  stock  or  balanced  fund  is  added  to  the  survey  when 
it  reaches  $5  million  in  assets  and  dropped  when  assets 
fall  below  $2  million.  Taxable  bond  funds  must  have 
either  $100  million  in  assets  or  $25  million  and  enough 
history  to  be  rated.  Municipal  bond  funds  must  have 
either  $100  million  in  assets  or  $25  million  and  a 
single-state  portfolio.  Taxable  money  markets  must 
have  $500  million  in  assets;  tax-free  money  markets, 
$25  million. 

Sometimes  a  fund  sponsor  merges  a  large  fund  with  a 
bad  record  into  a  small  fund  with  a  clean  record.  When 
this  happens  we  treat  the  transaction  as  if  the  merger 
had  gone  the  reverse  way,  thus  preserving  the  large 
fund's  performance  history.  This  explains  why  our  per- 
formance numbers  for  Transamerica  Technology,  Pil- 
grim MagnaCap  and  Winthrop  Growth  differ  from 
those  claimed  by  the  funds.  Readers  who  know  of  other 
mergers  of  large  funds  mto  small  ones  since  Nov.  30, 
1980  should  contact  Tina  Russo  McCarthy,  our  fund 
statistician. 

Much  of  the  raw  data  for  this  issue  comes  from  cda 
Investment  Technologies  in  Rockville,  Md.,  with  addi- 
tional information  coming  from  Lipper  Analytical  Ser- 
vices in  New  York  City. 
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To  catch 


Although  meteors 
normally  measure  a  trac- 
tion of  an  inch,  these 
"shooting  stars"  reveal 
their  presence  by  leaving 
a  luminous  trail. 
Although  sub-atomic  par- 
ticles cannot  be  seen 
even  under  a  microscope, 
they  reveal  their  presence 
by  a  flash  of  light  as  they 
pass  through  Cerenkov 
glass. 


Most  meteors  are  no  larger 
than  a  grain  of  sand.  Yet  in 
spite  of  their  surprisingly 
small  size,  they  can  be  seen 
by  the  naked  eye  from  as  far 
as  75  miles  away.  The  explan- 
ation for  this  phenomenon  is 
simple:  they  leave  a  luminous 
trail  in  their  wake. 

As  they  hit  the  earth's 

atmosphere  at  a  speed  of 
43  miles  per  second,  these 


cosmic  particles  are  slowed 
down  by  friction.  The  resulting 
heat  and  force  of  compres- 
sion are  so  great  that  the 
meteor  vaporizes  in  a  streak 
of  shining  atoms. 
Millions  of  these  "shoot- 
ing stars"  light  up  the  sky 
every  year. 

Scientists  researching 

high-energy  sub-atomic  par- 
ticles make  use  of  this  "shoot- 


ing star"  effect.  Such  parti 
cles  as  mesons,  protons  ao' 
muons  are  too  minute  to  b 
observed  by  standard  metfi 
ods,  but  they  can  be  see 
through  our  Cerenkov  glass 

As  they  pass  throug 

this  glass,  the  particles  ar 
abruptly  slowed  down.  Bi 
while  their  velocity  within  th 
glass  remains  greater  the 
the  speed  of  light  within  th 


r 


ooting  star. 


material,  they  emit  a  blue 
flash  which  reveals  their 
presence. 

This  effect  is  applied  by 

physicists  when  studying  the 
nature  and  composition  of 
sub-atomic  particles.  Thus 
the  meteor  phenomenon  has 
come  to  play  a  key  role  in  their 
basic  research. 
Cerenkov  glass,  avail- 
able from  Schott  Glass  Tech- 


nologies, is  just  one  example 
of  how  Schott's  innovative 
development  responds  to 
specific  needs.  In  today's 
world,  special  glass  helps 
keep  technology  advancing. 

Schott  worldwide:  50,000 

products,  42  production  fa- 
cilities, represented  in  more 
than  100  countries,  with  over 
$1  billion  in  sales. 
Schott  in  the  USA:  8 


companies  employing  more 
than  1,200  people. 

Would  you  like  to  know 

more  about  our  special  glass? 
Write  to:  Schott  Corporation, 
Department  F24,  3  Odell 
Plaza,  Yonkers,  NY  10701. 

ra  SCHOTT 

Nobody  knows  more  about  glass. 


This  list  of  first-class  stock  funds  isnt  at  all 
like  a  list  of  the  best  gainers  over  the  past 
five  years.  Good  performance  is  a  little 
more  subtle  than  that. 


The  honor  roll 


By  Spyros  Manolatos 


Fl  INDING  A  MARKET-BEATING 
mutual  fund  used  to  be  easy.  A 
decade  ago  the  fund  industry 
was  pretty  consistently  outperform- 
ing the  market.  The  task  is  harder 
now.  In  five  of  the  last  six  years,  the 
average  fund  has  lagged  the  S&.P  500. 
The  last  12  months  have  been  among 
the  worst  for  the  industry,  with  an 
average  return  for  domestic  stock 
funds  5  points  behind  the  s&p  500 


return.  Bewildered  by  the  1987  crash, 
many  funds  underestimated  the 
strength  of  the  subsequent  recovery. 

To  get  on  the  Forbes  honor  roll,  a 
fund  had  to  deliver  excellent  long- 
term  results  and  do  so  without  expos- 
ing investors  to  excessive  risk.  For 
measuring  risk  we  dispense  with 
complicated  statistical  formulas  and 
simply  look  at  how  well  a  fund  holds 
up  in  bear  markets.  Honor  roll  mem- 
bers had  to  rate  a  B  or  better  for  down- 
market performance. 


The  resulting  list  of  20  funds  has 
some  familiar  names — Fidelity  Ma- 
gellan is  ubiquitous  on  top-perform- 
ers lists — but  it  also  includes  some 
that  you  may  not  have  heard  of.  The 
Forbes  rating  system  is  very  different 
from  the  straight-line  performance 
charts  you  see  in  other  magazines.  A 
fund  could  make  a  "best  over  five 
years"  list  elsewhere  yet  not  meet  our 
standards  for  consistency  of  results 
and  ability  to  weather  downturns. 

We  consider  the  simpleminded 
straight-line  measurements  used  by 
most  surveys  to  be  virtually  worth- 
less. If  the  five-year  period  were  mid- 
1982  to  mid-1987,  a  wildly  bullish 
period,  then  any  aggressive  fund  could 
look  good.  But  what  does  that  tell  you 
about  the  kind  of  fund  best  prepared 
to  handle  a  crash?  Crashes  do  happen. 
At  other  times,  following  years  in 
which  the  dollar  was  weak,  top-gain- 
ers lists  included  a  lot  of  international 
funds.  But  how  well  do  such  funds  do 
when  the  dollar  rebounds? 

Another  requirement  for  the  honor 
roll,  new  this  year,  is  continuity  of 


Fund/distnbutor 


Performance 
UP         DOWN 


Lead  manager 

(years) 


Net  assets 
ISmil) 


Maximum 
load 


Annual 
expenses 
per  $100 


Bergstrom  Capital'/closed-end 


Erik  Bergstrom  il4) 


$67 


NA 


$1.06 


Fidelity  Destiny/Fidelity  Distributors  Corp 


George  Vanderheiden  (10)  1,662 


NA" 


0.65 


Fidelity  Equity  Income/Fidelity  Distributors  Corp 


Bruce  Johnstone  (19) 


4,802 


2% 


0.63 


Fidelity  Magellan/Fidelity  Distributors  Corp 


A  + 


Pcter  L^Tich  (13) 


10,757 


1.08 


Franklin  Growth  Fund/Frankhn  Distributors 


K'rry  Palmien  l25l 


116 


0,79 


Guardian  Park  Ave 'Guardian  Investors  Corp 


Charles  Albers(  18) 


203 


4.5 


0.79 


Lehman  Opportunity/Shearson  Lehman  Hutton 


Irving  Brilliant  (11) 


111 


1.23 


Lindner/Lindner 


D 


A  + 


Robert  Lange  (131 


534 


0.92 


Merrill  Lynch  Basic  Value-A'/Memll  Lynch  Fund  Distrib      B 


Paul  Hoffmann  (14) 


1,842 


6.5 


0.58 


Mutual  Benefit  .Mutual  Benefit  Fin  Serv 


lohn  R  Stone  i9! 


31 


8.5 


1.52p 


New  England  Growth/New  England  Securities 


G   Kenneth  Heebner  (14) 


505 


6.5 


1.26 


Nicholas  Fund/Nicholas  Co 


Alberto  Nicholas  (21) 


1,264 


0.86 


Phoenix  Growth/Phoenix  Equity  Planning 


Robert  Chesek  (101 


633 


6.9 


1.04 


Phoenix  Stock/Phoenix  Equity  Planning 


Robert  Chesek  (8) 


126 


6.9 


1.10 


Selected  .American  Shares 'Prescott,  Ball  6v  Turben 


Donald  Yacktman  i''! 


347 


/  // 


SLH  Appreciation  fund  Shearson  Lehman  Huttun 


Harold  Williamson  (9) 


725 


0.89 


Sogen  International/Sogen  Sees 


A  + 


lean  Mane  Eveillard  (111 


136 


3.75 


139 


Source  Capital/closed-end 


D 


George  H  Michaelis  (17) 


310 


NA' 


1.00 


Unifd  Income/Waddell  &.  Reed  Services 


Russell  Thompson  (II) 


1,387 


8.5 


0.67 


United  Int  Growth/Waddell  ifi  Reed  Services 


Shreekant  Panday  (9) 


258 


8.5 


1.12 


'Mosi  lund-.  have  lower  niinimuni  reijuireniern.s  for  IK.\.s  "Average  of  price  earning.s  ratios  lor  sukIo.  hi  ponloiio  a.>of  3  31  89.  weighted  bv  size  of  holding  Source: 
CDA  Investment  Technologies,  except  Source  Capital  and  Hergsirom  Cipiiai.  which  are  Iorbes  esiiiiiaies  le.vser  of  sccurit>-  sales  or  purchases,  divideil  b>'  a\erage  net 
a-vsets.  ■'From  1 1'BtVSO  through  6'3tt'89.  before  dc-duaing  loads  and  taxes  \alue  on  {>  30/89  of  llO.tKX)  invested  1 1  30/80.  after  load  and  taxes,  for  h>potlietical  upper- 
income  investor  A.s.sumptions:  Investor  lias  1100.000  of  gro.ss  income  in  constant  198^  dollars,  deduoions  equal  to- 20%  of  income--l-5%  after  1986— and  four 
exempiKHS  Loads  applied  at  630'89  raies    1  ormerlv  Ciarcnioni  Cipital  "Closed-cnd  funds  have  no  loads,  but  h\p(xheiical  results  column  assumes  a  1*  brokerage 
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management.  We  want  to  see 
a  portfolio  manager  at  the  job 
for  at  least  two  of  the  three 
market  cycles  over  which  per- 
formance is  measured.  (For  a 
chart  of  market  cycles,  see 
page  200.) 

That's  a  tough  requirement, 
and  it  disqualifies  some  funds 
with  excellent  records.  But  it's 
not  unreasonable.  Is  there  any 
doubt  that  Fidelity  Magellan's 
record  would  lose  its  luster  if 
Peter  Lynch  quit  as  manager? 
Under  this  rule,  we  have  to 
exclude  funds  run  by  commit- 
tee. That  meant  ruling  out 
Washington  Mutual,  hicome  Fund  of 
America,  Fundamental  Investors  and 
Growth  Fund  of  America,  all  of  them 
excellent  funds  run  by  Los  Angeles' 
American  Funds  Group.  Unlike  indi- 
viduals, committees  never  quit,  retire 
or  die,  so  there's  no  way  of  knowing 
whether  the  folks  who  picked  last 
year's  winning  stocks  are  still  around. 

Another  new  rule  disqualifies  sec- 
tor funds.  We  have  a  good  reason  for 
this  rule:  Our  readers  had  a  bad  expe- 
rience with  a  few  gold  and  natural 
resource  fimds  that  slipped  onto  the 
honor  roll  in  the  early  1980s.  The 
sector  fxmd  rule  excludes  two  funds 
with  market-beating  records,  Frank- 


lin Utilities  and  Century  Shares 
Trust,  an  insurance  stock  fund.  The 
honor  roll  is  meant  to  highlight  funds 
run  by  good  stock  pickers,  rather  than 
simply  list  the  sectors  that  have  done 
well  over  the  last  few  years. 

As  in  past  years,  we  also  omit  from 
our  list  funds  that  aren't  taking  mon- 
ey from  new  investors.  Out  went  Van- 
guard High  Yield  Stock  and  Vanguard 
Windsor,  both  run  by  John  Neff,  and 
also  two  of  Michael  Price's  funds.  Mu- 
tual Series-Qualified  and  Mutual  Ser- 
ies-Mutual Shares.  Investors  who 
want  a  piece  of  these  two  top  money 
managers,  however,  have  alterna- 
tives. John  Neff's  closed-end  Gemini 


n  is  open  to  all  comers  on  the 
New  York  Stock  Exchange  and 
was  in  fact  recently  trading  at 
a  slight  discount  to  its  net  as- 
set value.  Mutual  Series-Bea- 
con is  a  fund  in  the  Mutual 
Series  group  still  too  new  to  be 
graded,  but  its  portfolio  style 
is  very  similar  to  that  of 
Price's  other  two  funds. 

Our  minimum  for  long-term 
performance  works  as  follows: 
A  fund  had  to  turn  a  hypo- 
thetical $10,000  investment 
made  in  1980  into  at  least 
$26,000  today,  after  taxes  and 
loads. 

Our  toughened  rules — and,  of 
course,  the  fact  that  our  measurement 
period  has  shifted  forward  a  year — 
meant  12  funds  from  last  year's  honor 
roll  didn't  make  the  cut  this  year. 
Among  the  newcomers  is  United  In- 
ternational, which  had  to  earn  a  good 
down-market  grade  against  other  in- 
ternational funds.  (For  comparison 
with  other  funds  on  this  page,  howev- 
er, we  show  here  its  long-term  perfor- 
mance over  the  three  market  cycles  as 
defined  for  domestic  funds.)  Will 
United  International  make  it  again 
next  year?  That  remains  to  be  seen. 
The  Forbes  honor  roll  is  hard  to  get 
on,  harder  still  to  stay  on.  ■ 


Minimiun 

initial 
investment' 

Weighted              %  of 
average               assets 
P/E^                 in  cash 

Portfolio 
turnover^ 

Average         Hypothetical 
annual  total        investment 
return*                results^ 

Fund  (consecutive  years  on  honor  roll) 

none 

16                    8.2% 

16% 

18.3% 

$35,188 

Bergsttom  Capital  (6) 

NA 

12                    7.1 

80 

19.8 

31,286 

Fidelity  Destiny  (7) 

$1,000 

14                    3.1 

68 

18.1 

28,315 

Fidelity  Equity  Income 

1,000 

14                    7.3 

87 

23.9 

47,871 

Fidelity  Magellan  (8) 

100 

15                    4.0 

0 

15.0 

29,563 

Franklin  Growth  Fund 

1,000 

13                    5.0 

39 

18.4 

30,616 

Guardian  Park  Ave  12) 

1,000 

16                    9.0 

17 

17.8 

33,489 

Lehman  Opportunity 

2,000 

9                   16.0 

18 

20.1 

36,840 

Lindner 

250 

11                  27.7 

9 

17.3 

28,155 

Merrill  Lynch  Basic  Value-A 

250 

16                  14.0 

17 

18.2 

29,875 

Mutual  Benefit 

1,000 

11                    0.4 

283 

18.0 

30,431 

New  England  Growth  (5) 

500 

15                    7.6 

24 

17.3 

32,632 

Nicholas  Fund  (8) 

500 

15                    9.0 

131 

18.5 

31,176 

Phoenix  Growth 

500 

17                  24.0 

225 

17.3 

27,884 

Phoenix  Stock 

1,000 

16                  27.8 

35 

17.0 

30,721 

Selected  American  Shares 

500 

17                  16.5 

25 

15.7 

29,767 

SLH  Appreciation  Fund  (4) 

1,000 

15                  21.2 

33 

18.1 

28,352 

Sogen  Int 

none 

12                  18.0 

43 

17.6 

29,640 

Source  Capital 

500 

14                  11.0 

73 

19.5 

31,974 

United  Income 

500 

NA                  15.0 

193 

16.7'« 

26,024'" 

United  Int  Growth 

fee  to  buy  shares,  ^Operates  as  a  contraaual  plan,  requiring  monthly  investment,  with  a  decreasing  load  as  investment  grows.  H\pothetical  investment  result  assumes  a 
single  investment  of  $10,000  on  11/30/80,  with  a  10.77%  simulated  load  that  reflects  both  sales  and  account  maintenance  charges.  'Fund  has  two  classes  of  shares. 
iPerformance  shown  here  is  for  Class  A  shares,  though  both  classes  of  shares  are  included  in  net  assets  '"Shown  here  are  hypothetical  results  and  average  annual 
returns  for  11/80  to  6/89  for  comparison  with  domestic  funds,  but  in  the  foreign  stock  table  the  long-term  performance  is  for  the  different  market  cycles  used  to 
measure  foreign  funds,  p:  Net  of  panial  absorption  of  expenses  by  fund  sponsor.  Expense  ratio  is  in  italics  if  the  fund  has  a  shardjolder-paid  12b-l  plan  exceeding 
01%  (hidden  load)  pending  or  in  force  NA:  Not  available  or  not  applicable. 
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American  Airlines  now  offers  daily  sen  ice  to  13  cities  throughout  Europe.  In  fact,  we've  just  added 
Brussels,  Lyon,  Hamburg  and  Stockholm  to  a  list  that  includes  London,  Paris,  Frankfurt,  Madrid, 
Munich,  Duesseldorf  Manchester,  Zurich  and  Geneva.  i 


American  was  named 
"Best  Transatlantic  Airline" 
in  a  1988  reader 
survey  by  Londons 
Executive  Travel 
magazine. 


\bu  11  find  thousands  of  Express  Cash 

dispensers  throughout  Europe,  and 

American  Express  mil  even  messenger 

Cdsh  to  ]Y)N  f}?  (ui  emer^efic]! 


AKE  TVCD  GREATAMERICANS  TbEUROPE 

ANDGETTtiE  Best  Of  Bora  Worlds. 


Few  companies  understand  the  needs  of  the 
nerican  business  traveler  like  American  Airlines 
d  American  Express.  So  when  you  fly  American 
dines  to  Europe,  you  enjoy  great  American  service, 
)ng  with  comfort  and  amenities  once  found  only 
I  European  carriers.  Add  the  many  benefits  of  using 
s  American  Express®  Card,  and  you  know  this  is  one 
isiness  trip  that's  destined  for  success. 


HQi  jiufim*tn,AtKf 


lerary  changes?  American  Airlines  has  reservations 
offices  throughout  Europe.  Our  Englistj-speaking 
professionals  are  just  a  phone  call  awa^i 


The  American  Express®  Card  provides 

business  travelers  with  a  lael  ofsenice  that 

insures  confidence  and  peace  of  mind, 

both  on  the  road  and  at  home. 


With  a  choice  of 
13  European  cities, 
our  J^vantage^ 
travel  awards 
program  members 
can  earn  substantial 
mileage  credits 


mriericanAirlines 

Something  special  to  Europe. 


Cards 


rican  Airlines  reserves  the  right  to  change  the  AAdvantage  program  without  notice,  and  to  end  the  program  with  six  months  notice. 


Annual  Fund  Ratings 


Stock  funds 

Forbes  rates  stock  funds  over  the  three  market  cycles  shown 
in  the  chart  below.  To  be  rated,  a  fund  must  have  been  in 
existence  for  at  least  two  of  the  market  cycles,  that  is,  since 
June  30,  1983.  Foreign  stock  funds,  a  category  that  includes 
most  gold  funds,  are  rated  separately  against  a  different 
benchmark  (see  page  246).  Performance  and  other  data  are  as 
of  June  30,  1989.  For  more  information  about  a  fund,  call  or 


write  the  distributor  listed  after  the  fund  name,  using  th 
table  of  distributors  that  begins  on  page  284.  Closed-en( 
funds  have  no  distributor;  they  can  be  bought  and  sold  in  thi 
secondary  market  through  a  broker,  like  shares  of  industria 
companies.  The  average  annual  total  return  is  compounded 
it  and  other  performance  numbers  are  calculated  after  de 
ducting  expenses  but  before  sales  load.  i 


Rising  markets 


Declining  markets 


Ratio  scale 
(100=11/30/80) 


300 


250 


200 


150 


50 


11/30/80  to 

7/31/82 


-24% 


7/31/82  to 
5/30/83 


+  57% 


5/30/83  to 

7/31/84 


-10% 


7/31/84  to 
8/31/87 


8/31/87  to 
11/30/87 


The  Standard  &  Poor's  500,  scaled  so 
that  Nov.  30,  1980  is  100,  shows 
the  tnarket  segments  against 
which  Forbes  measures 
stock  hind  and  balanced 
fund  performance. 


+  119% 


-12%-- 


1 1/30/87  to 
5/30/89 


+  38% 


Performance 


ID                  in 
UP             DOWN 
markets Fund/distributor 


Total  return 
Annual 

average  Last 

1980  to  12 

1989  months 


Assets 


Yield 


Maximum      Anntu 

6/30/89       %  change         sales  expense 

(millions)      '89  vs  '88        charge         per  $10 


Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 


14.8% 
12.1% 


20.4% 
15.0% 


3.2% 

2.3% 


$1.58 


AARP  Growth-Capital  Growth/Scudder 


32.4% 


0.3% 


$146 


55% 


$1.15 


AARP  Growth-Growth  &  Income/Scudder 


20.7 


4.2 


218 


-12 


1.05 


D 


ABT  Growth  &  Income  Trust/Palm  Beach 


10.6% 


10.0 


3.0 


104 


-9 


4.75% 


121 


•A 


•D 


ABT  Invest-Emerging  Growth/Palm  Beach 


9.8 


20 


-23 


4.75 


184 


•D 


•A 


ABT  Invest-Security  Income/Palm  Beach 


23.7 


2.1 


-21 


4.75 


221 


D 


ABT  Utility  Income  Fund/Palm  Beach 


11.5 


19.4 


6.9 


116 


4.75 


/  19 


Acorn  Fund/Acorn 


14,8 


199 


2.0 


738 


39 


0.80 


Adam  Investors/Conway,  Luongo 


16.7 


2.5 


-53 


199 


D 


Adams  Express/closed  end 


12.2 


13.7 


2.9 


512 


NA 


0.52 


Advantage  Growth  Fund/Advest 


19.0 


1.4 


28 


4.00r 


239 


Affiliated  Fund/Lord  Abbect 


14.8 


11.9 


4.8 


3,469 


7.25 


0.43 


Afuture  Fund/Afuture 


32 


9.7 


2.5 


-9 


1.60 


D 


B 


Aim  Equity-Charter  Fund'/AIM 


11.8 


21.8 


2.9 


66 


-6 


5.50 


165 


•  Fund  rated  for  two  periods  only,  maximum  allow-.ihli.-  gr.ide  A     'lujid  noi 
exceec''ng  01%  (hiMen  load)  pending  or  in  force     r.  Includes  back-end 


in  o(X"r^lion  for  full  pernKl   HxfKiiM- ralio  is  in  ila/ics  ift/M.'/urulhasas/Mw/x>Uierpaid  12b-lpla 
load  that  rex'erts  to  distributor.     NA:  Not  applicable  or  not  available.     'Formerly  Charter  Func 


rable  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193. 
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^^^^■^^^^^■^^^■Jj^H 

irmaiice 

in 
DOWN 
arkets 

Fund/distributor 

Total 

return 

Yield 

Assets 

Maximum 

sales 

charge 

Annual 
expenses 
per  $100 

Perfc 

in 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

UP 

m 

6/30/89 
(millions) 

%  change 
'89  vs  '88 

Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 

14.8% 
12.1% 

20.4% 
15.0% 

3.2% 
2.3% 

$1.58 

A  + 

F 

Aim  Equity-Constellation  Fund'/AIM 

9.9% 

12.2% 

none 

$84 

-18% 

5.50% 

$140 

A  + 

D 

Aim  Equity- Weingarten  EquityVAIM 

14.5 

16.4 

1.0% 

340 

9 

5.50 

130 

•B 

•D 

Aim  Summit  Fund'/AIM 

» 

14.5 

1.8 

214 

46 

•«■» 

1.04 

Alger  Fund-Growth/ Alger 

_» 

16.5 

none 

5 

-5 

5.00r 

337 

Alger  Fund-Small  Capitalization/ Algei 

• 

41.9 

none 

8 

114 

5.00r 

332p 

Alliance  Counterpoint  Fund/Alliance 

» 

28.5 

1.3 

53 

17 

5.50 

1.76 

B 

B 

Alliance  Dividend  Shares/Alliance 

15.4 

18.0 

2.8 

365 

6 

5.50 

0.74 

B 

D 

Alliance  Fund/ Alliance 

10.7 

9.4 

1.3 

826 

1 

5.50 

0.78 

A  + 

D 

Alliance  Quasar  Associates/Alliance 

15.9 

26.5 

none 

187 

87 

5.50 

131 

A  + 

•D 

Alliance  Technology  Fund/Alliance 

» 

-10.9 

none 

150 

-24 

5.50 

142p 

D 

D 

AMA  Growth-Classic  Growth/ AMA 

8.2 

8.5 

3.5 

34 

-13 

none 

163 

AAIA  Growth-Growth  plus  Inc/AMA 

* 

12.9 

2.3 

11 

-21 

none 

1.83 

C 

B 

Amcap  Fund/ American  Funds 

14.7 

17.2 

1.9 

1,902 

10 

5.75 

0.70 

C 

A 

American  Capital  Comstock/ American  Cap 

15.5 

17.4 

2.4 

907 

-2 

8.50 

0.71 

B 

D 

American  Capital  Enterprise/ American  Cap 

9.7 

19.4 

1.7 

570 

5 

5.75 

0.73 

C 

D 

American  Capital  Exchange  Fund/t 

10.1 

17.6 

2.0 

45 

9 

none 

0.79 

American  Capital  OTC  Sees/ American  Cap 

* 

17.5 

none 

42 

-8 

5.75 

1.38p 

C 

A 

American  Capital  Pace  Fund/ American  Cap 

16.7 

17.3 

2.3 

2,408 

-3 

5.75 

0.72 

D 

A 

American  Capital  Venture/American  Cap 

11.9 

14.9 

2.4 

194 

-15 

5.75 

1.02 

D 

A 

American  Growth  Fund/ American  Growth 

9.4 

7.7 

4.9 

60 

-9 

8.50 

1.29 

C 

F 

American  Investors  Growth/ Amer  Investors 

-I.l 

24.6 

0.8 

65 

9 

8.50 

I62p 

D 

A 

American  Leaders  Fund/Federated 

16.2 

10.5 

4.1 

149 

-7 

4.50 

l.OOp 

D 

A 

American  Mutual  Fund/ American  Funds 

16.8 

15.1 

4.9 

2,950 

13 

5.75 

0.54 

B 

C 

American  National  Growth/Securities  Mgmt 

13.7 

12.0 

2.6 

103 

-2 

8.50 

1.12 

D 

A 

American  National  Income/Securities  Mgmt 

15.1 

13.9 

3.8 

65 

-5 

8.50 

1.19 

American  Telecom-Growth/Shearson 

» 

29.5 

1.1 

37 

15 

5.00b 

1.21 

American  Telecom-lncome/t 

» 

26.3 

4.5 

95 

11 

3.00 

0.95 

AMEV  Advantage-Asset  Alloc/ AMEV 

* 

14.3 

4.0 

7 

15 

4.50 

1.95P 

AMEV  Advantage-Capital  Apprec/AMEV 

— * 

23.8 

0.8 

10 

281 

4.50 

195p 

B 

B 

AMEV  Capital  Fund/AMEV 

14.8 

22.5 

1.4 

126 

3 

8.50 

1.11 

A 

•C 

AMEV  Fiduciary  Fund/AMEV 

* 

23.1 

0.6 

30 

-9 

4.50 

155 

A 

C 

AMEV  Growth  Fund/AMEV 

14.3 

22.2 

0.5 

210 

4 

8.50 

1.05 

C 

C 

Amway  Mutual  Fund/Amway 

9.9 

12.2 

2.4 

36 

1 

6.50 

1.30 

D 

A 

Analytic  Optioned  Equity  Fund/ Analytic  Option 

11.5 

14.5 

8.4 

111 

12 

none 

1.13 

API  Trust-Growth/ Amer  Pension 

* 

12.6 

1.4 

32 

12 

none 

2.66p 

D 

C 

Armstrong  Associates/ Armstrong 

8.2 

13.2 

1.4 

10 

-6 

none 

1.93 

' '  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A     'Fund  not  in  operation  for  full  period  Expense  ratio  is  in  italics  if  the  fund  has  a  shareljolderpaid  12b- J 
Ian  exceeding  0.1%  (hidden  load)  pending  or  in  force     ^Exchange  fund,  not  currently  selling  new  shares     "Available  only  tfirough  montfily  contraaual  plan. 
':  IiKludes  back-end  load  that  reverts  to  fund,     p:  Net  of  panial  absorption  of  expenses  by  fund  sponsor,     r:  Includes  back-end  load  that  reverts  to  distributor.     'Formerly 
Anstellation  Growth  Fund.     ^Formerly  Weinganen  Equity  Fund     'Formerly  Summit  Investor  s  Fund. 

fable  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193. 
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Annual  Fund  Ratings/Stock 

Performance 

in                  in 
UP            DOWN 
markets 

Fund/distributor 

Total 

return 

Yield 

Assets 

Maximum 

sales 

charge 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

Annual 

6/30/89 
(millions) 

%  change 
'89  vs  '88 

expenses 
per  $100 

Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 

14.8% 
12.1% 

20.4% 
15.0% 

3.2% 
2.3% 

$1.58 

Associated  Planners  Stock  Fund/Assoc  Plan 

* 

20.7% 

0.8% 

$15 

31% 

4.75% 

$2.04p 

A 

F 

Axe-Houghton  Stock  Fund/Axe 

7.8% 

9.0 

0.8 

61 

-7 

none 

162 

Babson  Enterprise  Fund/Jones  &  Babson 

• 

17.1 

0.4 

73 

41 

none 

1.37 

B 

D 

Babson  Growth  Fund/Jones  &  Babson 

11.9 

16.6 

2.6 

266 

27 

none 

0.81 

Babson  Value  Fund/Jones  &  Babson 

• 

13.4 

4.1 

11 

-8 

none 

1.11 

Baird  Blue  Chip  Fund/Baird 

— * 

12.5 

1.2 

21 

7 

5.75 

180p 

Baird  Capital  Development  Fund/Baird 

• 

6.3 

none 

20 

_2 

5.75 

190p 

C 

B 

Baker,  Fentress  &  Co/closed  end 

13.1 

21.8 

2.4 

475 

16 

NA 

0.63 

Baron  Asset  Fund/Baron  Asset 

— * 

33.6 

0.3 

31 

220 

2.00b,r 

-'  19p 

•C 

•A 

Bartlett  Capital-Basic  Value/Bartlett 

» 

15.5 

4.4 

107 

28 

none 

1.23 

•D 

•A 

Bascom  Hill  Investors/Madison 

• 

19.5 

3.9 

9 

15 

none 

1.16 

D 

B 

Beacon  Hill  Mutual  Fund/Beacon  Hill 

10.3 

162 

none 

3 

10 

none 

3.94 

C 

A 

Bergstrom  Capital'/closed  end 

18.3 

26.3 

2.6 

67 

15 

NA 

1.06 

Berwyn  Fund/Berwyn 

— ' 

100 

0.6 

13 

15 

1.00b 

1.45 

Blanchard  Precious  Metals  Fund/Sheffield 

— • 

-11.6 

none 

25 

NM 

none 

^99p 

Blanchard  Strategic  Growth/Sheffield 

• 

10.4 

1.3 

248 

-1 

none^ 

229 

Blue  Chip  Value  Fund/closed  end 

— • 

10.7 

6.2 

72 

4 

NA 

1.43 

B 

C 

Boston  Co  Capital  Appreciation/Boston  Co 

14..S 

18.0 

1.8 

546 

11 

none 

IM 

Boston  Co  Special  Growth  Fund/Boston  Co 

— • 

22.0 

2.0 

46 

ii 

none 

1.58 

Brandywine  Fund/Brandywine 

— • 

12.5 

0.2 

148 

17 

none 

1.15 

D 

B 

Bridges  Investment  Fund/Bridges 

10.4 

113 

4.5 

10 

6 

1.00b 

1.08 

C 

D 

Bull  &  Bear  Capital  Growth/Bull  &  Bear 

7  1 

16.9 

none 

70 

4 

none 

2.^0p 

D 

B 

Bull  &  Bear  Equity-Income  Fund/Bull  &  Bear 

10.5 

9.6 

3.3 

12 

-16 

none 

2-'0  \ 

Calamos  Convertible  Income/Calamos  FinI 

— • 

4.9 

5.3 

21 

-16 

none 

1.10 

Calvert  Ariel  Growth  Fund/Calvert 

-' 

19,0 

0.5 

92 

563 

4.50 

/  5-^ 

•C 

•C 

Calvert  Fund-Equity/Calven 

—' 

16.4 

0.8 

7 

-17 

none 

lb3 

Calvert  Fund-Washington  Area  Gr/Calvert 

— • 

15.5 

0.3 

21 

3 

6.00r 

2J2 

Calvert  Social  Inv-Equity/Calvert 

— ' 

15,5 

1.9 

6 

250 

4.50 

O.OOp 

D 

B 

Capiul  Exchange  Fund/t 

11.7 

7.5 

1.9 

70 

-3 

none 

0.84 

Capital  Income  Builder/ American  Funds 

— • 

14  1 

5.0 

1"^ 

55 

5.75r 

1  16 

Capstone  EquityGuard/Capstone 

— • 

65 

3.0 

5 

-53 

none 

NA 

B 

A 

Cardinal  Fund/Ohio  Co 

16.5 

13.8 

3.6 

156 

20 

8.50 

0.66 

Camegie-Cappiello-Growth/Camegie 

— • 

31.0 

1.7 

60 

34 

4.50 

171 

Carnegie-Cappiello-Total  Retum/Camegie 

— • 

24.8 

5.2 

70 

5 

4.50 

1  71 

Cashman  Farrell  Value  Fund/Capstone 

— • 

14,1 

2.4 

10 

14 

4.75 

i.50r 

B 

D 

Central  Securities/closed  end 

10.6 

3,5 

16 

126 

1 

NA 

0,89 

•  Fund  rated  for  nvo  periods  only;  mxximum  ai  low  able  jjrade  A      'Fund  ncn  in  <iperation  for  full  period   Expctuo'  ratio  is  in  italics  if  the  fund  lias  a  shardxildi-rpaid  7_'ft-Jj 
plan  exceeding  0  1%  (hiiUtm  load) pending  or  i.i  force     JFjichange  fund,  not  currenUy  selling  new  shares     b:  Includes  back-end  load  that  reverts  to  hjnd.     p:  Netdj 
partial  absorption  of  expenses  b\  fund  sponsor,    r.  Includes  back  end  load  that  re\'erts  to  dLstribulor     NA:  Not  applicable  or  not  available     NM:  Not  meaningful      'Fonn« 
ly  Claremont  Capital  Fund     ^Flat  fee  of  1125  on  initial  investment.                                                                                                                                                             ■ 

Table  of  distributors,  showing  addiosses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193.     1 
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INTRODUCING  A  FULL-COLOR  COPIER 
SO  REVOLUTIONARY  IT'S  AFFORDABLE. 

The  new  Brother  CC5500  Full-Color  Copier  is  a  first.  And  so  is  its  extremely  affordable  price. 

The  Brother  Full-Color  Copier  is  a  totally  unique  system  that  utilizes  the  latest  Cycolor  technolosy  This  break- 
throush  means  you  get  copies  of  near-photographic  quality  that  compare  with  the  most  expensive  copiers. 

It  also  means  you  get  a  big  break  in  price.  And  Brother's  advanced  technology  also  makes  it  highly  reliable  and 
practically  maintenance  free.  Its  one-pass  paper  path  means  fewer  operating  problems.  And  since  the  color  is  in 
the  paper,  you'll  never  have  to  change  chemicals,  ribbons 
or  toners  again. 

If  you'd  like  to  see  this  revolutionary  copier  at  work,  or  if        _^^ 
you  just  want  more  information,  call  us  at  the  number  below.     "^^ 

When  it  comes  to  quality  and  affordability  the  Brother  CC5500 
Full-Color  Copier  is  a  true  original.  ^  _Qr]f]_l^l^Q_AOr]n      J 

Ext.  104 


:?5G!) 


=\ 


FOR  ABOUT 


We're  at  vour  side. 


tOTHER  INDUSTRIES,  LTD.,  NAGOYA.  JAPAN 


®Cycolor  IS  a  registered  trademark  ot  Mead  Imaging,  a  subsidiary  of  the  Mead  Corp.,  Dayton,  OH. 


BROTHER  INTERNATIONAL  CORPORATION.  USA. 


Annual  Fund  Ratings/Stock 


in                  in 
UP             DOWN 

markets 

Fund/distributor 

Total  return 

Yield 

Assets 

Maximum 

sales 

charge 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

Annual 

6/30/89 
(millions 

%  change 

'89  vs  '88 

expenses 
per  $100 

Standard  &  Poor's  500  stock  average 
Forbes  stock  hind  composite 

14.8% 
12.1% 

20.4% 
15.0% 

3.2% 
2.3% 

$1.58  J 

C 

A 

Century  Shares  Trust/Century  Shares 

17.3% 

24.6% 

3.1% 

$127 

10% 

none 

$0.87  1 

Champion  High  Yield  Fund/Oppenheimer 

» 

10.0 

12.1 

23 

56 

4.75% 

70^1 

B 

B 

Chestnut  Street  Exchange  Fund/t 

14.7 

17.9 

2.8 

153 

7 

none 

0.62 

Cigna  Aggressive  Growth  Fund/Cigna 

» 

0.8 

0.4 

12 

-23 

5.00 

125p 

C 

C 

Cigna  Growth  Fund/Cigna 

11.1 

13.2 

1.7 

178 

-13 

5.00 

098p 

Cigna  Utilities/Cigna 

• 

24.4 

5.8 

37 

282 

5.00 

nip 

Cigna  Value  Fund/Cigna 

— * 

20.0 

1.7 

68 

12 

5.00 

loop 

Clipper  Fund/Pacific  Finl 

» 

23.9 

2.1 

104 

30 

2.00b 

1.20 

A 

C 

Colonial  Growth  Shares  Trust/Colonial 

13.1 

21.8 

1.9 

109 

19 

6.75 

1.22p 

Colonial  Small  Stock  Index  Trust/Colonial 

— " 

8.0 

0.4 

47 

4 

4.75 

169 

D 

B 

Colonial  Strategic  Inc-Diversified/Colonial 

92 

8.1 

6.4 

559 

-28 

6.75 

1.07 

Colonial  Strategic  Inc-Inc  Plus/Colonial 

— • 

15.1 

4.3 

108 

-25 

6.75 

1.07 

Colonial  US  Equity  Index  Trust/Colonial 

— • 

18.4 

2.1 

a 

-21 

4.75 

1  71 

Colonial  VIP-Agressive  Growth/Colonial 

— * 

15.6 

0.2 

7 

467 

S.OOr 

2  25p 

Colonial  VIP-Diversified  Return/Colonial 

• 

139 

2.0 

12 

372 

S.OOr 

225p 

A 

C 

Columbia  Growth  Fund/Columbia 

15  1 

15.9 

2.1 

238 

8 

none 

1.04 

Columbia  Special  Fund/Columbia 

— • 

32.7 

none 

64 

140 

none' 

1.38 

Common  Sense-Growth/Common  Sense 

• 

13.0 

0.9 

673 

57 

8.50 

1.82 

Common  Sense-Grow  &  Inc/Common  Sense 

— ■ 

192 

2.4 

228 

56 

8.50 

1.50 

D 

A 

Commonwealth  Indenture  A  &  B/Trusteed 

12.5 

14.2 

5.5 

10 

1 

7.50 

0.18p 

D 

A 

Commonwealth  Indenture  C/Trusteed 

114 

134 

4.6 

39 

1 

7.50 

0.74 

D 

A 

Composite  Growth  Fund/Murphey  Favre 

14.7 

150 

2.9 

72 

2 

4.00 

1  10 

Composite-Northwest  50/Murphey  Favre 

— • 

207 

0.9 

10 

29 

4.00 

164 

Connecticut  Mutual-Growth/Conn  Mutual 

— • 

203 

2.1 

32 

24 

6.25 

1.23 

D 

•A 

Copley  Fund/Copley 

—  • 

17.9 

none 

25 

2 

none 

NA 

Counsellors  Capital  Appreciation/Counsellors 

— • 

20.6 

18 

51 

111 

none 

l.lOp 

Counsellors  Emerging  Growth/Counsellors 

— ' 

21.3 

0.9 

23 

186 

none 

1.25p 

Counsellors  Tandem  Securities/closed  end 

— • 

42.1 

0.9 

99 

18 

NA 

1.34 

C 

C 

Country  Capital  Growth  Fund/Country  Cap 

11.9 

19.9 

2.5 

74 

9 

3.00 

1.00 

Cowen  Income  +  Growth  Fund/Cowen 

— ' 

23.5 

3.8 

45 

46 

4.85 

_'/-' 

Cowen  Opportunity  Fund/Cowen 

— • 

3.4 

1.6 

7 

-27 

4  85 

/  56 

Cypress  Fimd/closed  end 

— • 

-1.5 

none 

87 

-4 

NA 

1.88 

C 

C 

Dean  Witter  American  Value/Dean  Witter 

10.4 

17.6 

2.8 

91 

-12 

S.OOr 

178 

•D 

•D 

Dean  Witter  Devel  Grow  Sees/Dean  Witter 

— ■ 

-1.3 

none 

85 

-32 

S.OOr 

190 

C 

•A 

Dean  Witter  Div  Grow  Sees/Dean  Witter 

— • 

23.9 

2.8 

2,146 

21 

S.OOr 

155 

Dean  Witter  Managed  Assets/Dean  Witter 

— • 

80 

5.9 

280 

209 

S.OOr 

180 

•  lund  rated  for  two  peruxls  only;  maximum  alio'  ahle  grade  A      "Fund  not  in  operation  for  full  periixl   Expe7ise  ratio  « in  italics  if  tlx fund  has  a  stjardiolderpaid  12b-l 
plan  exceeding  01%  (hidden  load) pending  or  inj^.>  ce     JExcliange  fund,  not  currently  selling  new  sliares     b:  Includes  back-end  load  that  reverts  to  fund     p:  Net  oi 
partial  absorption  of  expenses  by  fund  sponsor     r:  Include^  back  ind  load  that  reverts  to  distributor     NA:  Not  applicable  or  not  available.     'A  2%  redemption  fee  on  share 
held  les  ihiii  six  months. 

'^able  of  distribumrs,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193. 
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^^^^^^^^^^^^^■^^^^^H 

lance 

in 
DOWN 

ets 

Fund/distributor 

Total 

return 

Yield 

Assets 

Maximum 

sales 

charge 

Annual 
expenses 
per  $100 

>erfoni 

in 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

UP 
mark 

6/30/89 
(millions) 

%  change 
'89  vs  '88 

Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 

14.8% 
12.1% 

20.4% 
15.0% 

3.2% 
2.3% 

$1.58 

D 

•C 

Dean  Witter  Natural  Res  Dev/Dean  Witter 

— * 

14.4% 

1.6% 

$136 

-18% 

5.00%  r 

S1.93 

Dean  Witter  Option  Income/Dean  Witter 

» 

15.9 

2.3 

233 

-32 

5.00r 

199 

Dean  Witter  Utilities  Fund/Dean  Witter 

— * 

16.8 

5.5 

660 

117 

S.OOr 

1.84 

Dean  Witter  Value-Added  Mkt/Dean  Witter 

— ' 

16.9 

1.7 

78 

HI 

5.00r 

19^ 

C 

A 

Delaware  Group  Decatur  Fund-I/Delaware 

17.0% 

19.6 

4.3 

1,732 

14 

8.50 

0.73 

Delaware  Group  Decatur  Fund-II/Delaware 

* 

22.9 

3.8 

257 

26 

4.75 

128 

Delaware  Group  DelCap  Fund-I/Delaware 

■I- 

18.9 

0.7 

119 

11 

4.75 

1.39 

A  + 

C 

Delaware  Group  Trend  Fund/Delaware 

16.7 

39.0 

none 

67 

24 

8.50 

1.20 

Delaware  Group  Value  Fund/Delaware 

* 

27.3 

none 

10 

39 

4.75 

2.02p 

B 

D 

Depositors  Fund  of  Boston/t 

11.3 

16.3 

1.8 

57 

5 

none 

0.86 

•C 

•C 

Depositors  Invest-Capital  Grow/Putnam 

» 

15.1 

1.1 

13 

0 

none 

NA 

B 

C 

Diversification  Fund/t 

13.5 

13.1 

1.4 

63 

2 

none 

0.83 

F 

•B 

Dividend/Growth-Dividend/Dividend  Growth 

* 

8.8 

2.5 

3 

-22 

t 

2.29 

A 

B 

Dodge  &  Cox  Stock  Fund/Dodge  &  Cox 

16.4 

13.3 

2.9 

100 

33 

none 

0.69p 

Dover  Regional  Financial  Shares/closed  end 

* 

3.0 

1.7 

7 

3 

NA 

1.99 

D 

A 

Drexel  Bumham  Fund/Drexel 

13.5 

15.4 

5.5 

172 

-16 

5.00 

1.10 

Drexel  Series-Convertible  Secs/Drexel 

* 

8.6 

4.4 

10 

-60 

5.00r 

2  22 

Drexel  Series-Emerging  Growth/Drexel 

* 

-12.4 

none 

7 

-56 

S.OOr 

2.28 

Drexel  Series-Growth/Drexel 

* 

10.5 

1.8 

21 

-37 

S.OOr 

213 

Drexel  Series-Option  Income/Drexel 

» 

17.3 

1.3 

16 

-54 

S.OOr 

2  04 

Drexel  Series-Priority  Selection/Drexel 

— * 

20.2 

0.8 

13 

-34 

none 

2.20 

Dreyfus  Capital  Value  Fund/Dreyfus 

— * 

24.3 

5.2 

581 

19 

4.50 

1.37 

D 

B 

Dreyfus  Fund/Dreyfus 

12.8 

13.3 

3.9 

2,358 

-11 

8.50 

0.77 

C 

D 

Dreyfus  Growth  Opportunity  Fund/Dreyfus 

8.4 

12.4 

2.4 

582 

-3 

none 

1.04 

Dreyfus  Index  Fund/Dreyfus 

* 

19.4 

2.9 

43 

31 

none 

1.22 

D 

B 

Dreyfus  Leverage  Fund/Dreyfus 

11.4 

11.0 

4.2 

465 

-6 

4.50 

1.31 

Dreyfus  New  Leaders  Fund/Dreyfus 

— * 

13.4 

0.8 

98 

-19 

none 

l.SOp 

Dreyfus  Strategic  Aggres  Inv  LP/Dreyfus 

— * 

4.9 

none 

134 

-14 

3.00 

198p 

•Dreyfus  Strategic  Investing/Dreyfus 

» 

15.9 

7.5 

102 

-12 

4.50 

2.08p 

D 

C 

Dreyfus  Third  Century  Fund/Dreyfus 

8.5 

16.3 

4.8 

161 

3 

none 

1.02 

C 

C 

Eagle  Growth  Shares/Fahnestock 

9.2 

51.9 

none 

3 

30 

8.50 

2.53p 

C 

B 

Eaton  Vance  Growth  Fund/Eaton  Vance 

13.8 

14.2 

1.0 

85 

-4 

4.75 

0.94 

D 

B 

Eaton  Vance  Special  Equities/Eaton  Vance 

10.1 

11.4 

none 

52 

46 

4.75 

1.24 

D 

B 

Eaton  Vance  Stock  Fund'/Eaton  Vance 

12.9 

16.9 

3.4 

83 

4 

4.75 

0.96 

D 

•A 

Eaton  Vance  Total  Return  Trust/Eaton  Vance 

~* 

18.4 

5.8 

487 

-6 

4.75 

1.20 

Eclipse  Equity  Fund/Eclipse 

* 

17.7 

3.6 

186 

16 

none 

1.12 

Fund  rated  for  two  periods  onh-;  maximum  allowable  grade  A.     'Fund  not  in  operation  for  full  period.  Expense  ratio  is  in  italics  if  tlx  fund  has  a  sliareholder-paid  12b-l 
an  exceeding  0.1%  (hidden  load)  pending  or  in  force.     ifExchange  fund,  not  currently  selling  new  shares.     tClosed  to  all  investors,     p:  Net  of  partial  absorption  of 
^nses  by  fund  sponsor,     r:  Includes  back-end  load  that  reverts  to  distributor.     NA:  Not  applicable  or  not  available.     'Formerly  Eaton  &  Howard  Stock  Fund 

able  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193. 
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For  those  who  think  this  is  all  there  is  to  IBM  Service, 
weld  like  to  adjust  your  thinking. 


IBM  has  built  a  solid  reputation  as 
maintenance  experts.  Now  we've 
expanded  our  services  beyond  mainte- 
nance. We  even  include  services  for  your 
non-IBM  equipment. 

We  will  take  care  of  all  your  needs. 
From  hardware  and  software  integration 
to  data  center  design  to  value  added 
network  services. 

For  instance,  we'll  move  your 
data  processing  system  2,000  feet  or 
2,000  miles.  And  we'll  be  with  you  from 
pre-planning  to  post-move  testing.  It's  all 
part  of  IBM  Customized  Operational 
Services. 

And  because  no  business  can  afford 
downtime,  IBM  is  there  with  Network 
Support,  too.  We'll  reduce  the  likelihood 
of  downtime,  and  work  quickly  to 
bring  you  back  up 

if  it  does  occur. 


What's  more, 
if  you  have  a  question 
or  problem  with  any  of  your  systems, 
specialists  are  available  24  hours  a  day, 
7  days  a  week. 

If  youB  like  further  information,  we 
would  be  happy  to  send  you  some  Utera- 
ture.  Just  call  1  800  IBM-2468,  ext.  133. 

IBM  Service.  You'll  find  out  it's 
real^  much  more  than  you  think. 


:® 


Annual  Fund  Ratings/Stock 


Performance 

in                   in 
UP             DOWN 

markets 

Fund/distributor 

Total 

return 

Yield 

Assets 

Maximum 

sales 

charge 

Annul 
expena 
per  $111 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

6/30/89 
(millions) 

%  change 
'89  vs  '88 

Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 

14.8% 
12.1% 

20.4% 
15.0% 

3.2% 
2.3% 

$1.58 

Emerging  Medical  Technology /AMA 

» 

5.6% 

none 

$5 

-27% 

4.75% 

$429 

A 

F 

Engex/closed  end 

6.3% 

1.6 

none 

13 

2 

NA 

2.31 

B 

B 

Enterprise  Group-Growth/Enterprise 

16.1 

8.9 

1.0% 

48 

23 

5.00r 

250i 

Enterprise  Group-Growth  &  Inc/Enterprise 

— * 

15.6 

2.4 

21 

250 

5.00r 

2.50i 

Equitable  Funds-Growth/Equitable 

— * 

18.6 

none 

9 

288 

5.00r 

2.00i 

Equitec  Siebel  Aggressive  Growth/Equitec 

— * 

7.0 

0.5 

35 

-19 

5.00r 

234i 

Equitec  Siebel  Total  Return  Fund/Equitec 

— • 

8.2 

2.8 

131 

-14 

5.00r 

2.0', 

D 

•C 

Equity  Strategies  Fund/EQSF 

— • 

11.6 

none 

49 

-4 

t 

1.48 

Evergreen  American  Retirement/Lieber 

— * 

11.1 

4.7 

10 

64 

none 

2.00 

A 

C 

Evergreen  Fund/Lieber 

13.8 

13.0 

1.6 

792 

7 

none 

1.03 

•A 

•B 

Evergreen  Limited  Market  Fund/Lieber 

— • 

18.7 

0.2 

36 

42 

t 

1.30 

D 

A 

Evergreen  Total  Return  Fund/Lieber 

16.5 

14.3 

5.7 

1,369 

-1 

none 

1.02 

Evergreen  Value  Timing  Fund  Licber 

— ' 

18.5 

1  6 

29 

24 

none 

1.56 

Excel  Midas  Gold  Shares'/Excel 

» 

-10.6 

none 

10 

-38 

4.50 

182 

D 

•B 

Excel  Value  Fund^/Excel 

» 

4.6 

3.1 

4 

-44 

4.50 

2.46 

B 

C 

Exchange  Fund  of  Boston/t 

13.4 

14.0 

2.0 

60 

5 

none 

0.84 

B 

D 

Fairfield  Fund/National  Sees 

6.2 

-4.6 

1.9 

34 

-23 

8.50 

1.24 

C 

•C 

Fairmont  Fund/Fairmont 

• 

-4.6 

1.5 

53 

-36 

none 

1.25 

D 

C 

FBI^Growth  Common  Stock/FBL 

6.9 

9.1 

5.7 

37 

-23 

5.00r 

1  55 

C 

C 

Federated  Exchange  Fund/| 

12.9 

14.0 

2.3 

97 

2 

none 

1.08 

Federated  Growth  Trust/Federated 

— * 

18.7 

1.6 

139 

21 

none 

l.Oll 

Federated  High  Quality  Stock/Federated 

— • 

11.6 

2.7 

20 

-28 

1.75r 

loM 

C 

•A 

Federated  Stock  Trust/Federated 

— " 

11.6 

2.6 

601 

-6 

none 

0.9J 

Federated  Utility  Trust/Federated 

— • 

16.8 

6.0 

14 

45 

none 

1.05: 

Fidelity  Blue  Chip  Growth  Fund/Fidelity 

— • 

16.1 

0 : 

45 

9 

3.00r 

1.81 

. , 

Fidelity  Capital  Appreciation/Fidelity 

— " 

26.^ 

0.8 

2,185 

51 

3.00r 

1.23 

B 

B 

Fidelity  Congress  Street  Fund/t 

16.5 

18.4 

2.7 

57 

4 

none 

0.74 

A 

(^ 

Fidelity  Contrafund/Fidelity 

13.3 

27.9 

20 

193 

95 

none 

0.9( 

•■      A  + 

B 

Fidelity  Destiny  Portfolio  I/Fidelity 

19.8 

17.9 

1.9 

1,662 

15 

»» 

0.65 

Fidelity  Destiny  Portfolio  Il/Fidelity 

— ' 

16.7 

09 

143 

84 

»• 

I. a 

B 

A 

Fidelity  Equity-Income  Fund/Fidelity 

IH.l 

17.3 

5.5 

4,802 

17 

2.00 

0.6.' 

B 

C 

Fidelity  Exchange  Fund/t 

14.4 

22.8 

2.5 

159 

11 

none 

0.61 

•A 

•C 

Fidelity  Freedom  Fund/Fidelity 

» 

11.9 

1.5 

1,340 

-1 

none 

I.e. 

B 

B 

Fidelity  Fund/Fidelity 

14.8 

19.0 

3.2 

991 

6 

none 

0.6' 

Fidelity  Growth  &  Income/Fidelity 

— ' 

24.2 

3.6 

1,330 

5 

2.00 

1.0: 

•A 

'.d\ 

Fidelity  Growth  Company/Fidelity 

— " 

26.2 

2.3 

221 

49 

3.00 

1.0; 

•  Fund  rated  f 
pUm  a:cev<Un 
to  all  invesK 
available      'F 

Tabic  ,)f  d 

oTTwo  periods  only;  maximum  allowable  grade  A      'Fund  noi  in  operation  for  full  period   Expense  ratio  is  in  tialics  iftl)e  fund  has  a  slwrelKMerpaiil  121 
H  a  1%  (hidden  lnad)pendmfi  or  m  force     tExchange  fund,  not  currenth  sellinR  new  shares     "Available  onh  through  monUilv  contraaual  plan     tClw 
rs     p:  Net  of  panial  absorption  of  expenses  !•>>•  fund  sixmsor.    r:  Includes  back-end  load  that  re\ens  to  distributor     NA:  Not  applicable  or  i 
irmerly  Midas  Gold  Shares  ii  iiuliion     -FormerK  IRI  Stixk  Fund 

jstribiJtors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193. 
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Suit  pressed  with  abutton 

ieplaced,5i22p.m. 

The  WestiniSt  Francis,  San  Ftandsco. 


To  some,  it  is  no  more  than  an 
ordinary  valet  delivery.  Yet  at  this  cru- 
cial moment,  one  determines  whether 
a  hotel's  performance  equals  its 
promise. 

At  Westin  Hotels  &  Resorts,  we 
consider  this  the  moment  of  truth. 

What  sets  Westin  apart  are  the 
dedicated  people  who  aim  not  only 
to  fulfill  your  needs,  but  to  anticipate 
them.  People  who  respond  promptly 
to  any  request,  at  any  hour. 

That  is  why,  time  and  time  again, 
you  can  be  sure  Westin  will  come 
through  in  a  manner  that  is  at  once 
caring,  comfortable,  civilized. 

No  matter  how  pressing 
your  need. 


ESTIN 

Hotels  8^  Resorts 


)Wr  XrONd  consultant  or  800-228-3000.  Acapulco  •  Atlanta  •  Atlanta  (Buckhead)  •  Boston  •  Calgary  •  Cancun  •  Chicago  •  Chicago  (O'Harei  •  Cincinnati  •  Dallas  •  Denver  ■  Detroit 
inton  ■  El  Paso  •  Ft  Lai^erdale  ■  Guadalajara  •  Guateinala  City  •  Hilton  Head  Island  •  Hong  Kong  •  Houston  •  Indianapolis  ■  Island  of  Hawaii  ■  Ixtapa  •  Kansas  City  ■  Kauai  •  Kyoto  •  Los  Angeles 
la  •  Manzanillo  •  Maui  •  Mazatlan  •  Mexico  City  •  Monterrey  •  New  Orleans  ■  New  York  •  Orange  County  •  Orlando  •  Ottawa  •  Phoenix  ■  Pittsburgh  •  Portland  •  Puerto  Vallarta  •  Pusan  •  Saltillo 
rancisco  •  San  Francisco  Airport  •  San  Salvador  •  Seattle  •  Seoul  •  Shanghai  ■  Singapore  •  Tokyo  •  Toronto  •  Tucson  •  Tulsa  •  Vail  •  Vancouver  •  Washington,  DC  ■  Winnipeg 
*cn  oi  United  Airliaes  Milage  Plus,  Air  dmdi  Aeroplio  ind  USAir  Fnquen  t  Traveler  pnygnms  earn  miles  ar  participating  ^hstin  Hotels  &  Resorts. 


-i 

1 — -F' 

4 

■'^A 

-^^ 

|i             Annual  *ur 

id  Ratings 

/Stoc 

k 

p«rf^2>iiiaae%: 

UP             DOWN 
markets 

Fund/distributor 

Total 

return 

Yield 

Assets 

Maximum 

sales 

charge 

Annual 
expenses 
per  $100 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

6/30/89 
(millions) 

%  change 

'89  vs  '88 

Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 

14.8% 
12.1% 

20.4% 
15.0% 

3.2% 
2.3% 

$1.58 

A  + 

• 

B 

Fidelity  Magellan  Fund/Fidelity 

23.9% 

.234%. 

1.7% 

$10,757 

16% 

3.00% 

$1.08 

Fidelity  OTC  Portfolio/Fidelity 

21.0 

1.4 

764 

-21 

3.00 

1.42 

Fidelity  Plymouth-Growth  Oppor/Fidelity 

— * 

18.6 

0.2 

23 

389 

4.00 

255p 

Fidelity  Plymouth-Income  &  Grow/Fidelity 

— * 

18.7 

4.7 

42 

11 

4.00 

2  12 

Fidelity  Real  Estate  Investment/Fidelity 

— * 

10.7 

6.0 

58 

-19 

2.00 

1.28 

Fidelity  Select-Air  Transportation/Fidelity 

— * 

25.5 

none 

9 

15 

3.00r 

2.52p 

Fidelity  Select-American  Gold/Fidelity 

— * 

-8.8 

none 

183 

-12 

3.00r 

2.03 

Fidelity  Select-Biotechnology /Fidelity 

— * 

16.0 

none 

40 

-11 

3.00r 

2.21 

Fidelity  Select-Broadcast  &  Media/Fidelity 

— • 

45.2 

none 

48 

190 

3.00r 

2.66p 

Fidelity  Select-Brokerage  &  Inv/Fidelity 

— • 

15.7 

1.5 

4 

-42 

3.00r 

2.54p 

Fidelity  Select-Capital  Goods/Fidelity 

— • 

-0.4 

none 

2 

-72 

3.00r 

2.58p,. 

Fidelity  Select-Chemicals/Fidelity 

— ' 

6.7 

0.0 

36 

-77 

3.00r 

2.24   1 

Fidelity  Select-Computers/Fidelity 

— ' 

-11.7 

none 

10 

-65 

3.00r 

2.56p| 

Fidelity  Select-Electric  Utilities/Fidelity 

— • 

19.1 

4.2 

12 

-52 

3.00r 

2.52p 

Fidelity  Select-Electronics/Fidelity 

— * 

-13.2 

none 

6 

-66 

3.00r 

2.79p 

D 

•C 

Fidelity  Select-Energy/Fidelity 

— * 

19.1 

2.2 

82 

-7 

3.00r 

1.77 

Fidelity  Select-Energy  Service/Fidelity 

— * 

16.7 

none 

38 

61 

3.00r 

2.53p 

B 

•B 

Fidelity  Select-Financial  Services/Fidelity 

— • 

17.9 

3.2 

32 

-1 

3.00r 

1.07 

Fidelity  Select-Food  &  Agriculture/Fidelity 

— * 

33.9 

0.3 

22 

131 

3.00r 

2.50p 

A  + 

•D 

Fidelity  Select-Health  Care/Fidelity 

— * 

176 

0.9 

172 

-16 

3.00r 

1.41 

Fidelity  Select-Industrial  Materials/Fidelity 

— • 

-6.5 

1.6 

6 

-87 

3.00r 

2.68 

Fidelity  Select-Leisure/Fidelity 

— * 

32.3 

0.0 

73 

23 

3.00r 

1.73 

Fidelity  Select-Medical  Delivery/Fidelity 

— • 

36.0 

0.2 

15 

332 

3.00r 

2.48p 

Fidelity  Select-Paper  &  Forest  Prod/Fidelity 

— • 

-7.8 

0.3 

7 

-61 

3.00r 

2.54p' 

D 

•C 

Fidelity  Select-Prec  Metals  &  Mins/Fidelity 

— • 

-42 

3.9 

191 

-16 

3.00r 

1.88 

Fidelity  Select-Prop  &  Casualty/Fidelity 

— • 

23.3 

0.8 

3 

-30 

3.00r 

2.53p 

Fidelity  Select-Region  Banks/Fidelity 

—' 

31  9 

1.8 

20 

62 

3.00r 

2.53p 

Fidelity  Select-Retailing/Fidelity 

—' 

27,5 

0.3 

9 

-2 

3.00r 

251p 

Fidelity  Select-Savings  &  Loan/Fidelity 

— 

29.0 

1.1 

15 

101 

3.00r 

2.56p 

Fidelity  Select-Software  &  Comp/Fidelity 

— • 

-2.2 

none- 

1  1 

-54 

3.00r 

2.63|  ' 

B 

•D 

Fidelity  Select-Technology/Fidelity 

— • 

-6.4 

none 

80 

-44 

3.00r 

1.86 

Fidelity  Select-Telecom/Fidelity 

— • 

36.6 

0.6 

107 

199 

3.00r 

2.12 

D 

•A 

Fidelity  Select-Utilities/Fidelity 

— • 

25.2 

5.0 

97 

4 

3.00r 

1.21 

Fidelity  Special  Situations-Initial/Fidelity 

— * 

20.7 

^^ 

20 

-1 

tt 

0.40 

Fidelity  Special  Sits-Plymouth/Fidelity 

— • 

199 

3.1 

189 

-9 

4.00 

168 

A 

D 

Fidelity  Trend  Fund/Fidelity 

12.0 

21  4 

1.3 

833 

9 

none 

0.47 

•  Fund  raicd  lor  wo  pt- ricxis  only;  maxinmm  .illowjlilc  grade  A      'Fund  not  in  t)C>t;ration  for  full  period   lixpetL-ie  ratio  « tti  Holies  if  the  fund  IMS  a  si)arel)olderpauI  IJb- 
plan  exceedinf>  0  1%  (buUien  load)  pemling  or  in  force.     itClosed  to  new  investors,     p:  Net  of  partial  absorption  of  expenses  by  fiind  sponsor,     r:  Includes  back-end  \m 
that  re\'en.s  to  di.stributor                                                                                                                                                                                                                                 ' 

Table  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193. 
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The  Fine  Art  Of  Flying 

by  Bradley. 


Joyride  by  Martin  Bradley.  In  capturing  the  spirit  of  our  nonstop  flights  to  Bangkok,  Tokyo,  Rio  and  Los 
Angeles,  the  painting  by  British  born  Bradley  projects  not  only  a  sense  of  happiness,  but  also  feelings  of 
certitude  and  pride  in  his  technique.  And  at  Air  France  we  have  the  same  feelings  every  time  you  fly  with  us. 


Technically  speaking,  I  care  nonstop. 


THE  FINE  ART 
^rOF  FLYING 


AIR  PRANCE 


Annual  Fund  Ratings/Stock 


Performance 

in                 in 
UP             DOWN 
markets 

Fund/distributor 

Total  return 

Yield 

Assets 

6/30/89       %  change 

(millions)      '89  vs  '88 

Maximum 

sales 

charge 

Annuafl 
expens^ 
per  $10^ 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 

14.8% 

12.1% 

20.4% 
15.0% 

3.2% 
2.3% 

$1.58 

Fidelity  Utilities  Income/Fidelity 

» 

15.6% 

5.1% 

$136 

5% 

2.00% 

$1.81 

A 

B 

Fidelity  Value  Fund/Fidelity 

15.4% 

31.0 

1.5 

149 

65 

none 

1.17 

C 

•C 

Fiduciary  Capital  Growth/Fiduciary  Mgmt 

— * 

6.6 

0.2 

41 

-7 

none 

1.30 

A 

C 

Fiduciary  Exchange  Fund/i 

13.7 

11.2 

2.1 

55 

0 

none 

0.85 

C 

D 

Financial  Dynamics  Fund/Financial  Prog 

9.0 

6.3 

1.6 

89 

-28 

none 

0.98 

Financial  Independence-Growth/MGF 

» 

10.6 

2.6 

10 

-M 

4.75 

7  70 

D 

C 

Financial  Industrial  Fund/Financial  Prog 

9.3 

10.7 

2.0 

339 

-5 

none 

0.81 

C 

B 

Financial  Industrial  Income/Financial  Prog 

15.3 

18.4 

4.4 

400 

5 

none 

0.78 

Financial  Strategic-Energy/Financial  Prog 

— * 

24.4 

1.2 

8 

13 

none 

1.90 

Financial  Strategic-Gold/Financial  Prog 

— * 

-14.9 

1.3 

28 

-6 

none 

1.61p 

Financial  Strategic-Health  Sci/Financial  Prog 

— • 

28.8 

none 

14 

4 

none 

1.63 

Financial  Strategic-Leisure/Financial  Prog 

— • 

31.3 

none 

14 

137 

none 

1.69 

Financial  Strategic-Technology/Financial  Prog 

— ' 

0.2 

none 

9 

-56 

none 

1.59 

Financial  Strategic-Utilities/Financial  Prog 

— • 

20.2 

4.1 

21 

-22 

none 

1.41 

First  Eagle  Fund  of  America/First  Eagle 

— • 

19.2 

none 

76 

57 

1.00b 

220 

First  Financial  Fund/closed  end 

— ' 

23.8 

1.9 

95 

20 

NA 

1.45 

B 

D 

First  Investors  Discovery  Fund/First  Inv 

5.0 

5.5 

1.1 

19 

-21 

8.50 

130 

D 

F 

First  Investors  Fund  for  Growth/First  Inv 

1.8 

16.5 

0.8 

35 

-11 

8.50 

107 

First  Investors  Value  Fund/First  Inv 

-104 

1.2 

6 

-38 

8.50 

167 

Flag  Investors  Corporate  Cash/Brown 

— • 

8.7 

8.7 

28 

-32 

none 

1 30p 

Flag  Investors  Emerging  Growth/Brown 

— • 

24.8 

0.3 

44 

167 

4.50 

149p 

Flag  Investors  Telephone  Income/Brown 

— • 

304 

4.9 

132 

26 

4.50 

0  92 

Flex-funds-Growth  Fund/Flex 

— • 

4.8 

5.7 

33 

113 

none 

1  SO 

Flex-funds-Income  &  Growth  Fund/Flex 

— " 

11,4 

7.6 

2 

^3 

none 

loop 

A 

F 

44  Wall  Street  Equity  Fund/44  Sees 

-2.7 

22.5 

none 

4 

-9 

1.00 

4.14 

D 

F 

44  Wall  Street  Fund/44  Sees 

-16.7 

24.1 

none 

7 

5 

0.25r 

9.24 

B 

C 

Founders  Blue  Chip/Founders  Asset 

13.2 

26.2 

2.5 

207 

19 

none 

100 

F 

A  + 

Founders  Equity  Income  Fund/Founders  Asset 

13.0 

200 

4.8 

14 

8 

none 

164 

Founders  Frontier  Fund/Founders  Asset 

— • 

31.3 

none 

26 

208 

none 

189 

B 

C 

Founders  Growth  Fund/Founders  Asset 

13.6 

27.5 

1.6 

79 

22 

none 

138 

A 

D 

Founders  Special  Fund/Founders  Asset 

10.9 

27.4 

0.5 

83 

8 

none 

1.12 

B 

C 

FPA  Capital  Fund/Angeles  Sees 

120 

8.5 

1.5 

73 

7 

6.50 

0.92    ! 

B 

A 

FPA  Paramount  Fund/ Angeles  Sees 

17.9 

12.5 

2.7 

204 

47 

tt 

0.98    1 

FPA  Perennial  Fund/Angeles  Sees 

— • 

17.6 

3.5 

52 

-2 

6.50 

1.17 

C 

C 

Franklin  DynaTech  Fund/Franklin 

9.3 

8.3 

0.6 

33 

-14 

4.00 

0.90 

A 

D 

Franklin  Equity  Fund/Franklin 

12.9 

11.5 

1.5 

381 

12 

4.00 

0.73  ; 

•  Kund  raleO  I'lr  two  peri(XJ,s  only;  maxiniuni  .illow.ibic  grade  A      '1  und  noi 
plan  exceeding  0  1%  (hidden  loadjpending  or  in  force.     lExthangc  fund, 
reveas  to  fund,    p:  Net  of  partial  absi)ri-u..ii  nf  •.>vp(..|ises  by  fund  spoasor. 

in  ojieraiion  for  full  (xtkxI   lixpi'nse  ratio  l':  in  italics  if  the  fund  has  a  shareholder  paid  t2b-l 
lot  currenily  selling  new  shares     ttClosed  to  new  investors     b:  Includes  back-end  load  tha 
r:  Includes  back-end  load  that  reverts  to  distributor     MA:  Not  applicable  or  not  available. 

Table  oi  distribi 'ors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193. 


2.^ 


FORBES,  SEPTEMBER  4,  191^ 


f 


It  belongs  in  every  presidents  cabinet. 


I 


^a^uu^km^di/T 


A  premium  whisky,  unrivaled  in  quality  and  smoothness  since  1858. 

Send  a  gift  of  Canadian  Qub  anywhere  in  the  USA  Call  1-800-238-4373.  \bid  where  prohibited. 


Annual  Fund  Ratings/Stock 


in                in 
UP            DOWN 

markets 

Fund/distributor 

Total 

return 

Yield 

Assets 

6/30/89       %  change 

(millions)     '89  vs  '88 

Maximum 

sales 

charge 

Annual 
expenses 
pet  $100 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 

14.8% 
12.1% 

20.4% 
15.0% 

3.2% 
2.3% 

$1.58 

C 

B 

Franklin  Growth  Fund/Ftanklin 

15.0% 

11.2% 

2.1% 

$116 

6% 

4.00% 

$0.79 

Franklin  Mngd  Trust  Rising  Divs/Franklin 

» 

14.3 

3.1 

37 

11 

4.00 

162p 

D 

B 

Franklin  Option  Fund/Franklin 

11.2 

16.7 

2.9 

46 

-1 

4.00 

0.83 

D 

A  + 

Franklin  Utilities  Fund/Franklin 

17.7 

12.5 

7.4 

623 

0 

4.00 

0.64 

Freedom  Equity  Value  Fund/Freedom  Capital 

• 

12.5 

1.0 

22 

50 

3.00r 

247 

Freedom  Inv-Gold  &  Govt/Freedom  Capital 

♦ 

8.4 

5.4 

64 

-24 

3.00r 

179 

Freedom  Inv-Regional  Bank/Freedom  Capital 

• 

20.0 

1.3 

70 

56 

3.00r 

2  05 

Fund  Alabama/closed  end 

» 

» 

» 

7 

— 

NA 

1.82p 

C 

B 

Fimd  of  America/American  Cap 

13.6 

9.8 

1.9 

178 

-4 

5.75 

0.96 

C 

D 

Fund  of  the  Southwest/Capstone 

8.1 

28.6 

0.7 

15 

4 

4.75 

1.50 

A 

B 

Fundamental  Investors/American  Funds 

17.1 

17.6 

2.8 

704 

6 

5.75 

0  68 

FundTrust-Aggressive  Growth/Furman  Selz 

— * 

13.5 

none 

21 

-27 

1.50 

195p 

FundTrust-Growth/Furman  Selz 

— * 

14.9 

0.7 

33 

-33 

1.50 

185p 

Gabelli  Asset  Fund/Gabelli 

— • 

30.4 

1.3 

266 

141 

2.00b 

nip 

Gabelli  Equity  Trust/closed  end 

— • 

39.0 

4.8 

602 

24 

NA 

1.25 

Gabelli  Growth  Fund/Gabelli 

— * 

30.6 

0.3 

43 

590 

2.00b 

230p 

Gateway  Growth  Plus  Fund/Gateway 

— • 

12.1 

0.8 

7 

79 

none 

l.54p 

F 

A 

Gateway  Option  Index  Fund/Gateway 

9.5 

14.5 

1.9 

28 

-3 

none 

1.45 

General  Aggressive  Growth/Dreyfus 

• 

11.0 

1.4 

39 

-12 

none 

/  74p 

B 

C 

General  American  Investors/closed  end 

12.0 

15.3 

1.5 

341 

5 

NA 

1.14 

D 

B 

General  Securities/Craig-Hallum 

12,6 

13.2 

4.8 

19 

6 

none 

1.46 

Gintel  Capital  Appreciation  Fund/Gintel 

_• 

234 

0.9 

32 

40 

none 

220 

D 

•A 

Gintel  Erisa  Fund/Gintel 

— • 

14.3 

2.2 

86 

8 

none 

1  30 

C 

•B 

Gintel  Fund/Gintel 

• 

196 

2.4 

90 

8 

none 

1.60 

•B 

•F 

GIT  Equity  Trust-Special  Growth/GIT 

» 

17.2 

2.0 

20 

22 

none 

1.50 

Gradison  Established  Growth/Gradison 

— • 

13.6 

2.8 

106 

32 

none 

145 

Gradison  Opportunity  Growth/Gradison 

• 

9.4 

1.7 

21 

11 

none 

184 

Greenspring  Fund/Greenspring 

■ 

10.7 

9  5 

25 

19 

none 

1.29 

B 

B 

Growth  Fund  of  America/ American  Funds 

15.3 

21.1 

1.5 

1,464 

30 

5.75 

0  71 

Growth  Fund  of  Washington/Washington 

• 

22.4 

16 

58 

13 

5.00 

n6 

C 

C 

Growth  Industry  Shares/Growth  Industry 

11.2 

13.3 

1.3 

64 

-3 

none 

0.93 

Growth  Stock  Outlook  Trust/closed  end 

— " 

8.1 

4.1 

126 

-6 

NA 

1,46 

A 

B 

Guardian  Park  Ave  Fund/Guardian 

18.4 

15.8 

2.7 

203 

10 

4.50 

0.79 

Hampton  Utils-Capital  Shares/closed  end 

• 

140 

3  0 

11 

12 

NA 

1  14 

B 

D 

lohn  Hancock  Growth  Trust/Hancock 

99 

1K.5 

1.4 

114 

3 

8.50 

1.06 

lohn  Hancock  Special  Equities/Hancock 

— " 

15.0 

0.9 

12 

-6 

8.50 

1.50p 

•  Fund  rateJ  for  two  poruKls  only;  maximum  allow-alilc  grade  A.     'hund  noi  in  operation  lor  full  period   Kxpciv  ratiu  is  m  italics  if  tin- fund  iMi  a  sliUfdmUierpaUi  12b 
plan  exceeding-  01%  (huliU-n  kxuJ) /lending  or  in  force,     b.  Includes  back-end  load  that  reverts  to  fund,     p:  Net  of  panial  absorption  of  expens«-s  bv  fund  sponsoi 
r  Includes  back-end  load  that  reverts  m  distributor     NA  Not  applicable  t)r  not  a\-ailable     'Flat  k-c  of  S1.50  on  initial  investment. 

Table  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193. 
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WHEN  I  SAY  SHARP 
I  MEAN  BUSINESS!" 


^^ 


UI 


@ 


No  matter  what  your  business,  Sharp  means  business, 
om  heavy  construction  to  high  fashion  to  world  banking. 

Right  now,  all  over  America,  more  Sharp  fax 
lachines  are  being  bought  than  any  other  brand.  Sharp 
ringing  up  the  most  electronic  cash  register  sales  in  the 
ountry.  Sharp  computers  are  breaking  sales  records. 
harp  copiers  are  rated  number  one  in  the  country  for 


copy  quality.  And  Sharp  business  calculators  are  the 
number  one  sellers,  coast  to  coast. 

No  wonder  more  and  more  companies  are  relying 
on  Sharp's  advanced  technology  and  quality  products. 

What  will  Sharp  mean  to  you? 
Business.  Good  business. 

Call  1-800-BE-SHARP,  and  we  will  tell  you  more. 


® 


FROM  SHARP  MINDS 
COME  SHARP  PRODUCTS'* 

>IKJNG  SYSTEMS  •  CALCULATORS  •  COMPUTERS  •  COPIERS  •  ELECTRONIC  CASH  REGISTERS  &  TYPEWRITERS  •  F\CSIMILE  MACHINES  •  LASER  PRINTERS 


icholas^ 


Hard 
Work 

.    1 


Consistent 
Results^ 


The-  Nichola.s  Family  of  Funds 
700  N.  Water  Street 
Milwaukee,  WI.  53202 
(414)272-6133 


I  am  interested  in  the  following: 

D  Nicholas  Fund 

D  Nicholas  II 

n  Nicholas  Limited  Edition 

n  Nicholas  Income  Fund 

n  Nicholas  Money  Market  Fund 

For  complete  information, 
including  management  fees  and 
expenses,  please  write  or  call  for 
a  prospectus.  Read  it  carefully 
before  you  invest  or  send  money 

Name 

Address  —^ 

City 


State . 


216 


Zip. 


Annual  Fund  Ratings/Stock 


Performance 

in                 in 
UP            DOWN 
markets 

Fund/distributor 

Tota 

return 

'" 

Aimual 

average 

1980  to 

1989 

Last 

12 

months 

1 

Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 

14.8% 

12.1% 

20.4% 
15.0% 

i 
! 

H&Q  Healthcare  Investors/ciOSed  end 

» 

9.0%           ( 

'•■ 

Harbor  Growth  Fund/HCA  Securities 

» 

10.8 

Harbor  US  Equities/HCA  Securities 

— * 

13.7 

Harbor  Value/HCA  Securities 

• 

31.1 

A  + 

F 

Hartwell  Emerging  Growth/Hartwell 

7.9% 

10.3            no 

A  + 

D 

Hartwell  Growth  Fund/Hartwell 

12.3 

25.5             no 

Heartland  Group-Value  Fund/Dain  Bosworth 

» 

11.7 

Heritage  Capital  Appreciation/Heriuge 

» 

27.3 

Hidden  Strength-Conserve  Asset/Wood  Logan 

• 

7.3 

Hidden  Strength-Growth/Wood  Logan 

» 

13.8            n. 

HT  Insight-Convertible  Fund/HT 

» 

13.0 

HT  Insight-Equity  Fund/HT 

» 

14.9 

Wayne  Hummer  Growth  Fund/Hummer 

» 

10.5 

L\I  Apollo/IAI  Funds 

» 

18.7               1 

A 

B 

LAI  Regional  Fund/IAI  Funds 

16.1 

18.1 

C 

B 

LAI  Stock  Fund/LAI  Funds 

14.5 

16.6 

IDEX  Fund/Idex 

» 

36.8 

IDEX  Il/Idex 

» 

38.0 

IDEX  Fund  3/Idex 

• 

34.5 

C 

•D 

IDS  Discovery  Fund/IDS 

» 

4.6 

B 

C 

IDS  Equity  Plus/IDS 

12.5 

10.2 

A 

D 

IDS  Growth  Fund/IDS 

12.6 

20.9 

ID$  Managed  Retirement  Fund/IDS 

• 

17.0 

A 

B 

IDS  New  Dimensions  Fund/IDS 

15.6 

13.8 

IDS  Precious  Metals  Fund/IDS 

» 

-9.0 

C 

B 

IDS  Progressive  Fund/IDS 

14.1 

14.9 

D 

B 

IDS  Stock  Fund/IDS 

12.6 

17.5 

IDS  Strategy-Aggressive  Equity/IDS 

— • 

17.7            n> 

IDS  Sttategy-Equity/IDS' 

— • 

19.4 

IMG  Stock  Accumulation/Investors  Mgmt 

— • 

17.0 

Integrated  Capital  Appreciation/Integrated 

— • 

20.2 

Integrated  Equity-Aggres  Grow/Integrated 

— * 

18.8            11> 

Integrated  Equity-Growth/Integrated 

— * 

19.6 

Integrated  Multi-Asset-Total  Rt/Integrated 

— • 

16.3 

B 

B 

Investment  Co  of  America/American  Funds 

16.9 

19.6 

Investment  Port-Diversified  Inc/Kemper 

» 

8.2              1 

•  Fund  rated  for  two  peruxls  onl\',  maximum  allowable  grade  A     'Fund  not  in  of>eration  for  full  period  £)ip 
ratio  is  in  italics  i/  Hie  fund  has  a  sixirehotder-paul  12bl  plan  exceeding  0.1%  (bidden  toad)  pending  c 
force     t+Closed  to  new  investors,    p:  Net  of  partial  absorption  of  expenses  b>-  fund  sponsor,     r:  Includes  t 
end  load  that  reverts  to  distributor     NA:  Not  applicable  or  not  available. 

FORBES, 

SEP  1  EMBER  4  J 

Assets 

Maximum 
sales 
charge 

Annual 
expenses 
per  $100 

6/30/89 
[millions) 

%  change 
'89  vs  '88 

$1.58 

$50 

11% 

NA 

$1.96 

136 

13 

none 

1.06 

56 

22 

none 

0.99 

20 

91 

none 

1.40p 

24 

-15 

3.00% 

3.10 

18 

-6 

3.00 

3.20p 

33 

5 

4.50 

1.70 

57 

26 

4.00 

2.00P 

9 

117 

4.75 

215p 

33 

-1 

4.75 

239 

20 

47 

4.50 

0.62p 

15 

-41 

4.50 

loop 

22 

2 

none 

1.50p 

29 

26 

none 

l.OOp 

105 

15 

none 

l.OOp 

72 

-12 

none 

0.90p 

79 

20 

tt 

1.50 

78 

20 

tt 

1.46 

76 

81 

8.50 

1.37p 

156 

-21 

5.00 

0.66 

371 

-7 

5.00 

0.68 

673 

2 

5.00 

0.64 

681 

-10 

5.00 

0.94 

692 

2 

5.00 

0.87 

92 

-23 

5.00 

1.33 

184 

-4 

5.00 

0.77 

1,292 

0 

5.00 

0.58 

269 

2 

5.00r 

169 

264 

38    ■ 

5.00r 

165 

;      6 

-6 

5.00 

1.57 

242 

13 

S.OOr 

235 

51 

168 

4.75 

188 

41 

27 

4.75 

1.86 

36 

135 

4.75 

1.95 

4,802 

16 

5.75 

0.48 

381 

-14 

5.00r 

2.12 

ble  of  distributors,  showing  addresses 
1  telephone  numbers,  begins  on  page 
(.  Rules  and  definitions,  page  193. 

/r 


A  LONG-TERM  LEADER 


Magellan:  #1  for 
Long-Term  Growth. 

Fidelity  Magellan  Fund  is  ranked  #1  of  all  mutual  funds  for  10  and  15  year 
performance  ended  6/30/89-*  And  Magellan  has  outperformed  98%  of  all 
funds  for  5  years  and  92%  of  all  funds  for  1  year.*  Of  course  past  perfor- 
mance is  no  guarantee  of  future  results.  But  if  you're  looking  for  an  aggressive 
growth  fund,  look  at  the  record.  There  is  only  one  Magellan  Fund. 


y 


1-800-544-6666    24  hours 


Fidelity  Magellan "  Fund.  For  more  complete  information,  including 
management  fees,  expenses  and  the  fund's  3%  sales  charge,  call  or  write  for  a  free 
prospectus.  Please  read  it  carefully  before  investing  or  sending  money.  Fidelity  Distribu- 
tors Corporation  (General  Distribution  Agent),  P.O.  Box  660603,  Dallas,  TX  75266-0603. 
Service  for  the  hearing  impaired,  TDD/1-800-544-0118. 


2r 


'ili 


FMeUty^^lnvestmenis  ® 

^     ^       CODE:  FORB/MAG/090489 


*The  fund  is  ranked  #1  out  of  363  funds,  #1  out  of  427  funds,  #l6  out  of  683  funds  and  #112  out  of  1582 
funds  for  15, 10,  5  and  1  year  performance  for  periods  ending  6/30/89  according  to  Lipper  Analytical  Ser- 
vices, Inc.,  an  independent  mutual  fund  performance  monitor. 


Uncover  new  business 

opportunities  with  fast-growing 

t)igh-tech  manufacturers 

Target: 

•  hard-to-find  private  companies 

•  key  decision  makers 

•  divisions  of  large  companies 

•  makers  of  3,000  +  product  types 

Identify: 

•  new  markets 

•  new  opportunities 

•  new  partners 

•  new  investments 

National— Regional— Local: 

Directories      Custom  reports 
Databases      Mailing  lists 

FREE  Information  Kit:  1-800-333-8036 


® 


12  Alfred  Street,  Suite  200 

Woburn,  Massachusetts  01801 

(617)  932-3939  •  FAX:  (617)  932-6335 

TLX:  497-2961  CRPTECH 


that  beat 
the  others 


The  Mutual  Fund  Strategist 

Stockmarket  Cycles* 
Telephone  Switch  Newsletter 
No  Load  Fund-X 
Weber's  Fund  Advisor 
Fund  Exchange 
Switch  Fund  Advisory 
Growth  Fund  Guide 
Mutual  Fund  Forecaster 
Peter  Dag  Investment  Letter 


Yearly 

Average 

1985-1988 

+  22.8% 

+  15.5% 
+  15.1% 
+  14.6% 
+  14.5% 
+  14.1% 
+  13.0% 
+  12.8% 
+  12.7% 
+  9.8% 

The  above  Illustrates  just  a  sample  of  the  many  mutual  fund 
newsletters  on  the  market,  none  of  which  outperformed  The 
Mutual  Fund  Strategist  on  average  since  1 985  Past 
performance  is  not  a  guarantee  of  future  results. 
"Mutual  Fund  Portfolio 

Try  the  top-performing  mutual  fund 
newsletter  from  1 985-1 988  as  rated  by  Tfie 
Hulbert  Financial  Digest.  Special  Trial 
Subscription  Offer:  $35  for  three  months 

(includes  telepfione  hot-line).  Call  or  send 
your  check  to  the  address  below.  New 
subscribers  only.  «  ■  I  ^  O 

O  ■  ■*  P.O,Box446 

Burlington,  VT  05402 
(802)658-3513 
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Annual  Fund  Ratings/Stock 

Pwfuruiftiic6 

in                 in 
UP            DOWN 
markets 

Fund/distributor 

Total  return 

Yield 

Assets 

Maximum 

sales 

charge 

Annua 
expense 
per  $10 

Annual 

average           Last 
1980  to             12 
1989           months 

6/30/89 
(millions) 

%  change 

'89  vs  '88 

Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 

14.8%           20.4% 
12.1%           15.0% 

3.2% 
2.3% 

$1.58 

Investment  Port-Equity/Kemper 

— 

20.4% 

1.1% 

$268 

-4% 

5.00%r 

t224 

D 

D 

Inv  Tf  of  Boston  Grow  Opp'/Inv  Trust 

8.2%            16.3 

3.2 

60 

1 

4.25 

133 

A 

D 

Investors  Research  Fund/Diversified 

11.1 

3.8 

3.2 

69 

-12 

8.50 

0.76 

F 

A 

ISI  Growth  Fund/Sigma 

6.6 

-5.9 

2.2 

10 

-15 

6.00 

1.63] 

F 

A  + 

ISI  Trust  Fund/Sigma 

10.2 

13.4 

5.6 

103 

4 

6.00 

0.82) 

C 

A 

Ivy  Growth  Fund/Ivy 

16.8 

17.4 

2.5 

184 

1 

none 

1.35 

C 

A 

fanus  Fund/Janus 

16.7 

37.0 

3.8 

494 

27 

none 

0.96! 

Janus  Twenty  Fund'/Janus 

— 

36.4 

6.3 

24 

87 

none 

1.88 

Janus  Venture  Fund/Janus 

— 

26.8 

4.5 

49 

47 

none 

1.28 

D 

B 

JP  Growth  Fund/Jefferson-Pilot 

13.0 

12.7 

2.2 

25 

-1 

6.75 

0.88 

Kaufmann  Fund/Kaufmann 

— 

39.2 

none 

31 

NM 

0.20b 

JOCjf 

Kemper  Blue  Chip  Fund/Kemper 

— 

6,7 

3.6 

23 

15 

4.50 

2  03 

D 

A 

Kemper  Diversified  Income  Fund^/Kemper 

8.9 

9.9 

16.0 

329 

-19 

8.50 

0.93 

B 

D 

Kemper  Growth  Fund/Kemper 

11.5 

16.2 

2.6 

297 

2 

8.50 

0.84 

A 

D 

Kemper  Summit  Fund/Kemper 

11.4 

10.8 

1.2 

248 

-10 

8.50 

0.64 

C 

D 

Kemper  Technology  Fund'/Kemper 

8.5 

2.0 

2.4 

511 

-10 

8.50 

0.70 

Keystone  America  Equity  Income/Keystone 

— 

17.4 

4.3 

22 

-1 

4,00r 

7471 

Keystone  America  Fund  of  Grow  Stk/Keystone 

— 

14.1 

1.4 

5 

6 

4.00 

-'oql 

B 

D 

Keystone  America  Omegas/Keystone 

s  4 

1S9 

07 

36 

2 

4.00r 

/  ~8 

B 

D 

Keystone  Custodian  K-2/Key$tone 

10.7 

15,4 

2.5 

333 

-3 

4.00b 

139 

C 

C 

Keystone  Custodian  S-1/Keystone 

10.1 

15.9 

2.6 

177 

-10 

4.00b 

193 

B 

D 

Keystone  Custodian  S-3/Keystone 

11.5 

14.6 

1.4 

249 

-7 

4.00b 

141 

A 

F 

Keystone  Custodian  S-4/Keystone 

5.0 

12.1 

none 

478 

-^ 

4.00b 

121 

Kidder,  Peabody  Equity  Income/Kidder 

— 

15  3 

3.5 

55 

-24 

5.00r 

197 

Kidder,  Peabody  MarketGuard  I/Kidder 

— 

13.6 

5.6 

24 

-52 

4.00* 

1.16 

Kidder,  Peabody  Special  Growth/Kidder 

— 

21.5 

1.8 

16 

-19 

5.00r 

262. 

Landmark  Capital  Growth  Fund/Landmark 

— 

13.1 

1.6 

9 

-25 

none 

3  IS 

Landmark  Growth  &  Income/Landmark 

— 

14.3 

3.8 

10 

-15 

none 

292 

Legg  Mason  Special  Investment/Legg  Mason 

— 

20.6 

0.1 

55 

17 

none 

226 

Legg  Mason  Total  Return  Trust/Legg  Mason 

— 

14.1 

1.7 

29 

-16 

none 

2.4C 

•B 

•B 

Legg  Mason  Value  Trust/Legg  Mason 

— 

16.6 

1  6 

763 

8 

none 

Ifit 

A 

B 

Lehman  Capital  Fund/Sheatson 

15.6 

10  6 

none 

70 

-18 

5.00 

1.27 

C 

B 

Lehman  Corp/closed  end 

13.0 

16.4 

3.1 

975 

10 

NA 

0.47 

C 

B 

Lehman  Investors  Fund/Shearson 

13.8 

164 

3.1 

388 

4 

5.00 

0.67 

A 

B 

Lehman  Opportunity  Fund/Shearson 

17,8 

22.5 

2.0 

111 

18 

none 

1.2:- 

•  FunJ  ran;d  for  rwo  pericxls  only;  rnxxinium  allow-able  graUe  A     'KunJ  noi  in  operaiii 
plan  exceeiiing  0 1%  (hidden  load)  pending  or  in  force     h.  Includes  back-end  load  t 
Includes  back  end  load  that  rf\erts  lo  distributor.     NA:  Noi  applicable  or  mx  availabk 
Value  Fund.     'Formerly  Kemper  Option  Income  Fund     'Formerl>  Technolojo'  Fund 

Tabic  oi  itisiributOTS,  showing  addresses  and  telephone  numbi 

)n  for  full  peritxl  Expetise  ratio  is  in  Holies  iftljefutid has  a  sharelwlderpaid  12t 
hai  re\-erLs  to  fund     p  Net  of  panial  absorption  of  expertses  by  fund  sponsor. 

N.M  Not  meaningful      'Formerly  Investment  Trust  of  Boston      'Formerly  Jar 
'Pormerh-  Omega  Fund     "Fund  shares  offered  tM^ice  a  \ear.  injune  and  Decemlx 

:rs,  begins  on  page  284.  Rules  and  definitions,  page  193. 
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IF  YOU'RE 
LOOKING  FOR  SOME 
PLAIN  TALK  ABOUT 

MUTUAL  FUND 

COSTS  AND  YIELDS, 

READ  THIS. 


Some  Plain  Talk 

About 

Mutual  Fund 

Costs 


AUa^BlCiddeFar 
Cos«<aiiKloas  Imeston 


Look  at  the  small  print 
in  many  of  today's  top-5delding 
money  market  ads  and  youll  see 
"\^^y  the  promise  of  high  yields 
can  be  misleading— and  how 
some  mutual  fund  firms  are 
boosting  yields  by  temporarily 
waiving  operating  expenses. 
When  costs  come  back . .  .yields 
go  down. 

Vanguard's  new  booklet, 
"Some  Plain  Talk  About  Mutual 
Rmd  Costs,"  shows  how  excessively  high 
expenses  can  dramatically  reduce  your 
returns. 

Youll  see  how  a  difference  of  less  than 


1%  in  costs  between  any  fund  can 
make  thousands  of  dollars  differ- 
ence in  your  investment  returns 
over  time.  You'll  learn  the  impor- 
tant cost  factors  to  consider  in 
choosing  a  fund . . .  and  how  to 
determine  a  fund's  charges  by 
the  listings  in  your  newspaper. 
Compare  Vanguard  funds 
with  those  you  own  or  are  con- 
sidering. Our  average  expense 
r2Xk)—less  than  half  the  1988 
mutual  fund  industry  average— gives 
Vanguard  mutual  fund  shareholders  an 
advantage  few  competitors— if  any— 
can  match. 


©  1989  The  \^guard  Group 


Call  1-800-662-7447 

for  a  free  copy  of 
"Some  Plain  Talk  About  Mutual  Fund  Costs" 

call  any  hour,  any  day— or  use  this  coupon.  We'll 
also  send  you  a  free  Vanguard  Information  Kit 
containing  a  Vanguard  Money  Market  Reserves 
prospectus  with  more  complete  information  on 
advisory  fees,  distribution  charges  and  other 
expenses.  Please  read  it  carefully  before  you 
invest  or  send  money. 

Vanguard 
Investor  Information  Department 
Valley  Forge,  Pennsylvania  19482 


Name 


Address 


City  4 


Phone 


■htMAAiiMiiM Mil  i&i  -  Ml     fit    I  y     U     B     M i^jmmr  FBA9-247 
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Annual  Fund  Ratings/Stock 


P6ffoniUUlC6 

in                 in 
UP            DOWN 
markets 

Fund/distributor 

Toul 

return 

Yield 

Assets 

Maximum 

sales 

charge 

Annual 
expense 
per  $10) 

Annual 

average 

1980  to 

1989 

Ust 

12 

months 

6/30/89 
(millions) 

%  change 

'89  vs  '88 

Standard  &.  Poor's  500  stock  average 
Forbes  stock  fund  composite 

14.8% 

12.1% 

20.4% 
15.0% 

3.2% 
2.3% 

$1.58 

D 

C 

Lepercq-Istel  Fund/Lepercq 

5.8% 

16.1% 

3.8% 

$22 

3% 

none 

Si. 50 

A  + 

C 

Lexington  Corp  Leaders  Trust/Lexington 

15.4 

37.2 

2.9 

84 

9 

4.00 

0.26 

D 

•B 

Lexington  Goldfund/Lexington 

» 

-8.9 

1.0 

91 

-7 

none 

1.60 

B 

D 

Lexington  Growth  Fund/Lexington 

7.4 

12.8 

1.2 

28 

-3 

none 

1.33 

C 

C 

Lexington  Research  Fund/Lexington 

12.6 

17.6 

3.0 

123 

5 

none 

1.10 

Lexington  Technical  Strategy/Lexington 

• 

19.8 

2.3 

6 

21 

5.00% 

2.01 

Liberty  All-Star  Equity  Fund/closed  end 

» 

18.8 

9.5 

487 

8 

NA 

1.33 

Lindner  Dividend  Fund/Lindner 

• 

16.5 

5.6 

120 

95 

none 

0.97 

D 

A  + 

Lindner  Fund/Lindner 

20.1 

16.5 

3.5 

534 

32 

none 

0.92 

LMH  Fund/Heine  Mgmt 

» 

20.5 

3.8 

38 

-5 

none 

1.57] 

A  + 

B 

Loomis-Sayles  Capital  Devel/New  England 

19.9 

9.2 

3.6 

193 

-11 

tt 

0.92 

D 

D 

Lord  Abbett  Developing  Growth/Lord  Abbett 

5.8 

-2.7 

0.4 

141 

-27 

7.25 

1.08 

Lord  Abbett  Fundamental  Value/Lord  Abbett 

— • 

11.8 

1.6 

19 

-18 

7.25 

169 

•B 

•C 

Lord  Abbett  Value  Appreciation/Lord  Abbett 

— • 

6.9 

3.1 

200 

-15 

7.25 

1.10 

Lowry  Market  Timing  Fund/Transamerica 

— * 

4.7 

2.8 

21 

-27 

4.75 

1901 

D 

A 

Lutheran  Brotherhood  Fund/Lutheran 

15.0 

18.0 

2.5 

279 

4 

5.00 

1.08 

Mackay-Shields  Gold  &  Prec  Met/NYLife 

— • 

-6.7 

3.4 

7 

8 

S.OOr 

4  0q 

MacKay-Shields  MainStay-Cap  App/NYLife 

— • 

12.0 

none 

32 

1 

5.00r 

2  70 

MacKay-ShieldsMainStay-Value/NYUfe 

22.8 

1.1 

23 

32 

S.OOr 

290 

MacKay-Shields  Toul  Retum/NYUfe 

— * 

12.0 

3.7 

18 

89 

S.OOr 

340 

Mackenzie  American  Fund/Mackenzie 

— * 

10.7 

2.4 

44 

40 

8.50 

1.48 

C 

C 

Mairs  &  Power  Growth  Fund/Mairs  &  Power 

12.4 

11.7 

1.7 

21 

-1 

none 

1.11 

D 

A 

Mairs  &  Power  Income  Fund/Mairs  &  Power 

14.5 

11.7 

5.0 

7 

12 

none 

1.22 

B 

C 

Horace  Mann  Growth  Fund/Mann 

12.0 

15.7 

2.0 

93 

5 

+ 

0.64 

B 

C 

Mass  Capiul  Development  Fund/Mass  Finl 

12.3 

19.2 

2.2 

798 

-5 

7.25 

OM 

B 

D 

Mass  Financial  Development/Mass  Finl 

11.7 

15.0 

2.9 

235 

-3 

7.25 

O.9M 

A  + 

•D 

Mass  Financial  Emerging  Growth/Mass  Finl 

» 

10.0 

none 

217 

-12 

7.25 

1.651 

•A 

•D 

Mass  Financial  Special  Fund/Mass  Finl 

• 

21.2 

2.0 

123 

1 

7.25 

14lf 

C 

C 

Mass  Investors  Growth  Stock/Mass  Finl 

11.4 

21,1 

0.8 

864 

4 

7.25 

o.6;| 

B 

C 

Mass  Investors  Trust/ .Mass  Finl 

12.7 

19.8 

3.0 

1,275 

6 

7.25 

0.5£ 

MassMutual  Integrity-Cap  App/Mass  Mut 

• 

11.7 

2.5 

13 

97 

4.50 

NA 

MassMutual  Integrity-Valued  Stk/Mass  Mut 

» 

111 

32 

33 

26 

4.50 

in 

C 

C 

Mathers  Fund/Mathers 

11.7 

6.7 

2.0 

219 

15 

none 

0.91 

B 

D 

Medical  Technology  Fund/AMA 

9.0 

9.4 

none 

33 

-20 

none 

23: 

F 

A 

Meeschaert  Capital  Accum/Meeschaert 

8.3 

13.6 

3.8 

38 

2 

4.00b,r 

10: 

Meeschaert  Gold  &  Currency/Meeschaert 

• 

-11.4 

none 

34 

-10 

4.00b,r 

121 

•  Fund  rated  for  t\N'0  pericxls  only;  maximum  allow-ablc  urade  A.     '.fund  noi  in  operation  for  full  period.  Expertse  ratio  is  in  italics  if  ttje  futui  Ixis  a  shareholder  paid  121 
plan  exceedtufi  01%  (hidden  load)  pending  or  in  force     tClosed  to  ai!  iir.vstors.     ttCk»ed  to  new  investors     b:  Includes  back-end  load  that  reverts  to  fund     p:  Net 
panial  absorption  of  expenses  by  fund  sponsor     r:  Includes  back-end  loaJ  that  reverts  to  distributor.     NA:  Not  applicable  or  not  available. 

Table  of  distributors,  showing  addresses  and  telephone  nuir.hers,  begins  on  page  284.  Rules  and  definitions,  page  193. 
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jodd  someone  mate  a  federal  case 
out  of  the  w^  you  keep  recoiris? 


•\ 


V  ^. 


.l-v^t^ 


(. 

1 

-..yJBgEijgk--:^  -.    :-:qli^^^^^Mb-":"^-"'   - 

We've  all  heard  the  stories.  Com- 
mies that  lose  major  liability  suits 
i^cause  they  couldn't  produce  the 
icessary  documents  in  compliance 
ith  federal  and  state  regulations 
)  defend  themselves.  Companies 
lat  lose  a  major  client  because  they 
in't  document  third-party  charges 
1  behalf  of  that  client. 

And  it  all  comes  down  to  a  very 
mple  problem:  paper.  Paper  that 
hen  misfiled  or  misplaced  could 
)ell  disaster.  Paper  that  when 
istroyed,  could  possibly  destroy 
)ur  business. 


The  solution  is  a  coniputerized 
filing  system  from  3M  Information 
Systems  Group. 

3M  provides  systems  that  use 
computer  technology — very  likely  the 
computers  you  already  have  in  place 
— to  speed  and  secure  the  storage 
and  retrieval  of  documents  with 
evidentiary  value.  Documents  that 
can  be  combined  with  the  data  files 
you  already  generate  on  computer. 

For  many  businesses,  the 
storage  media  may  be  microfilm  or 
microfiche.  With  certain  applications, 
a  digital  document  management 


system  integrated  with  a  mainframe 
database  may  be  most  appropriate. 

Either  way,  the  system  you 
choose  will  work  with  the  technol- 
ogy 3M  is  developing  for  the  future. 
We've  already  assembled  packages 
for  Accounts  Payable,  Engineering, 
Manufacturing,  Financial  Records, 
Hospital  Records  and  more. 

For  more  information  on  how 
to  protect  your  company,  call 
3M  Information  Systems  at 
1-800-328-1684. 

But  act  soon.  Before  your  filing 
system  is  judged  to  be  out  of  order. 


989. 3M 


3M 


Annual  Fund  Ratings/Stock 


Perfonnance 

in                  in 
UP             DOWN 
markets 

Fund/ distributor 

Total 

return 

Yield 

Assets 

Maximiun 

sales 

charge 

Annual 
expense* 
per  $100 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

6/30/89 
(millions) 

%  change 

'89  vs  '88 

Standard  &  Poor's  500  stock  average 
Forbes  stock  hind  composite 

14.8% 
12.1% 

20.4% 
15.0% 

3.2% 
2.3% 

$1.58 

The  Merger  Fund'/Westchester 

— • 

12.0% 

0.9% 

$10 

7% 

none 

$3  00 

Meridian  Fund/Meridian 

» 

16.7 

none 

10 

-9 

none 

2.00p 

B 

B 

Merrill  Lynch  Basic  Value-A^ML  Funds 

17.3% 

16.4 

3.7 

1,842 

71 

6.50% 

0.58 

C 

A 

Merrill  Lynch  Capital  FundVML  Funds 

16.8 

16.2 

3.0 

847 

27 

6.50 

0.64 

Merrill  Lynch  Fund  Tomorrow-BVML  Funds 

— * 

24.4 

1.2 

582 

-7 

4.00r 

196 

Merrill  Lynch  Natural  Resources-B^/ML  Funds 

— * 

-2.7 

1.6 

478 

-36 

4.00r 

182 

Merrill  Lynch  Retire  Equity-B^/ML  Funds 

— • 

28.3 

1.2 

480 

-14 

4.00r 

2  00 

D 

D 

Merrill  Lynch  Special  Value-AVML  Funds 

5.4 

4.1 

1.9 

84 

-23 

6.50 

1.20 

Merrill  Lynch  Strategic  Div-BVML  Funds 

— ' 

15.4 

4.4 

273 

81 

4.00r 

2  08 

MetLife-State  Street  Cap  Apprec/MetLife 

— • 

18.1 

0.2 

34 

13 

4.50 

150p 

MetLife-State  Street  Equity  Inc/MetLife 

— * 

16.9 

5.2 

40 

33 

4.50 

1  sop 

MetLife-State  Street  Equity  Inv/MetLife 

— * 

15.9 

2.9 

24 

-A 

4.50 

1  sop 

MFS  Lifetime  Capital  Growth/Mass  FinI 

— • 

17.3 

1.2 

173 

32 

6.00r 

2  17p 

MFS  Lifetime  Dividends  Plus/Mass  Finl 

— • 

12.8 

5.7 

172 

19 

6.00r 

2  14p 

MFS  Lifetime  Emerging  Growth/Mass  Finl 

— • 

3,1 

none 

73 

-9 

6.00r 

230p 

MFS  Lifetime  Managed  Sectors/Mass  Finl 

— • 

23.2 

1.2 

160 

-1 

6.00r 

2  13P 

MFS  Managed  Sectors  Trust/Mass  Finl 

— ■ 

24.5 

1.5 

125 

-17 

4.75 

148p 

D 

B 

MidAmerica  High  Growth  Fund/MidAmerica 

11.7 

14.6 

2.8 

12 

2 

5.75 

l.OOp 

D 

A 

MidAmerica  Mutual  Fund/MidAmerica 

K^4 

11.7 

4.0 

35 

1 

5.75 

l.OOp 

Mimlic  Investors  Fund  I/Mimlic 

— • 

154 

20 

11 

29 

5.00 

I.OOp 

Monitrend  Value  Fund/Pallas 

— • 

5.5 

5,8 

13 

-35 

3.50 

2  sop 

Morgan  Grenfell  SmallCap  Fund/closed  end 

— • 

4.2 

none 

50 

4 

NA 

2.56 

Morgan  Keegan  Southern  Cap/Morgan  Keegan 

— ' 

8.0 

3.7 

9 

-31 

3.00 

2  0q> 

A 

B 

Mutual  Benefit  Fund/Mutual  Benefit 

18.2 

28.2 

1.7 

31 

57 

8.50 

1.52p 

C 

C 

Mutual  of  Omaha  Growth/Mutual  of  Omaha 

114 

22.3 

0.7 

43 

8 

8.00 

1.24 

Mutual  Series-Beacon/Heine  Sees 

• 

19.2 

4.2 

333 

62 

none 

0.60p 

C 

A  + 

Mutual  Series-Mutual  Shares/Heine  Sees 

18.5 

19.2 

5.8 

3,414 

54 

t+ 

0.6^ 

c 

A  + 

Mutual  Series-Qualified/Heine  Sees 

20.8 

19.0  "" 

4.5 

1,481 

58 

tt 

0.62p 

B 

D 

National  Aviarion  &  Technology/AFA 

10.8 

35.3 

1.1 

86 

22 

4.75 

1.38 

D 

D 

National  Growth  Fund/National  Sees 

4  2 

-19 

3.8 

51 

-13 

7.25 

1.05 

D 

C 

National  Industries  Fund/Stonebridge 

49 

9.4 

1.0 

29 

0 

none 

0.85 

National  Real  Estate-Stock/National  Sees 

» 

4.2 

6.8 

24 

16 

7.75 

1  sop 

C 

B 

National  Stock  Fund/National  Sees 

12.2 

21.6 

3.4 

233 

5 

7.25 

0.89 

•D 

•D 

National  Telecom  &  Technology/AFA 

• 

8.0 

0.8 

43 

-4 

4.75 

1.75 

C 

B 

Nationwide  Fund/Nationwide 

15.4 

20.0 

3.0 

434 

8 

7.50 

0.64 

B 

B 

Nationwide  Growth  Fund/Nationwide 

17.3 

16.5 

1.8 

255 

11 

7,50 

0.68 

•  lund  rauxl  for  r»o  periods  only,  ma.\imum  allowable  uradc  A      '1  uiid  iioi  in  operation  for  full  period   ExfK-iLW  nilio  ts  in  iltilics  i/iJk'JuucJIxis  a  sl}an4)oUkrfH»ul  udW 
pUm  exceeding  0  1%  (bidden  load)  pendinf>  or  in  force         ttCkxsed  to  new  imeslors.     p:  Net  of  partial  ah.sorption  of  expenses  bv  fund  sponsor,     r:  Includes  back-enB 
load  ihai  re\eas  to  distributor.     NA:  Not  applicable  or  not  ax-ailable      '  |-ormerly  A>a)  Fund-Ri.sk.     -Funds  have  tvio  clas-ses  of  suKk;  one  with  a  front -end  load  and  one  witbl 
back- -.-n  1  load.  Shown  are  combined  a.s.seLs  for  entire  fund;  load  and  expense  data  are  for  the  initial  class  of  stock.                                                                                     Jl 
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f  it's  "State  of 
:he  Art;' 


You're  in  VARiG 
country! 


These  days,  just  about 
everything  from  comput- 
ers to  camera  equipment 
boasts  "state  of  the 
art"  technology. 

Among  airlines  VARIG 
claims.state  of  the  art 
leadership  as  the  largest 
airline  in  South  America  in 
terms  of  fleet  size  and 
passengers  carried. 


Its  international  routes 
number  43  destinations  in 
33  countries  worldwide. 
Its  domestic  route  system 
takes  VARIG  to  43  destina- 
tions in  Brazil  alone,  plus 
its  vast  route  network  to 
the  rest  of  South  America. 

Every  technological 
advancement  in  elec- 
tronic, mechanical  and 
aeronautical  engineering 
and  design  is  being  incor- 
porated into  VARIG's 
newest  orders  for  747s, 
767s,  737s  and  MD-lls. 
And  every  one  of  these 
technological  advance- 
ments will  be  flawlessly 
maintained  by  skilled 
personnel  using... what 
else?...stateof  theart 
equipment. 

VARIG  serves  Brazil,  the 
rest  of  South  America  and 
Japan  with  29  flights  a 
week  from  North  America. 


Time  to 

fly® 


The  World  Class  Airline  of  Brazil. 
Since  1927. 


Annual  Fund  Ratings/Stock 


Perfonnaiiee 

in                 in 
UP            DOWN 
markets 

Fund/distributor 

Total 

return 

Yield 

Assets 

Maximum 

sales 

charge 

Anniu 
expense 
per  $10 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

6/30/89 
(millions) 

%  change 

'89  vs  '88 

Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 

14.8% 
12.1% 

20.4% 
15.0% 

3.2% 
2.3% 

$1.58 

D 

•D 

Nautilus  Fund/Eaton  Vance 

» 

-3.4% 

none 

$13 

-16% 

4.75% 

$1.87f 

B 

C 

Neuberger  &  Berman  Guardian'/Neuberger 

14.6% 

17.0 

2.6% 

556 

4 

none 

0.84 

A 

C 

Neuberger  &  Berman  Manhattan^/Neuberger 

15.7 

20.3 

1.5 

382 

-8 

none 

1.20 

D 

A 

Neuberger  &  Berman  Partners'/Neuberger 

15.9 

17.5 

3.4 

743 

3 

none 

0.971 

D 

C 

Neuberger  &  Berman  Select  Energy''/Neuberger 

8.5 

19.8 

2.6 

412 

6 

none 

101 

A 

D 

Neuwirth  Fund/National  FinI 

9.9 

16.9 

0.1 

29 

8 

none 

1.92 

•D 

•C 

New  Alternatives  Fund/Accrued  Eq 

* 

21.7 

1.6 

9 

63 

5.66 

1.241 

New  Economy  Fund/ American  Funds 

— * 

23.4 

2.0 

805 

8 

5.75 

0.81 

D 

A 

New  England  Equity  Income/New  England 

13.4 

10.5 

3.2 

58 

12 

6.50 

152 

A 

B 

New  England  Growth  Fund/New  England 

180 

7.2 

2.9 

505 

4 

6.50 

126 

C 

A 

New  England  Retirement  Equity/New  England 

14.7 

9.0 

3.7 

139 

-3 

6.50 

129 

A 

C 

New  York  Venture  Fund/Venture 

16.6 

24.6 

2.4 

299 

80 

4:75 

101 

B 

D 

Newton  Growth  Fund/Newton 

10.9 

6.6 

1.9 

34 

-12 

none 

1.27 

D 

D 

Niagara  Share  Corp/closed  end 

7.7 

12.3 

3.1 

214 

11 

NA 

1.25 

Nicholas  Applegate  Growth  Eq/closed  end 

• 

10.1 

none 

94 

8 

NA 

1.13 

B 

A 

Nicholas  Fund/Nicholas 

17.3 

17.3 

2.8 

1,264 

10 

none 

0.86 

Nicholas  II/Nicholas 

— • 

12.8 

1.6 

397 

0 

none 

0.78   1 

Nicholas  Limited  Edition/Nicholas 

— • 

13. .S 

0.8 

45 

63 

none 

1.3: 

C 

C 

Northeast  Investors  Growth/Northeast  Inv 

n.2 

19.4 

1.6 

22 

9 

none 

1.74   1 

Oberweis  Emerging  Growth/Oberweis 

— • 

1.5 

none 

15 

^0 

5.00b 

j.ocii : 

1 

D 

B 

Old  Dominion  Investors'  Trust/Investors  Sees 

12.2 

15.8 

7.2 

6 

11 

8.50 

1.66 

Olympic  Trust-Equity  Income/Olympic 

— • 

21.9 

4.3 

47 

61 

none 

ro< 

Olympic  Trust-Small  Cap  Fund/Olympic 

• 

-0.8 

0  1 

8 

-4 

none 

l.OCi 

Olympus  Equity  Plus  Fund^/Furman  Selz 

» 

6.7 

3.6 

9 

-17 

4.25 

.iO'i 

Olympus  Option  Income  Plus'/Furman  Selz 

— • 

3.4 

13.7 

49 

-9 

4.25 

2.4( 

B 

D 

One  Hundred  Fund/Berger 

9.9 

19.2 

none 

12 

7 

none 

17. 

Oppenheimer  Blue  Chip  Fund/Oppenheimer 

— • 

13.9 

2.5 

18 

-4 

4.75 

14-i 

A 

D 

Oppenheimer  Directors  Fund/Oppenheimer 

8.6 

14.2 

1.7 

145 

-11 

8.50 

1.13 

B 

B 

Oppenheimer  Equity  Income/Oppenheimer 

17.0 

13.3 

5.3 

1,019 

26 

8.50 

0.85 

C 

D 

Oppenheimer  Fund/Oppenheimer 

,S.2 

12.6 

1.9 

208 

-2 

8.50 

1.07 

•C 

•F 

Oppenheimer  Gold  &  Spec  Mins/Oppenheimer 

• 

6.4 

1.4 

120 

12 

8.50 

1.22 

Oppenheimer  Ninety  Ten  Fund/Oppenheimer 

» 

-0.2 

11.2 

18 

-39 

7.75 

1.30 

Oppenheimer  OTC  Fund/Oppenheimer 

• 

26.6 

0.6 

45 

26 

4.75 

152 

F 

A  + 

Oppenheimer  Premium  Inc/Oppenheimer 

13.9 

9.2 

3.0 

289 

-11 

8.50 

1.06 

•D 

•D 

Oppenheimer  Regency  Fund/Oppenheimer 

• 

11.7 

1.7 

127 

-13 

8.50 

1.15 

D 

C 

Oppenheimer  Special  Fund/Oppenheimer 

8.9 

14.5 

3  1 

543 

-2 

8.50 

0.97 

•  Fund  1  lied  fcjr  two  pcruxJs  only;  maximum  allowable  sradt  A.     '1  ind  no(  in  operauon  for  full  period   F.\fHtiM-  riUto  is  in  italics  tf  the  fund  Ixis  a  sharehoUierpaui  /ifc 
pUin  exceL-Jing  0. 1%  (hidden  load) pendinf>  or  in  frtrce         h  Includes  back-end  load  ihat  re\erLs  lo  fund,  p:  Net  of  partial  absorption  of  expenses  by  fund  spon* 
.NA:  Not  applicable  or  not  available     'Formerlv  Cuardian  Mutual  Fund.     ■'Formerly  Manhattan  Kund.     ''Formerly  Partners  Fund,     "Formerly  Selea  Fund.     '^Formei 
r.Mir'.nv  ittal  Equit>-  Plus  Fund.    ^Formerly  Contincai.al  Option  Inaime. 
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America  is  hooked  on  foreign 
oil.  Tbda)^  we  import  almost  40 
percent  of  the  oil  we  use— even 
more  than  in  1973^  when  the 
Arab  embargo  plunged  us  into 
gas  lines,  rationing,  and 
recession. 

The  more  we  can  use  nuclear 
energy,  instead  of  imported 
oil,  to  generate  electricity,  the 
less  we  have  to  depend  on 
foreign  nations. 


The  110  nuclear  plants  in  the 
U.S.  have  cut  our  foreign  oil 
dependence  by  over  three  billion 
barrels  since  1973.  And  they 
have  cut  foreign  oil  payments  by 
over  one  hundred  billion  dollars. 

But  110  nuclear  plants  will  not 
be  enough  to  meet  our  growing 
electricity  demand.  More  plants 
are  needed. 

lb  help  kick  the  foreign  oil 
habit,  we  need  to  rely  more  on 


our  own  energy  sources,  like 
nuclear  energy. 

For  a  free  booklet  on  nuclear 
energy  write  to  the  U.S.  Council 
for  Energy 
Awareness, 
P.O.  Box  66103, 
Dept.  SN09, 
Washington,  '^^ 

D.C.  20035.  "^ 

U.S.  COUNCIL  FOR  ENERGY  AWARENESS 


Nudear  energy  means  more  energy  independence. 


ei9B9USCEA 


fPast  Per-"] 
formance 

is  no  guarantee  of  future  results. 

But  how  else  are  you  supposed  to 
pick  your  mutual  funds? 

It's  why  you're  reading  these 
pages.  And  it's  why  you  should  check 
our  monthly  Newsletter  and  annual 
Handbook.  Edited  by  Sheldon 
Jacobs,  the  book  covers  1,183  no- 
load,  low-load  and  closed-end  funds. 
It  has  the  most  comprehensive 
mutual  fund  data  in  easiest-to-use 
form.  Our  time-proven  recom- 
mendations are  up  18.4%  a  year 
compounded  for  the  seven  years 
ending  June  1989  (includes  Black 
Monday). 

Forbes  noted  our  Handbook 
offers  "Solid  how-to  advice  even 
seasoned  investors  Hnd  useful." 
Barron 's  says  we're  "Lucid  —  one  of 
the  3  best  written  newsletters." 

For  a  sample  issue  and  a  chance  to 
discover  the  excellence  of  our  service 
at  a  substantial  discount,  send  $  I  to 


L 


T>«  nO-LOdO  FUND  INVESTOR  wc 

Dept.  SR2  •  Box  283 

Hastings-on-HiMlson,  NY  10706 


J 


Reader  Service  Cards 
are  available  in  this  issue 
of  Forbes. 

Sendoneinandrecei\e 
the  advertiser  information 
\  ou  need— from  anrti 
reports  to  product-specific 
sules  brochures. 
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ii 

Annual  fund  Ratings/Stock 

.4 

Perfannaiwe 

in                  in 
UP             DOWN 
mark  ets 

Fund/distributor 

Total 

return 

^ 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 

14.8% 
12.1% 

20.4% 
15.0% 

3 

2 

A 

•D 

Oppenheimer  Target  Fund/Oppenheimer 

• 

14.8% 

1 

A 

D 

Oppenheimer  Time  Fund/Oppenheimer 

14.9% 

19.4 

2 

B 

C 

Oppenheimer  Total  Retum/Oppenheimer 

11.5 

9.9 

3 

B 

B 

Over-the-Counter  Securities  Fund/Review 

13.4 

17.7 

C 

Pacific  Horizon-Aggres  Grow/Concord  Finl 

— * 

16.1 

noi 

PaineWebber  Asset  AUocation/PaineWebber 

— * 

9.1 

« 

PaineWebber  Classic  Grow  &  Inc' /PaineWebber 

— * 

21.0 

i. 

PaineWebber  Classic  Growth^/PaineWebber 

— * 

24.2 

C 

PaineWebber  Master  Energy-Util/PaineWebbei 

— * 

15.6 

2 

PaineWebber  Master  Growth/PaineWebber 

— * 

21.9 

no 

Paribas  Trust-Quantus  Eqnity/Paribas 

— * 

15.4 

■3 

Parnassus  Fund/Parnassus 

— * 

12.9 

no 

Pasadena  Growth  Fund/Pasadena 

— * 

33.9 

no 

Patriot  Premium  Dividend  Fund/closed  end 

— * 

• 

PBHG  Growth  Fund/Capstone 

— • 

8.4 

( 

C 

B 

Penn  Square  Mutual  Fnnd/Penn  Square 

13.9 

18.0 

^ 

B 

B 

Pennsylvania  Mutual  Fund/Penn  Mutual 

16.2 

15.6 

•F 

•A 

Permanent  Port-Permanent/Permanent 

• 

1.3 

no 

D 

D 

Pctfolenm  &  Resources  Corp/dosed  end 

4.8 

14.7 

• 

D 

C 

Philadelphia  Fund/Fahnestock 

10.6 

33.4 

B 

A 

Phoenix  Growth  Fund/Phoenix 

18.5 

14.2 

B 

A 

Phoenix  Stock  Fund/Phoenix 

17.3 

7.2 

■ 

D 

•A 

Phoenix  Total  Retum/Phoenix 

• 

9.9 

1 

Pierpont  Capital  Appreciarion/Morgan  Stanley 

• 

30.4^ 

n( 

Pierponi  Equity  Fund/Morgan  Stanley 

• 

24.5* 

• 

C 

C 

Pilgrim  MagnaCap  Fund'/Pilgrim 

11.2 

17.4 

Pilgrim  Regional  Banksharcs/closed  end 

• 

14.9 

■ 

C 

c 

Pine  Street  Fund/National  Finl 

11.2 

18.4 

■ 

B 

c 

Pioneer  Fund/Pioneer 

11.7 

14.9 

A 

B 

Pioneer  ll/Pioneer 

15.3 

17.5 

•B 

•B 

Pioneer  Three/Pioneer 

— 

18.8 

Piper  laffray  Sector  Performance/Piper 

— 

2.0                M 

Piper  JaHray  Value  Fund/Piper 

— 

17.8 

1 

T  Rowe  Price  Capital  Appreciation/Price 

— 

18.0 

1 

T  Rowc  Price  Equity  Income  Fund/Price                         — 

19.1 

1 

•C 

•B 

T  Rowe  Price  Growth  8i  Income/Price 

— ■ 

21.0 

1 

•  h'unU  ratcil  for  two  ptTKxt.  onh'.  maximum  allowable  grade  A      'hund  rnx  in  opcraiion  for  full  period.  £a^I 
ratio  is  in  ilalics  if  ibe  futtd  has  a  shareholder paul  IJh-l  plan  exceeding  0  t%  (bidden  load) pending,  oAi 
/orce     b:  Includes  hack  end  load  that  reN'crts  to  fund  p:  Net  of  partial  afisorption  of  expenses  b>-  fund  spon^P 
r;  Includes  hack^md  load  that  reverts  to  di.stribulor      NA:  Not  applic^le  or  not  available      'FormerK  PaineWebB 
America  Fund      'Formerly  I'aineWebberOhTiipus  Fund      'Return  asofV3I/89.     ^Reflects  performance  of  Pi|gB. 
Fund  prior  to  tfiejune  IWS  merfjer  into  Pilgrim  MagnaCap  Fund                                                                        -rH 
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^^^■H 

Assets 

MaTimtitn 

sales 
charge 

Annual 
expenses 
per $100 

6/30/89 
(millions) 

%  change 
'89  vs  '88 

$1.58 

$71 

-2% 

4.75% 

$1.29p 

323 

2 

8.50 

1.00 

349 

12 

4.75 

0.94 

327 

14 

4.50 

U5p 

91 

-28 

4.50 

1.28p 

627 

-7 

5.00r 

194 

59 

-12 

4.50 

1.33P 

66 

-17 

4.50 

129p 

20 

13 

5.00r 

2.  Up 

79 

-13 

5.00r 

2.2lp 

7 

-40 

4.00r 

250 

19 

143 

3.50 

2.15 

27 

88 

3.00 

1.80 

202 

NA 

NA 

1.30 

21 

-34 

4.75 

1.19 

204 

5 

4.75 

096 

529 

48 

1.00b 

1.01 

94 

-9 

none 

1.17 

311 

9 

NA 

0.66 

111 

14 

none 

0.95 

633 

8 

6.90 

1.04 

126 

-4 

6.90 

1.10 

33 

-7 

4.75 

1.52p 

40.0 

17.6 

none 

l.OOp 

27.0 

12.5 

none 

l.OOp 

205 

-3 

4.75 

7.60 

106 

9 

NA 

1.18 

52 

-6 

none 

1.19p 

1,548 

8 

8.50 

0.76 

4,156 

9 

8.50 

0.79 

715 

13 

8.50 

0.74 

13 

-48 

4.00 

IJOp 

26 

34 

4.00 

1.30p 

122 

39 

none 

l.SOp 

743 

124 

none 

1.20p 

525 

23 

none 

1.04 

'6  of  distributors,  showing  addresses 
telephone  numbers,  begins  on  page 
Rules  and  definitions,  page  193. 

OPPORTUNITIES 


T.  Rowe  Price  New  America  Growrth  Fund  lets  you  share  in  the  long- 
term  growth  opportunities  of  America's  service  sector.  We  believe  this 


sector,  which  includes  health 
care,  financial  services,  and  com- 
munications, has  the  potential 
to  outpace  overall  economic 
growth.  $2,500  minimum. 
100%  no  load — no  sales  charges. 


Call  24  hours  for 
a  free  infonnation  kit 

1-800-638-5660 
ext.  4479 


I       T.  Rowe  Price,  100  E  Pratt  St  .Baltimore,  MD  21202        I 

Send  a  prospectus  with  more  complete  information, 
including  management  fees  and  other  charges 
and  expenses.  1  will  tead  it  carefully  before  1  invest 
or  send  money. 

Name 


Address 


NAG0O1479 


City'State  Zip 


Invesi  With  Confidence 

TRoweRlce 


*25.8%  and  17.9%  are  the  1-year  and  average  annual  45-month  total  returns  respectively  for 
the  periods  ended  6/30/89.  Total  return  represents  past  performance.  Investment  return  and  principal 
value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original  purchase.  Figures 
include  changes  m  principal  value,  reinvested  dividends  and  capital  gain  distributions. 
T.  Rowe  Price  Investment  Services,  Inc.,  Distributor 


WHY  VANGUARD'S 

MONEY  MARKET  YIELDS 

HAVE  BEEN  CONSISTENTLY 

HIGHER  MONTH  AFTER  MONTH 


You  can  earn  high 
current  yields,  without 
sacrificing  quality  or  safety,  with 
any  of  Vanguard  Money  Market 
Reserves  p>ortfoiios:  Prime, 
Federal  or  U.S.  Treasury. 

Why?  In  money  market  funds, 
other  things  being  equal,  lower 
costs  mean  higher  yields.  And 
Vanguard's  costs  are  among  the 
lowest  in  the  fund  industry. 

For  example,  Prime  Portfolio's 
annual  operating  costs,  as  a  per- 
centage of  net  assets,  are  more 
than  one  half  lower  than  average 
money  market  funds  (.33%  vs. 
.82%*).  We  pass  along  the  savings 
to  you  in  higher  yields. 

Minimum  initial  investment 
$3,000;  $500  for  IRAs. 

*Lipper-Directors'  Analytical  Data, 
Summer  1989  (Excludes  Institutional 
Money  Market  Funds). 


Call  I'SOO-aeZ'SHip 

Any  Hour,  Any  Day  For  A  Free 

Money  Market  Information  Kit 

^— ""-  —  ^—  ^—  ^—  ^—  ^—  ^—  ~—  •^  ^—  ^"  ^—  ^—  ^—  —^ 

Please  send  me  a  free  Money  Market 
Information  Kit  containing  a  prospec- 
tus with  more  complete  information  on 
advisory  fees,  distribution  charges  and 
other  expenses.  I  will  read  it  carefully 
before  I  invest  or  send  money.  Td  also 
like  information  on; 
niRA(71)  nKeogh/Pension(70) 

Vanguard  Money  Market  Reserves 

Investor  Information  Dept  30 
Valley  Forge,  Pennsytvania  19482 


Name 


FBB9-247 


THBfeuvniandGROUP 

«i^OF  INVESTMENT  CDMmNIES 
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Annual  Fund  Ratings/Stock 


Perfonnftiice 

in                 in 
UP            DOWN 
^markets 

Fiind/distribntoi 

Total 

return 

Yield 

Asseu 

6/30/89       %  change 

(milUons)     '89  vs  '88 

Maximum 
sales 

Anni 

expen 
perSl 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

Standatd  &  Poor's  500  stock  nveiage 
Forbes  stock  hind  composite 

14.8% 
12.1% 

20.4% 
15.0% 

3.2% 
2.3% 

$1.5) 

C 

D 

T  Rowe  Price  Growth  Stock  Fund/Price 

(-9.7%  3 

(10.6% 

/       2.0% 

$1,373 

-\% 

none 

$0.7 

T  Rowe  Price  New  America  Growth/Price 

• 

25.8 

none 

118 

66 

none 

1.5 

C 

D 

T  Rowe  Price  New  Era  Fimd/Price 

9.3 

8.7 

2.5 

765 

-11 

none 

0.8 

B 

D 

T  Rowe  Price  New  Horizons  Fimd/Price 

7.6 

10.2 

0.6 

951 

-5 

none 

0.8 

T  Rowe  Price  Science  &  Technology/Price 

— * 

16.5 

0.7 

17 

24 

none 

1.2 

T  Rowe  Price  Small-Cap  Value  Fund/Price 

— • 

7.7 

0.8 

32 

25 

none 

1.2 

Primary  Trend  Fund/Primary  Trend 

— • 

11.1 

4.5 

56 

24 

none 

I.O 

Principal  Preserv-Div  Achievers/Ziegler 

— • 

15.8 

2.6 

12 

62 

4.50% 

1.2 

Principal  Preserv-S&P  100  Plus/Ziegler 

— • 

14.6 

2.2 

19 

10 

4.50 

1.4 

Princor  Aggressive  Growth  Fund/Princor 

— • 

11.9 

1.1 

8 

39 

5.00 

IS 

C 

A 

Princor  Capital  Accumulation/Princor 

16.3 

9.4 

2.7 

117 

21 

5.00 

OS- 

B 

D 

Princor  Growth  Fund/Princor 

9  9 

42 

16 

32 

-8 

5.00 

LO 

Princor  Managed  Fund/Princor 

— 

6.3 

4.6 

19 

22 

5.00 

1.1 

Progressive  Income  Equity/Federated 

— ' 

17.5 

7.2 

47 

-8 

4.50 

1.0 

B 

•B 

Pru-Bache  Equity  Fund/Pru-Bache 

— 

13.7 

1.7 

542 

-4 

S.OOr 

1.6 

Pru-Bache  Equity  Income/Pru-Bache 

— " 

17.1 

26 

80 

26 

5.001 

2.3 

Pru-Bache  FleziFund-Aggressive/Pru-Bache 

— ■ 

11.7 

3.4 

59 

7 

S.OOr 

2.3 

Pru-Bache  FleziFund-Conserv/Pru-Bache 

— 

9.1 

4.4 

131 

-12 

S.OOr 

20 

A 

•D 

Pru-Bache  Growth  Opportunity/Pru-Bache 

— 

11.4 

0.9 

143 

-A 

S.OOr 

1.7 

•C 

•B 

Pru-Bache  Option  Growth  Fund/Pru-Bache 

— 

16.2 

2.3 

68 

-8 

S.OOr 

1.7 

•B 

•C 

Pru-Bache  Research  Fund/Pru-Bache 

— 

15.4 

2.6 

353 

-15 

S.OOr 

1.6. 

C 

•A 

Pru-Bache  Utility  Fund/Pru-Bache 

— 

28.3 

3.7 

2,124 

45 

S.OOr 

1.5 

Prudent  Speculator  Leveraged/Prudent 

— 

7.8 

0.5 

10 

-8 

none 

2.8 

D 

F 

Putnam  Energy-Resources  Trust/Putnam 

0.0 

17.« 

2  1 

112 

3 

8.50 

1.4 

C 

B 

Putnam  Fund  for  Growth  &  Inc/Putnam 

14.3 

17.1 

4.9 

1,781 

8 

8.50 

0.7 

B 

•D 

Putnam  Health  Sciences  Trust/Putnam 

» 

16.5 

1.5 

244 

-5 

8.50 

1.0 

Putnam  Information  Sciences/Putnam 

» 

22.0 

none 

101 

-7 

8.50 

1.9 

C 

C 

Putnam  Investors  Fund/Putnam 

11.0 

16.1 

1.8 

644 

-11 

8.50 

0.6 

D 

B 

Putnam  Option  Income  Trust/Putnam 

11.3 

166 

3.9 

1,003 

-6 

8.50 

0.8 

Putnam  Option  Income  Trust  Il/Putnam 

• 

15.6 

3.8 

1,220 

-18 

8.50 

0.8 

•A 

•C 

Putnam  OTC  Emerging  Growth/Putnam 

— ' 

12.8 

none 

168 

10 

6.75 

1.5: 

A 

B 

Putnam  Vista  Basic  Value/Putnam 

16.3 

16.2 

3.5 

257 

1 

8.50 

1.0 

A  + 

D 

Putnam  Voyager  Fund/Putnam 

15.4 

21.4 

0.2 

650 

10 

8.50 

IJO 

Quest  for  Value  Dual-Capiul' 
Quest  for  Value  Dual-Income 

• 

29.0 

4.8 

492 

22 

NA 

0.» 

C 

A  + 

Quest  for  Value  Fund^Quest 

20  1 

10  5 

11 

76 

-13 

4.50 

22 

•  Fund  rated  for  cwo  peruAis  (inly;  maxinmr:)  .illowabk-  grade  A.     'Fund  no(  in  opcraiir 
plan  exceeding  0  1%  (btcUhti  kxui)  pending  or  in  force     p.  N«  of  parual  afisor] 
distribuior.     NA;  Not  applicable  or  not  avaiUbk-     'Dual  fund.  Herfomiance,  asset  and 

Tah'f    >f  i{i<itrihiitnrc    chnurino  -Kl^lroccoi^  ->n<1  *ol»l..^_« U. 

>n  for  full  pcritxl.  Hxpense  ratio  is  in  italics  if  Ae fund  has  a  shareholder  paid  /«H 
p(i<)n  of  cxpcases  h<f  fund  sponsor,     r:  IrKludes  back-end  load  thai  revemH 
expense  dau  on  capital  and  in«)me  shares  treated  as  a  unit.                                1 

llA 
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-Barbara  Chamifm' 


f 


•A 


li  may  seem  like  a  busmess  paradox,  but  sometimes  less  is  more. 
At  least  when  it  comes  to  addmg  paper  and  toner  to  the  new  Minolta  EP  8600 
h-volume  copier.  Its  triple  barrel  toner  capacity  lets  you  produce  up  to  50,000 
lies  between  refills.  Qr  almost  double  that  of  any  other  machine  in  its  class. 

Now  that's  productivity  But  it's  just 
-•^^^H^^^^  the  beginning. 
I  ^^^r^B        With  its  standard  paper  trays  and 
^^^F   ^B  optional  large  capacity  tray  you  can  load 
^^L    ^P  up  to  4000  sheets.  And  at  60  copies  a 
^^H[^^^  minute,  you'll  get  a  lot  more 
J^^^^^^  accomplished. 

An  LED  help  screen  accesses  over  40  different  messages 
solving  virtually  any  copying  problem  at  the  touch  of  a  button. 

989  Minolta  Corporation 


Minolta's  Intelligent  Commander  makes  time-consummg  jobs  easier  It's  a 
self-contained  editor  and  control  panel  that  lets  you  program  and  store  different 
operational  sequences  on  a  memory  card. 

Other  innovative  features  in  the  EP  8600  include  automatic  duplexing, 
reduction  (up  to  61%  of  original)  and  enlargement  (up  to  164%  of  original), 
automatic  paper  selection/automatic  magnification  selection,  and  dual  original 
copying  for  producing  your  own  booklets. 

If  you  want  to  get  more  out  of  work,  the  Minolta  EP  8600  could  be 
just  the  kind  of  input  you've  been  looking  for  So  call 
1-800  -USA  -DIAL,  Ext.  777  for  the  Minolta  dealer  nearest  you. 


QO?\ERS 


ONLY  FROM  THE  MIND  OF  MINOLTA 


MINOLTA 


Annual  Fund  Ratings/Stock 


Performaiice 

in                  in 
UP             DOWN 
markets 


Fund/distributor 


Total  return 
Annual 

average  Last 

1980  to  12 

1989  months 


Yield 


Assets Maximum      Annu 

6/30/89       %  change         sales  expent 

[millions)     '89  vs  '88        charge         per  $1 


Standard  &.  Poor's  500  stock  average 
Forbes  stock  fund  composite 


14.8% 
12.1% 


20.4% 
15.0% 


3.2% 
2.3% 


$1.58 


Regional  Financial  Shares  Inv/closed  end 


i% 


2.8% 


$97 


12% 


Reich  &  Tang  Equity  Fund/Reich  &  Tang 


20.8 


2.8 


110 


Reserve  Equity-Contrarian/Resrv 


9.6 


6.6 


-25 


NA 


$1.16 


1.1) 


0.9( 


Rightime  Fund/Lincoln  Inv 


-3.7 


0.5 


173 


-31 


2.5C 


Rightime  Fund-Blue  Chip/Lincoln  Inv 


-0.2 


6.4 


84 


42 


4.75% 


2.JC 


Rightime  Fund  Growth/Lincoln  Inv 


2.4 


1.2 


31 


NM 


4.75 


22. 


RNC  Regency  Fund/Midvale 


11.0 


2.5 


14 


-23 


4.75 


Jl( 


•A  Rochester  Tax  Managed  Fund/Rochester 


9.8 


15 


8.50 


1.8: 


•C 


•A  Royce  Fund-Value/Quest  Dist 


14.8 


1.3 


193 


17 


1.00b,r  /.» 


Royce  Value  Trust/closed  end 


17.9 


0.6 


130 


17 


NA 


1.05 


RPF  of  America-Equity  Fund/Venture 


19.8 


1.4 


20 


20 


S.OOr 


2S 


Rushmore-OTC  Index  Plus/Rushmore 


6.6 


1.1 


11 


-11 


0.8f 


Rushmore-Stock  Mkt  Index  Plus/Rushmore 


12.1 


3.1 


15 


24 


0.8 


Safeco  Equity  Fund/Safeco 


12.3% 


22.6 


3.9 


50 


0.9 


Safeco  Growth  Fund/Safeco 


11.1 


17.4 


3.1 


74 


-2 


i.a 


Safeco  Income  Fund/Safeco 


160 


14.7 


5.2 


226 


-6 


0.9: 


St  Clair  Equity-Capital  Growth/Fairfield 


-14.1' 


1.0' 


NA 


1.6f 


Salem  Funds-Growth/Fiduciary  Inv 


22.8 


2.1 


87 


306 


2.00r 


17. 


SBSF-Growth  Fund/SBSF 


22.0 


2.7 


88 


Schafer  Value  Trust/closed  end 


25.6 


2.4 


86 


-20 


NA 


i.i; 


1.4^ 


Schield-Aggressive  Growth/Schield 


4.6 


0.5 


-40 


4.00 


2.5( 


Schield-Value/Schield 


-1.6 


1.6 


-50 


4.00 


2  a 


•D 


•B  Sci/Tech  Holdings-A^ML  Funds 


2.0 


1.5 


161 


-27 


6.50 


1.4< 


D 


Scudder  Development  Fund/Scudder 


8.4 


46 


275 


-23 


1.3 


A  + 


Scudder  Equity-Capital  Growth/Scudder 


16.5 


33.9 


0.3 


829 


66 


0.8! 


Scudder  Equity-Equity  Income/Scudder 


16.1 


4.0 


18 


25 


1.0( 


Scudder  Fund-Lazard  EquiiyVScudder 


22.7 


1.6 


15 


-1 


18- 


Scudder  Growth  &  Income  Fund/Scudder 


11.7 


22.4 


3.9 


459 


•C  Second  Fiduciary  Exchange  Fund/t 


13.4 


2.1 


64 


0.9: 


0.8( 


•B 


D 


•C 


Security  Action  Fund/Security  Dist 


14.2 


1.3 


198 


36 


D  Security  Equity  Fund/Security  Dist 


lis 


28.3 


2.1 


257 


12 


Security  Investment  Fund/Security  Dist 


8.0 


14.3 


84 


Security  Omni  Fund/Security  Dist 


6.9 


19 


Security  Ultra  Fund/Security  Dist 


5.4 


7.2 


0.4 


66 


-14 


Selected  American  Shares/Prescott 


17.0 


25.7 


1.4 


347 


24 


Selected  Special  Shares/Prescott 


10.8 


1.0 


43 


16 


8.50 


8.50 


8.50 


8.50 


0.7 


0.91 


0.91 


4.5 


;.; 


12- 


•  Fund  rated  for  two  periods  only;  maximuin  alkn%-able  grade  A  "Fund  not  in  operation  for  full  period  Eypitise  reuto  is  in  italics  ifthefimdlxis  a  sJMreholderpaid  li 
plan  exceeding  0.1%  (hidden  lead)  pending  or  in  force.  tExthangc  fund,  noi  currenth-  selling  nc\(.  shares.  "As-ailable  onlv  through  monthly  contraaual  pi 
b;  Includes  back-end  load  that  re\ens  to  fund  p:  Net  of  panial  absorption  of  expenses  b\  fiind  spoasor.  r:  Includes  back-end  load  that  reverts  to  distributor  NA: : 
applicable  or  not  available.  'Estimate  for  fiscal  year  ended  7/3 1.'88.  Fund  rehises  to  disclose  data  'Fund  has  two  classes  of  stock;  one  with  a  front-end  load  and  one  wjl 
uack  »nd  load.  Shown  are  combint>d  assets  for  entire  ^und  load  and  expense  data  are  for  the  initial  class  of  stock.     'Formerly  Lazard  Fr6resEquit>-  Fund. 

Table  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193 
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Witness  the  destruction 
of  an  entire  department. 


Don't  blink.  Six  months  worth  of 
lew  orders  and  over  Pift)'  thousand 
:ustomers  are  about  to  be  wiped  off  the 
ace  of  the  earth. 

By  accident. 

62%  of  all  hard  disk  data  loss  is  due 
o  operator  error.  Unless  you  back  up 


your  department  with  3M  data  cartridge 
tape  technology',  you're  at  the  mercy  of 
every  finger  tip  in  the  company. 

.Ml  our  data  cartridge  tapes  are  backed 
with  20  years  of  experience.  12  revo- 
lutionary' patents.  And  are  the  choice 
of  IBM.  Apple.  And  Hewlett-Packard. 


Fact  is,  you  simply  can't  find  better 
protection  for  your  company  docu- 
ments. So  don't  take  chances.  Back  up 
everything  on  a  3M  data  cartridge  tape. 
It's  the  safest  way  to  avoid  destruction. 

Call  1-800-888-1889  ext.  5 
for  more  information. 


JM  1»89 


m 

^^K              Annual  Fund  Ratings/Stock 

Performance 

in                 in 
UP            DOWN 
markets 

Fund/distributor 

Total 

return 

Yield 

Assets 

Maximum 

sales 

charge 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

6/30/89 
(millions) 

%  change 
'89  vs  '88 

expenl 

Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 

14.8% 
12.1% 

20.4% 
15.0% 

3.2% 
2.3% 

$1.H 

A 

D 

Seligman  Capital  Fund/Seligman 

11.9% 

10.8% 

none 

$121 

-14% 

4.75% 

$0.9! 

B 

B 

Seligman  Common  Stock  Fund/Seligman 

14.0 

11.4 

3.5% 

502 

-9 

4.75 

0.6 

Seligman  Commun  &  Info/Seligman 

* 

15.3 

none 

41 

-6 

4.75 

1.6 

B 

D 

Seligman  Growth  Fund/Seligman 

9.7 

15.8 

2.4 

540 

-2 

4.75 

0.7 

C 

A 

Sentinel  Common  Stock  Fund/Equity 

16.8 

18.9 

4.0 

548 

10 

8.50 

0.8 

A 

C 

Sentinel  Growth  Fund/Equity 

13.0 

11.4 

1.4 

49 

-7 

8.50 

1.2 

C 

D 

Sentry  Fund/Sentry 

9.9 

12.6 

2.0 

45 

4 

8.00 

0.6l 

D 

A  + 

Sequoia  Fund/Ruane 

20.0 

23.5 

3.0 

866 

19 

tt 

i.ol 

Shadow  Stock  Fund/)ones  &  Babson 

» 

13.2 

1.4 

26 

61 

none 

l.Sl 

D 

F 

Sherman,  Dean  Fund/Sherman 

-0.6 

20.5 

none 

3 

15 

none 

2.4I 

B 

B 

Sigma  Capital  Shares/Sigma 

14.9 

9.2 

1.5 

91 

-1 

6.00 

1.0^ 

C 

B 

Sigma  Investment  Shares/Sigma 

15.0 

17.1 

2.8 

102 

12 

6.00 

0.^ 

B 

D 

Sigma  Special  Fund/Sigma 

11.3 

7.6 

1.2 

23 

24 

6.00 

1.4M 

B 

D 

Sigma  Value  Shares/Sigma 

7.6 

20.7 

3.3 

10 

-18 

6.00 

2.2 

C 

D 

Sigma  Venture  Shares/Sigma 

7.6 

4.1 

0.1 

46 

-22 

6.00 

1.2 

•B 

•C 

Sit  New  Begiiming  Growth  Fund/Sit 

— • 

14.6 

1.2 

54 

12 

none 

1.2 

•C 

•B 

Sit  New  Begitming  Income  &  Growth/Sit 

— • 

15.3 

2.0 

14 

11 

none 

1.5 

Skyline  Fund-Special  Equities/Mesirow 

— • 

16.9 

0.4 

17 

91 

3.85 

1.7 

SLH  Aggressive  Growth  Fund/Shearson 

— • 

18.0 

none 

86 

-9 

5.00 

12  1 

B 

B 

SLH  Appreciation  Fund/Shearson 

15.7 

18.7 

2.3 

725 

60 

5.00 

o.sJ 

SLH  Equity-Growth  &  Opportunity'/Shearson 

— • 

19.3 

0.3 

192 

35 

S.OOr 

2.2.1 

SLH  Equity-Sector  Analysis/Shearson 

— • 

5,2 

3.7 

335 

^8 

S.OOr 

2. 7 1 

SLH  Equity-Strategic  Investors/Shearson 

— " 

16.6 

2.5 

178 

22 

S.OOr 

^■^L 

D 

•B 

SLH  Fundamental  Value  Fund/Shearson 

— • 

17.2 

1.5 

86 

1 

5.00 

i-S 

SLH  Income-Option  Inc/Shearson 

-• 

ro 

8,4 

580 

-3 

S.OOr 

^^1 

SLH  Investment-Basic  Value^/Shearson 

— • 

15,5 

2.7 

335 

-18 

S.OOr 

:.H 

C 

•B 

SLH  Investment-GrowthVShearson 

— • 

18.1 

4.1 

929 

-23 

S.OOr 

1.6 

SLH  Investment-Free  Metals'/Shearson 

— • 

-11.7 

2.5 

82 

^0 

S.OOr 

2.1 

•C 

•D 

SLH  Investment-Spec  Equities/Shearson 

— • 

7.4 

4.2 

155 

-18 

S.OOr 

2.i 

SLH  Multiple  Opportunities  LP/Shearson 

— • 

4.8 

none 

258 

^1 

3.00r 

3.0 

SLH  Small  Capitalization/Shearson 

— • 

7.4 

none 

26 

85 

5.00 

1.7 

C 

C 

Smith  Barney  Equity  Fund/Smith  Barney 

11.3 

15.2 

2.4 

79 

-5 

5.75 

0.8 

D 

A 

Smith  Barney-Income  &  Grow/Smith  Barney 

17.1 

17.1 

5  1 

562 

-1 

5.75 

0.4 

C 

A  + 

SoGen  International  Fund/Sogen 

18.1 

11.1 

4.5 

136 

29 

3.75 

1.3 

Sound  Shore  Fund/Reich  &  Tang 

— ' 

27.8 

1.6 

36 

33 

none 

1.4 

D 

A  + 

Source  Capital  i  losed  end 

17.6 

17.1 

3.8 

310 

6 

NA 

1.0 

•  Fund  rated  for  two  periods  only;  maximu; . ,  .i!ioi\^le  grade  .V     'Fund  not  in  operation  for  full  period  Expense  ratio  is  in  italics  if  the  fund  has  a  shareholder-paid  7iH 
plan  exceeding  0.1%  (hidden  load) pending  >■-  in  force     t  tClosed  to  new'  investors     p  Net  of  partial  absorption  of  expenses  bv  fund  sponsor     n  Includes  back^^nd  VM 
that  reverti  to  distributor.     NA:  Not  applicable  or  .,..t  callable     'Formerlv  Hunon  Investment-Growth  fund     ^Formerlv  Hutton  Investment-Basic  Value  Fund.     'FonwB 
Shearson  Lehman-Equity  Growth  Fund.     ■'Forp^r.l    M.tn>n  investment-Prec  Metals  Fund                                                                                                                         sH 

""ibk  oj  ilistributors,  showing  addressei.  ^nA  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193.  1 
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Looking  for  a  way  to 

earn  more  on  your 

money  without  locking  it  up? 

Consider  the  Dreyfus  Worldwide 

Dollar  Money  Market  Fund.  Unlike 

some  other  money  market  funds,  there 

are  no  separate  charges  for  checks, 

exchanges  or  redemptions. 

For  some  time  now,  large  institutional  investors  have 
recognized  the  value  of  higher-yielding  international 
money  market  instruments — issued  in  dollars — both  in  the 

U.S.  and  abroad. 

It's  important  to  note  that  these  investments  are  not  new.  But  what  is 
new  is  your  abiHty  to  hold  them  in  a  Dreyfus  money  market  fund  with  all 

the  convenience,  stability  and  Uquidity  you  expect. 


$2,500  minimum  •  No  sales  charge  •  Money  market  fund  stability 

•  Free  checkwriting  in  amounts  of  $500  or  more 


^^reyfus  Worldwide  Dollar- 

JlOt^  Money  Market  Fund,  Inc .      p^-^a^^r^ 


P.O.  Box  3498,  Camden,  NJ  08101 

For  more  complete  information,  including  management  fee,  charges  and 
expenses,  obtain  a  Prospectus  by  calling  or  sending  this  coupon.  Please  read 
the  Prospectus  carefully  before  you  invest. 


Name. 


Address . 
City 


.  State . 


Zip. 


. Phone . 


047- 003 


For  a  Prospectus  call  toll  free, 
24  hours  a  day,  7  days  a  week: 

1-800-USA-LION 

Ask  for  Extension  2 171 


t'ield  fluctuates.  Past  performance  is  no  guarantee  of  future  results. 


■■'   ,     '   ■      ..-r 

mil 

Annual  l^und  Ratings/Stock 

Peffomiaiice 

in                in 
UP            DOWN 
markets 

Fund/distributor 

Total 

return 

Yield 

Assets 

6/30/89       %  change 

(millions)     '89  vs  '88 

Maximum 

sales 

charge 

Annual 
expensci 
per  $100 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 

14.8% 
12.1% 

20.4% 
15.0% 

3.2% 
2.3% 

$1.58 

Southeastern  Asset  Mgmt  Value/Southeastern 

* 

28.8% 

0.4% 

$111 

259% 

none 

$1.50p 

Southeastern  Growth  FundAVheat  First 

• 

13.9 

0.1 

102 

-2 

5.00%r 

219p 

D 

A 

Sovereign  Investors/Sovereign 

15.3% 

14.8 

5.0 

52 

18 

5.00 

086 

A 

D 

Spectra  Fimd/closed  end 

11.7 

10.8 

none 

4 

11 

NA 

4.10  1 

C 

D 

State  Bond  Common  Stock  Fund/State  Bond 

9.5 

24.4 

1.6 

32 

11 

8.50 

1.09 

C 

B 

State  Bond  Diversified  Fund/State  Bond 

13.2 

18.5 

3.8 

20 

7 

8.50 

1.00 

C 

D 

State  Bond  Progress  Fund/State  Bond 

9.1 

14.8 

1.3 

8 

3 

8.50 

1.33 

B 

C 

Sute  Street  Exchange  Fund/I 

13.9 

25.7 

2.4 

180 

16 

none 

0.13 

B 

C 

Sute  Street  Growth  Ftmd/t 

13.6 

19.7 

3.8 

259 

7 

l.OOr 

0.58 

C 

C 

State  Street  Investment  Trust/State  Street 

12.0 

16.3 

2.5 

542 

5 

t 

0.51 

F 

D 

Steadman  American  Industry/Steadman 

-6.1 

-0.4 

none 

4 

-17 

+ 

626 

F 

C 

Steadman  Associated  Fund/Steadman 

4.6 

24.7 

6.2 

15 

4 

t 

288 

F 

D 

Steadman  Investment  Fund/Steadman 

-1.2 

2.2 

none 

5 

-9 

- 

3  97 

F 

F 

Steadman  Oceanographic  Tech  &  Gr/Steadman 

-8.4 

-0.3 

none 

3 

-7 

t 

S81 

A 

F 

SteinRoe-Capiul  Opportunities'/Stein  Roe 

6.3 

10.3 

06 

189 

-20 

none 

1.17 

SteinRoe-Growth  &  Income/Stein  Roe 

» 

12.4 

3.6 

14 

2 

none 

l.OOp 

SteinRoe-Prime  Equities/Stein  Roe 

• 

191 

1.7 

31 

25 

none 

1.47pi 

A 

C 

SteinRoe-Special  Fund/Stein  Roe 

158 

27.0 

1.1 

283 

18 

none 

0.99 

B 

D 

SteinRoe-Stock  Fund/Stein  Roe 

8.2 

16.1 

1.9 

191 

-11 

none 

0.76 

F 

•C 

Strategic  Gold/Minerals  Fund^/Strategic 

— • 

-25.1 

0.2 

3 

-11 

8.50 

1.51p 

F 

D 

Strategic  Investments  Fund/Strategic 

-8.8 

-4.5 

6.8 

48 

-14 

8.50 

1.52 

Strategic  Silver  Fund/Strategic 

» 

-15.7 

none 

25 

-19 

8.50 

1.45 

B 

C 

Stratton  Growth  Fund/Stratton 

13.1 

24.2 

3.8 

20 

13 

none 

1.41 

D 

A  + 

Stratton  Monthly  Dividend  Shares/Stratton 

14.4 

10,9 

8.1 

34 

-7 

none 

1.21 

Strong  Discovery  Fund/Strong 

— • 

28,2 

6.9 

29 

200 

2.00 

2.00p 

Strong  Opportunity  Fund/Strong 

— • 

25.3 

7.6 

205 

18 

2.00 

1.60 

A 

D 

Surveyor  Fund/ Alliance 

10.7 

24.4 

none 

106 

12 

5.50 

1  13 

Templeton  Value  Fund/closed  end 

• 

» 

— • 

169 

NA 

NA 

1.20 

B 

B 

Templeton  World  Fund/Templeton 

16,4 

16.3 

2.4 

4,335 

12 

8.50 

0.68 

Thomson  McKinnon-Growth/Thomson 

• 

21.1 

0.4 

353 

-1 

5.00r 

180  ' 

Thomson  McKinnon-Oppor/Thomson 

— • 

13.7 

none 

50 

-7 

5.00r 

2  00 

Tocqueville  Fund/Freedom  Capital 

• 

14.0 

0.7 

17 

12 

4.00 

228 

Transamerica  Special  Blue  Chip/Transamcrica 

• 

9.3 

1.3 

5 

9 

6.00r 

3  20p 

Transamerica  Special  Emerg  Grow/Transamerica 

— • 

14.4 

0.3 

7 

196 

6.00r 

324 

C 

•C 

Transamerica  Sunbelt  Growth/Transamerica 

— • 

15.2 

3.4 

34 

-21 

4.75 

188 

C 

C 

Transamerica  Technology  Fund^/Transamerica 

9.3 

4.2 

7.8 

55 

-4 

4.75 

2'iOf 

•  Fund  raiini  for  two  pericxLs  only;  maximurr  .;|i.  -^  jbie  grade  A     'Hund  noi  in  operation  for  full  period   Expt-risi-  ratio  is  in  tlalics  if  tlye  futid  has  a  shareholder  paid  12b- 
pUm  exceeUinii  01%  (hidden  load)  petuiing  cjt  ii:  frjrce     +ExchanKe  fund,  not  currently  .selling  new'  shares     tciosed  to  all  investors     b:  Includes  back-end  load  ih; 
re\'erts  to  fund    p:  Net  of  panial  :ib.sorpuon  of  expense*  b\'  fund  sponsor     r;  Includes  back^nd  load  that  reverts  to  distributor     NA:  Not  applicable  or  nc   1 
available.     'Acquired  Discoven  Fund  &  Universv     .i  1  ^  ViSv     -Formerly  Strategic  Capital  Gains  Fund.     'Reflects  performance  of  Criterion  Pilot  prior  to  June  196   1 
meigt'  in:(' ■^'ansamerica  Technologv- 

hie  01  d  stributors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193. 
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AUTOMATIC  DOCUMENT  FEEDING 


AUTOMATIC  DUPLEXING 


AUTOMATIC  SORTING  OPTIONS 


Frantically  looking  for  a 
'spendable  25-cpm  copier?  Relax. 

Canon's  new  Anxiety  Reduction 
ieries  takes  the  worry  out  of  copying. 

Innovations  like  a  long-life  copying 
Irum,  sophisticated  fine-grain  toner 
nd  self-diagnosing  control  panel 
^ere  specifically  designed  to  give  you 
lore  copies  and  fewer  headaches. 


AUTOMATIC  REPRODUCTION  RATIO 


AUTOMATIC  EXPOSURE 


AUTOMATIC  PAPER  SELECTION 


And  whether  you  choose  the 
IMP 3825  with  its  duplexing,  editing 
and  color  capabilities  or  the  more 
basic  productivity  of  the  NP  3325,  you 
can  count  on  the  Anxiety  Reduction 
Series  to  deliver  what  you  need  nnost 
fronn  your  office  copier  Increased 
reliability  without  increasing  your 
blood  pressure. 


Canon  NP  3825/3325 

Anxiety  deduction  Series 


ErifOy  easy  extended  payments 

wiffi  me  Canon  credit  Card  Ask  for  details 

ai  participating  Canon  deaters  and  retaiters 

AvB<iaPiaontyinu$ 


For  more  information,  call  toll  free1-800-OK  CANON.  Or  write  Canon  U.S.A..  Inc.,  PO.  Box  3900.  Peoria.  IL  61614    ©  1989  Canon  US.A.  Inc. 


iwe^m'  Annual  Fund  Ratings/Stock 


Performance 

in                 in 
UP            DOWN 
markets 

Fund/distributor 

Total 

return 

Yield 

Assets 

6/30/89       %  change 
(millions)      '89  vs  '88 

Maximum 

sales 

charge 

Annua 
expense 
per  $10 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

Standard  &.  Poor's  500  stock  average 
Forbes  stock  fund  composite 

14.8% 
12.1% 

20.4% 
15.0% 

3.2% 
2.3% 

$1.58 

B 

c 

Tri-Continental  Corp/closed  end 

12.9% 

15.8% 

3.1% 

$1,477 

10% 

NA 

$0.57 

A  + 

c 

Tudor  Fund/Weiss 

16.3 

15.0 

0.3 

186 

4 

none 

1.14f 

^  20th  Century  Giftrust  Investors/20th  Century 

* 

^JJJl_ 

none 

19 

32 

none 

1.00 

A 

D 

20th  Century  Growth  lnvestors/20th  Century 

11.8 

20.1 

2.1 

1,410 

4 

none 

1.00 

20th  Century  Heritage  Investots/20th  Century 

» 

18.0 

0.9 

80 

93 

none 

1.00 

A 

c 

20th  Century  Select  Investors/20th  Century 

15.6 

15.6 

2.2 

2,464 

-^ 

none 

1.00 

A  + 

•F 

20th  Century  Ultra  Investots/20th  Century 

• 

21.3 

none 

340 

15 

none 

1.00 

20th  Century  Vista  Investors/20th  Century 

» 

12.5 

0.2 

227 

-6 

none 

1.00 

•C 

•B 

UMB  Stock  Fund/)ones  &  Babson 

» 

15.1 

4.2 

42 

-A 

none 

0.86 

C 

•c 

Unified  Growth  Fund/Unified 

• 

14.9 

1.5 

18 

-8 

none 

1.47 

D 

B 

Unified  Mutual  Shares/Unified 

11.5 

16.3 

3.8 

18 

0 

none 

1.02 

B 

B 

United  Accumulative  Fund/Waddell 

15.8 

21.0 

4.1 

820 

10 

8.50% 

0.63  1 

A 

A 

United  Income  Fund/Waddell 

19.5 

22.0 

3.2 

1,387 

25 

8.50 

0.67 

•D 

•c 

United  New  Concepts  Fund/Waddell 

— • 

-7.7 

2.1 

78 

-21 

8.50 

1.21 

C 

c 

United  Science  &  Energy  Fund/Waddell 

11,3 

13.5 

1.8 

229 

1 

8.50 

0.89 

D 

•B 

United  Services-Good  &  Bad/United 

» 

4.4 

2.9 

12 

^0 

none 

1.80 

United  Services-Growth  Fund/United 

— _* 

8.0 

2.8 

5 

-19 

none 

2.08 

United  Services-Income  Fund/United 

• 

26.0 

4.0 

6 

25 

none 

1.60] 

B 

c 

US  Trend  Fund/Capstone 

11.2 

21.0 

2.7 

90 

-1 

4.75 

1.01 

B 

B 

United  Vanguard  Fund/Waddell 

16.1 

11.9 

2,8 

740 

8 

8.50 

0.96 

US  Boston  Inv-Gtowth  &.  Inc/US  Boston 

— • 

20.3 

10 

31 

15 

l.OOr 

joqt 

USAA  Investment-Comerstone/USAA 

— • 

9.4 

3,7 

502 

-15 

none 

1.21 

USAA  Investment-Gold  Fund/USAA 

— • 

-10.6 

1,6 

160 

-15 

none 

1.42| 

A 

•D 

USAA  Mutual-Aggressive  Growth  VUSAA 

• 

7.0 

0.8 

145 

0 

none 

1.00 

fi 

C 

D 

USAA  Mutual-Growth  Fund/USAA 

8.3 

14.6 

:  T 

209 

-i 

none 

1.22 

USAA  Mutual-Income  Stock/USAA 

» 

19.1 

40 

46 

55 

none 

l.OOi 

UST  Master  Funds-Equity/UST  Securities 

— • 

21,1 

1.5 

21 

44 

4.50 

1.16 

UST  Master  Funds-Inc  &  Grow/UST  Securities 

• 

22.7 

3.1 

20 

175 

4.50 

1.22 

F 

A  + 

Valley  Forge  Fund/Valley  Forge 

11.7 

6.9 

5.7 

8 

-13 

none 

1.40 

Value  Line  Convertible  Fund/Value  Line 

• 

10.9 

5,2 

60 

-10 

none 

1.03 

N 

D 

C 

Value  Line  Fund/Value  Line 

9.9 

13.0 

2.1 

188 

-12 

none 

0.71 

D 

A 

Value  Line  Income  Fund/Value  Line 

12.8 

14.8 

5.7 

135 

-5 

none 

0.80 

C 

B 

Value  Line  Leveraged  Growth  Inv/Value  Line 

13.5 

12.6 

20 

228 

-21 

none 

0.97 

D 

D 

Value  Line  Special  Situations/Value  Line 

46 

11.5 

0.6 

127 

-6 

none 

1.16 

Van  Eck  Gold/Resources  Fund/Van  Eck 

— • 

-15.8 

0.2 

222 

-11 

6.75 

139 

Van  Kampen  Merritt  Gr  &  Inc  Van  Kampen 

• 

13.0 

1.5 

35 

-6 

4.90 

150 

•  Fund  rated  for  two  periods  only;  maximun-.  allo^v-able  grade  .V     'Fund  not  in  operation  for  full  period  Bf>ense  ratio  b  in  italics  if  the  fund  has  a  shareholderpnifi  12b- 
pjan  exceeding  0.1%  (hidden  toad)  pending  or  ir.  forco     p:  Net  of  partial  absorption  of  expenses  bv  fund  sponsor,     r.  Includes  back-end  load  that  reverts  i 
distributor.    NA:  Not  applicable  or  not  available.    'Formerh'  U.SAA  Mutual  Sunbelt  Era  Fund 

^  ble  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193. 
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^^^^^■■J^^^^^^^^^^H 

onnance 

in 
DOWN 
laikets 

Fund/distributor 

Toul 

return 

Yield 

Assets 

Maximum 

sales 

charge 

Annual 
expenses 
per  $100 

Peril 

in 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

UP 
^n 

6/30/89 
(millions) 

%  change 
'89  vs  '88 

"^ 

Standard  8i  Poor's  500  stock  average 
Forbes  stock  hind  composite 

14.8% 
12.1% 

20.4% 
15.0% 

3.2% 
2.3% 

$1.58 

~ 

C 

Vance,  Sanders  Exchange  Ftmd/t 

11.9% 

13.9% 

2.1% 

$161 

6% 

none 

$0.87 

D 

C 

Vance,  Sanders  Special  Fund/Eaton  Vance 

5.4 

12.1 

1.5 

55 

-10 

4.75% 

1.15 

C 

D 

Vangiurd  Explorer  Fnnd/Vangnard 

8.0 

11.0 

1.0 

288 

8 

tt 

0.65 

Vanguard  Explorer  U/Vanguard 

4 

7.4 

0.4 

82 

19 

none 

0.74 

Vanguard  Gemini  n  Capital' 
Vanguard  Gemini  n  Income 

4- 

16.8 

4.9 

316 

8 

NA 

0.71 

C 

A  + 

Vanguard  High  Yield  Stock 

22.8 

12.6 

5.2 

170 

5 

tt 

0.56 

B 

C 

Vanguard  Index-500  Portfolio/Vanguard 

14.3 

20.3 

2.9 

1,430 

49 

none 

0.22 

Vanguard  Index-Extended  Mkt/Vanguard 

» 

17.0 

1.4 

94 

258 

none^ 

0.24 

A 

C 

Vanguard  WL  Morgan  Growth/Vanguard 

13.4 

10.9 

2.1 

689 

0 

none 

0.55 

A 

D 

Vanguard  Naess  &  Thomas  Spec/Vanguard 

8.3 

10.5 

0.4 

40 

40 

none 

0.94 

1IMH.I 

Vanguard  Primecap  Fund/Vanguard 

— * 

8.3 

0.8 

249 

26 

none 

0.83 

Vanguard  Quantitative  Portfolios/Vanguard 

— * 

19.4 

1.9 

153 

-1 

none 

0.64 

Vanguard  Special-Energy /Vangttard 

— * 

24.9 

2.7 

53 

29 

1.00b 

0.40 

Vanguard  Special-Health  Care/Vanguard 

— ' 

18.5 

1.8 

60 

-1 

1.00b 

0.62 

Vanguard  Spec-Service  Economy/Vanguard 

— * 

27.6 

1.4 

25 

9 

1.00b 

0.86 

Vanguard  Spedat-Technology/Vangnard 

— * 

-2.6 

1.4 

11 

-43 

1.00b 

0.51 

B 

B 

Vanguard  Trustees  Comm-US/Vanguard 

15.4 

16.6 

2.6 

135 

11 

none 

0.58 

A 

A 

Vanguard  Windsor  Fimd/Vanguard 

21.0 

18.0 

4.3 

7,884 

39 

tt 

0.47 

Vanguard  Windsor  n/Vanguard 

♦ 

25.9 

3.8 

1,872 

34 

none 

0.58 

Vanguard  World-US  Growth/Vanguard 

♦ 

17.6 

0.7 

156 

10 

none 

1.03 

D 

B 

Variable  Stock  Fund/Variable 

10.6 

13.5 

1.4 

9 

5 

none 

1.37 

Viking  Equity  Index  Fund-General/Fairfield 

* 

14.2^ 

2.5" 

10^ 

3 

none 

1.57 

A 

D 

Wall  Street  Fund/Wall  Street 

9.4 

11.2 

0.7 

13 

1 

5.50 

1.95p 

A 

Washington  Mutual  Investors/ American  Fimds 

18.8 

20.2 

4.1 

3,469 

27 

5.75 

0.67 

Wealth  Monitors  Fund/Wealth  Monitors 

♦ 

1.5 

none 

3 

-30 

none 

3.44 

Weitz  Value  FundAVeiu 

» 

19.3 

2.7 

19 

87 

none 

l.SOp 

Westwood  Fund/Dreyfus 

♦ 

15.3 

3.0 

54 

52 

4.00 

1.48 

F 

D 

Winthrop  Focus  Funds-Growth'/National  Finl 

7.5 

14.9 

4.0 

52 

-A 

4.00r 

1.39 

World  Wide  Value  Fund/dosed  end 

* 

12.0 

3.3 

60 

3 

NA 

2.30 

WPG  Dividend  Income  Fund/Weiss 

* 

12.6 

0.8 

9 

159 

none 

4.29p 

B 

C 

WPG  Fund/Weiss 

12.6 

15.6 

07 

38 

-8 

none 

1.53p 

WPG  Growth  Fund/Weiss 

* 

10.9 

0.1 

128 

-5 

none 

1.05 

Z-Seven  Fimd/dosed  end 

* 

0.9 

none 

20 

-10 

NA 

2.73p 

Zweig  Ftmd/dosed  end 

» 

17.1 

6.7 

395 

10 

NA 

1.39 

Zweig  Total  Retum/dosed  end 

» 

— * 

» 

587 

— 

NA 

1.19 

Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.     'Fund  not  in  operation  for  full  period  Expense  ratio  is  in  italics  if  the  fund  has  a  shareholder-paid  12b-l 
an  exceeding  01%  (hidden  load)  pending  or  in  force.     ^Exchange  fund,  not  currently  selling  new  shares.     ttClosed  to  new  investors,    b:  Includes  back-end  load  that 
verts  to  fund,  p:  Net  of  partial  absorption  of  expenses  by  fund  sponsor,     r:  Includes  back-end  load  that  reverts  to  distributor.    NA;  Not  applicable  or  not  available.     'Dual 
nd  Performance,  asset  and  expense  data  on  capital  and  income  shares  treated  as  a  unit.    ^A  1  %  portfolio  transaction  fee  on  purchase  of  shares.    ^Return  may  be  higher; 
nd  refuses  to  disclose  necessary  data.    ''Average  yield,  last  two  fiscal  years.    ^Assets  as  of  1/31/89.    "^Reflects  performance  of  deVegh  Mutual  Fund  prior  to  the  May  1987 
erger  into  Winthrop  Growth. 

/able  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193. 

IBES, 

SEPTEMBER  4,  1989 

237 

The  way  to  get 

$2  billion  in  revenue 

is  to  never  forget  that  every 

little  ad  adds  up. 


KNIGH 


Miami-based  'night  Ridder,  which  recorded  its  thirteenth  year  of  earnings  per  share  growth  in  1988,  is ; 


Pressroom  Foreman  HajTvard  Brantley 
wanted  readers  of  The  Bradenton  (Fla.)  Herald 
to  see  red.  But  a  local  car  dealer  had  ordered 
yellow  ink  for  the  prices  in  his  ad.  Brantley  saw 
that  the  ad  was  impossihle  to  read,  and  changed 
the  coloE  Two  other  area  papers,  never 
questioning  the  dealer's  instructions,  ran  the 
ad  in  illegible  yellow  The  car  dealer  called 
Knight-Ridder's  Bradenton  Herald  to  saji; 
"Thanks  for  thinking  of  me." 

In  St.  Paul  a  businessman  howled.  His 
small  ad  for  copier  machines  appeared  right 
next  to  a  much  larger  ad  for  another  copier 
company  in  the  Business/Twin  Cities  section  of 
the  St.  Paul  Roneer  Press  Dispatch.  YIThen  Vice 
President  and  Advertising  Director  Tom  Golden 
heard  about  the  mix-up,  he  offered  to  run  the  ad 
again  free  in  the  next  Sunday  edition.  The 
Pioneer  Press  Dispatch  gained  a  satisfied- and 
now  frequent-advertiser. 

Night  Composing  Supervisor  Tammy 
Register  called  the  publisher  of  The  (Milledgeville, 
Ga.)  Union-Recorder  at  home  late  one  night.  She 
wanted  to  stop  the  presses.  No  exclusive  story  or 
cataclj^mic  news  event:  An  ad  was  incorrect. 
Not  only  did  Publisher  Roger  Coover  sa^  "Stop  the 
presses,"  but  he  immediately  drove  to  the  paper 
to  thank  Tammy  for  watching  out  for  a  customen 

These  examples  might  appear  small,  but 
they  underscore  Knight-Ridder's  unending  quest 
to  satisfy  our  customers  at  our  daily  newspap^s 
and  our  worldwide  business  information  services. 

The  message  is  not  new  We've  always  beUeved 
in  outstanding  service  and  editorial  excellence. 

But  the  world  is  changing.  It's  becoming 
increasingly  competitiva  To  meet  this  challenge, 
we  are  determined  to  be  even  more  fiercely 
attentive  to  the  needs  of  our  customers. 

Knight-Ridder.  Fith  over  $2  billion  in 
total  revenue.  Reaching  more  than  100  million 
people  every  day  in  89  countries.  Never 
forgetting  that  every  reader,  every 
advertiser  and  every  subscriber 
counts.  And  every  little  ad  adds  up. 


m 


'Idwide  communications  company  with  business  information  services,  cable  systems  and  30  daily  newspapers. 


There^s  a  Fast^ 
You  to  Get  More  Advertiser  In 


Annual  Report; 


1  ALLTEL  Corporation 

2  BP  America 

3  Canadian  Pacific  Ltd. 

4  Fansteel* 

5  Knight  Ridder 


Business  Productivin 
Equipment  Services 


6  Adier-Rojal  Business 
Machines,  Inc. 

7  Brother  Copier 

8  Canon  U.SA.,  Inc.  -  Copier 
Division 

9  Dale  Carnegie  &  Associates,  Inc. 

10  Dictaphone  Corporation 

1 1  Johnson  Controls,  Inc. 

12  Konica  Business  Machines 
U.S.A.,  Inc. 

13  Mead  "DaU  Central 

14  Mead  Paper 

1 5  McDonnell  Douglas  Corp. 

16  Minolta  Corp. 

17  OMNIFA)0Telautograph 

18  Sharp  Electronics 


Classified 


19  Executive  Resources 

20  General  Medical 

21  Marin  WineccUar 

22  PSI  Research-Software 

23  Video  Arts 

24  Winecellars  USA 

25  Wine  Enthusiast 


Consumer  Products 
Services 


26  Alfred  Dunhill 

27  The  Fendi  Timepiece  Collection 

28  Infiniti 

29  Jaeger-LeCoultre* 

30  Mazda  Motor  of  America,  Inc. 

31  Mitsubishi  Mobile  Electronics 

32  Oak  Tree  Numismatics 

33  Range  Rover  of  NA,  Inc. 

34  Riken  Tire 

35  Rockport 

36  Toshiba  America  Consumer 
Products,  Inc. 

37  Uniforce 

38  Unigem 


Industrial  Product' 
Services 


39  Daewoo 

40  Rockwell  International  Corp. 

41  Samsung  Gn)up 

42  Schotl  Corporation 


Office  Plant-Site 
Development 


43  Con  Edison 

44  Cushman  &  Wakefield 

45  Jebel  Ali  Free  Zone  Authority* 


Financial  Services 


46  Alliance  Capital 

47  AMBAC 

48  The  Bank  of  New  York 

49  Blue  Cross  and  Blue  Shield 
Association 

50  Chubb  Group  of  Insurance 
Companies 

51  CIGNA  Corporation* 

52  Dreyfus  Capital  N'alue  Fund 

53  Dreyfus  Worldwide  Dollar 
Money  Market  Fund 

54  Barn  Kaw  Associates 

55  Keefe  Bank  and  Thrift 
Consultants 

56  Municipal  Bond  Investors 
Assurance  Corporation 

57  Nicholas  Fund 

58  The  No-Load  Fund  Investor, 
Inc. 

59  Pacific  Financial  Companies 

60  The  Primary  Trend  Fund 
51  T.  Rowe  Price  International 

Stock  Fund 

62  T.  Rowe  Price  New  America 
Growth  Fund 

63  Twentieth  Centurv'  Investors, 
Inc 

(yi  Review  Managment 
Corporation 

65  SteinRoe  Mutual  Funds 

66  Strong  Total  Return  Fund 

67  Xerox  Fmancial 


Travel 
Business  &  Leisure 


68  Embassy  Suites  Hotels 

69  The  Mayfair  Regent  New  York 

70  PeniiLsula  Hotel  Group 


Forbes ' 
Reader 
Service 
Cards 

The  advertisers  to 
the  left  are  Hsted  oii 
Forbes'  Reader 
Service  Cards. 
Select  the 
advertisers  vou  re 
interested  in,  fill  out 
one  of  the  cards  on 
the  opposite  page 
and  vou'll  receive 
additional 
information  about 
their  products  and 
services. 


*Note:  advCTtiscTS  will  only  honor  information  request  if  you  indicaic  your  company 
name  and  job  title  im  card 


How  did  Americas  growth  companies 
gain  17  million  jobs  wMe  Fortune  500 
companies  were  losing  3.I  million? 


As  Time  Magazine  recently  reported,  the  eighties  have  brought  a  new 
eality  to  the  American  marketplace. 

While  many  of  our  largest  companies  struggle,  a  new  group  of  growing 
ompanies  is  bursting  with  opportunities.  Creating  new  products,  new  jobs 
nd  new  sales. 

If  you're  finding  it  tougher  and  tougher  to  do  business,  perhaps  you 
hould  think  about  whom  you're  doing  business  with. 


The  magazine  for  growing  companies 
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Annual  Fund  Ratings 


Balanced  funds 


Balanced  funds  mix  stocks  with  bonds  or  buy  convertible  funds.  Balanced  funds  held  up  better  in  the  1987  crash,  but  i 

bonds.  Balanced  funds  are  graded  separately  from  stock  the  strong  market  of  the  past  12  months  they  under- 

funds,  but  over  the  same  market  cycles  (see  chart,  page  200).  formed  stock  funds.  Starting  on  page  284  is  a  list  of  • 

These  funds  are  generally  more  conservative  than  stock  distributors  and  addresses. 


Perfomiaiice 

in                  in 
UP             DOWN 
markets 

Fund/distributor 

Toul 

return 

Yield 

Assets 

Maximum 

sales 

charge 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

Annul 

6/30/89 
(millions 

%  change 

)      '89  vs  '88 

expen' 
per  $li 

1 

Standard  &  Poor's  500  stock  average 
Forbes  balanced  fund  composite 

14.8% 
13.9% 

20.4% 
11.8% 

3.2% 
5.7% 

$1.36 

Adtek  Fund/Adtek 

• 

8.5% 

2.3% 

$19 

-21% 

none 

$2.14 

Advantage  Income  Fund/Advest 

• 

13.2 

6.0 

57 

-6 

4.00%  r 

211 

D 

D 

Aim  Convertible  Securities/AIM 

6.2 

5.4 

4.4 

14 

-27 

4.75 

Jj: 

B 

B 

Alliance  Balanced  Shares/Alliance 

16.2 

13.0 

3.4 

143 

22 

5.50 

14. 

Alliance  Convertible  Fund/Alliance 

— " 

8.6 

5.9 

75 

-15 

5.50 

154, 

C 

B 

American  Balanced  Fund/ American  Funds 

15,5 

15.6 

5.4 

250 

16 

5.75 

0.7(. 

B 

c 

American  Capital  Convert  Sees/closed  end 

15.8 

10.7 

6.8 

77 

-1 

NA 

0.8; 

A 

D 

American  Capital  Harbor  Fund/American  Cap 

12.8 

18.7 

6.1 

377 

1 

5.75 

0.71 

B 

D 

Axe-Houghton  Fund  B/Axe 

12.4 

14.3 

5  1 

165 

0 

none 

12=1 

Bailard  Biehl  &  Kaiser  Diversa'/Bailard 

• 

7.9 

5.1 

102 

-6 

none 

1.26 

D 

D 

Bancroft  Convertible  Fund/closed  end 

8.8 

-2.8 

6.4 

54 

38 

NA 

1.70 

Bascom  Hill  Balanced  Fund/Madison 

-• 

119 

4  1 

12 

57 

5.00r 

2  0C 

Bruce  Fund/Bruce 

— • 

-0.5 

2.8 

4 

-24 

none 

1.92 

•C 

•C 

Calvert  Social  Inv-Managed  Grow/Calvert 

— • 

12.4 

5.0 

199 

18 

4.50 

13C 

D 

B 

Castle  Convertible  Fund/closed  end 

120 

4.5 

8.7 

48 

-4 

NA 

1.25 

Colonial  Advanced  Strategies  Gold/Colonial 

— • 

-15.1 

3.5 

77 

-24 

6.75 

17-i 

A 

D 

Colonial  Fund/Colonial 

14.7 

17.2 

4.6 

297 

16 

6.75 

0.91 

C 

C 

Composite  Bond  &  Stock  Fund/Murphey  Favre 

12.9 

13.6 

5.3 

72 

-7 

4.00 

lU 

Conn  Mutual-Tot  Return/Conn  Mutual 

_-• 

14,3 

49 

60 

10 

6.25 

l.lf 

Convertible  Holdings-CapitaP 
Convertible  Holdings-Income 

# 

6.5 

7,4 

267 

-1 

NA 

0.7J 

Convertible  Securities  &  Income/Federated 

• 

26.1 

8.0 

16 

67 

4.50 

IK 

F 

A 

Country  Capital  Income  Fund/Country  Cap 

12.0 

10.4 

6.9 

6 

-3 

3.00 

l.r 

Dean  Witter  Convertible  Sees/Dean  Witter 

» 

9.4 

6  4 

828 

-34 

5.00r 

m 

•  Fund  rated  for  two  periodi  onl\ ;  ma.\iniuni  aliowahlc  ^rade  .\     "l  und  not  in  o(XTa!ion  for  full  period 
plan  exceeding  0.1%  (hidden  load)  pending  (yr  in  force     p.  Net  of  partial  ab.sorption  of  e.xpeases 
di.stribulor.     NA:  Not  applicahle  or  a\ailable      'FormerK-  BB&K  Di\ersa  Fund      'Dual  fund  Perfomiancv. 
unit. 

Table  of  distributors,  showing  a  Mresses  and  telephone  numbers,  begins  on 

HxfKtM'  ratio  tv  in  italics  if  the  fund  has  a  shareholder-paid  121 
b\  fund  s|»n.sor     r   Includes  back-end  load  that  re\erB 
a.sset  and  expense  data  on  capital  and  income  share-s  treated  a 

page  284.  Rules  and  definitions,  page  193. 
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■^^^^^^^^^^■■^^■■H 

mance 

in 
DOWN 
kets 

Fund/distributor 

Total 

return 

Yield 

Assets 

Maximum 

sales 

charge 

Annual 
expenses 
per  $100 

'erfon 

in 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

UP 
mat 

6/30/89 
(millions) 

%  change 
'89  vs  '88 

Standard  &  Poor's  500  stock  average 
Forbes  balanced  fund  composite 

14.8% 
13.9% 

20.4% 
11.8% 

3.2% 
5.7% 

$1.36 

Delaware  Group  Delaware  Fund/Delaware 

— * 

22,6% 

5,3% 

$345 

13% 

8,50% 

$0.77 

B 

C 

Dodge  &  Cox  Balanced  Fund/Dodge  &  Cox 

14.4% 

14,3 

4,9 

46 

15 

none 

0,77p 

Dolphin  FRIC  Convertible  Fund/Dolphin 

* 

14,0 

5,4 

8 

-10 

4,50 

2.34P 

B 

D 

Dreyfus  Convertible  Securities/Dreyfus 

13,7 

12,6 

4.5 

266 

1 

none 

l.OOp 

Duff  &  Phelps  Selected  Utilities/closed  end 

* 

15,5 

9,0 

1,147 

8 

NA 

1.44 

Eaton  Vance  High  Income  Trust/Eaton  Vance 

» 

11,1 

12.4 

290 

22 

6.00b,r 

219 

D 

A 

Eaton  Vance  Inc  Fund  of  Boston/Eaton  Vance 

13.7 

11.2 

11.5 

87 

93 

4,75 

1.46 

C 

C 

Eaton  Vance  Investors  Fund/Eaton  Vance 

13.2 

13.6 

5.3 

209 

-1 

4,75 

0.93 

Ellsworth  Convert  Grow  &  Inc/closed  end 

* 

7.6 

6.4 

53 

0 

NA 

1.40 

Equitable  Funds-Balanced  Fund/Equitable 

♦ 

19.5 

2.4 

7 

187 

5,00r 

2.00P 

D 

A 

Federated  Stock  &  Bond  Fund/Federated 

14.8 

11.0 

5,7 

92 

-3 

none 

l.OOp 

Fidelity  Balanced  Fund/Fidelity 

» 

14.6 

6.0 

137 

3 

2,00 

1.30 

Fidelity  Convertible  Securities/Fidelity 

» 

16.4 

6,5 

46 

-8 

none 

1,60 

A 

B 

Fidelity  Puritan  Fund/Fidelity 

17.9 

18,1 

6,4 

4,681 

9 

2.00 

0.72 

First  Prairie  Diversified  AssetVDreyfus 

* 

16,4 

7,4 

7 

29 

4,50 

O.OOp 

D 

A 

Franklin  Income  Fund/Franklin 

13.7 

10.0 

10,3 

1,052 

61 

4.00 

0.59 

FundTrust-Growth  &  Income/Furman  Selz 

» 

15,6 

1,4 

39 

-32 

1.50 

167p 

A 

D 

GPM  Fund/Trusteed 

15.1 

14.8 

2.5 

7 

17 

none 

l,40p 

Heritage  Convertible  Inc-Grow/Heritage 

* 

17.6 

4,3 

23 

12 

4,00 

175p 

Hidden  Strength-Mod  Asset/Wood  Logan 

* 

11.6 

1,2 

42 

40 

4,75 

2.20 

C 

B 

IDS  Mutual/IDS 

15.2 

15.5 

6.0 

1,594 

10 

5.00 

0,68 

C 

A  + 

Income  Fund  of  America/ American  Funds 

17,7 

18.7 

6.2 

1,192 

29 

5,75 

055 

Integrated  Income-Convert  Sees/Integrated 

"t- 

5.3 

5,5 

27 

-21 

4,75 

2  02 

Investment  Portfolios-Tot  Return/Kemper 

* 

14.7 

4,0 

511 

-4 

5,00r 

2.14 

A+ 

F 

Kemper  Total  Return  Fund/Kemper 

11.6 

16.9 

5,0 

941 

-9 

8.50 

0,77 

C 

C 

Keystone  Custodian  K-1/Keystone 

13.1 

16.1 

5,9 

713 

4 

4,00b 

192 

Lincoln  National  Convert  Sees/closed  end 

___» 

16.9 

6,3 

98 

0 

NA 

0.96 

A+ 

C 

Loomis-Sayles  Mutual  Fund/New  England 

16.4 

10,6 

5,0 

294 

-10 

none 

1,01 

MacKay-ShieldsMainSuy-Convert/NYLife 

* 

5,8 

7,6 

26 

-17 

S.OOr 

2  60 

! 

Mackenzie  No  Amer  Total  Return/Mackenzie 

* 

3.8 

3,5 

161 

-46 

8.50 

1,04 

B 

C 

Mass  Financial  Total  Return/Mass  Finl 

16.0 

17.0 

5,6 

580 

19 

7,25 

0.74 

D 

MassMutual  Integrity-Balanced/Mass  Mut 

* 

11.7 

4,4 

33 

26 

4.50 

NA 

B 

Merrill  Lynch  Equi-Bond  I  FundVML  Funds 

12,0 

10.6 

4.0 

13 

-14 

4,50tb 

1.86p 

•C 

•C 

Merrill  Lynch  Phoenix  Fund-AVML  Funds 

* 

14.0 

2,5 

279 

139 

6,50 

1.17p 

Merrill  Lynch  Retire  Benefit-B^/ML  Funds 

* 

11.6 

4,9 

1,777 

-30 

4,00r 

1.84 

Mimlic  Asset  Allocation  Fund/Mimlic 

♦ 

11,4 

4.7 

8 

24 

5.00 

1.09p 

'und  rated  for  two  periods  only,  maximum  allowable  grade  A.     *Fund  not  in  operation  for  full  period.    Expense  ratio  is  in  italics  if  the  fund  has  a  sljareholder-paid  12b-l 
mexceeding  0.1%  (hidden  loadjpending  or  in  force.     tClosed  to  all  investors,     b:  Includes  back-end  load  that  reverts  to  fund,     p:  Net  of  panial  absorption  of  expenses 
fund  sponsor,      v.  Includes  back-end  load  that  reverts  to  distributor.     NA:  Not  applicable  or  not  available.     'Formerly  First  Lakeshore  Diversified  Asset  Fund.     ^Funds 
ve  two  classes  of  stock;  one  with  a  front-end  load  and  one  with  a  back-end  load.  Shown  are  combined  assets  for  entire  fund;  load  and  expense  data  are  for  the  initial  class  of 
ick. 

able  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193. 
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Annual  Fund  Ratings/Balanced 


Perfomiance 

in                 in 
UP             DOWN 
markets 

Fund/distributor 

Total 

return 

Yield 

Assets 

Maximum 

sales 

charge 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

Anni 

6/30/89 
(millions) 

%  change 
'89  vs  '88 

expen 
per$l 

Standard  &  Poor's  500  stock  average 
Forbes  balanced  fund  composite 

14.8% 
13.9% 

20.4% 
11.8% 

3.2% 
5.7% 

$1.3( 

Morison  Asset  Allocation/Morison 

— * 

10.6% 

3.1% 

$18 

-28% 

6.00% 

$1.7. 

F 

A 

Mutual  of  Omaha  Income/Mutual  of  Omaha 

12.6% 

13.4 

8.6 

164 

4 

8.00 

0.8 

National  Strategic  Allocation/National  Sees 

» 

10.0 

2.5 

115 

-26 

7.75 

77 

C 

B 

National  Total  Income  Fund/National  Sees 

17.1 

22.8 

6.1 

168 

18 

7.25 

0.9 

B 

C 

National  Total  Return  Fund/National  Sees 

14.3 

19.6 

4.6 

266 

-A 

7.25 

0.9 

Noddings  Convertible  Strategies/Noddings 

— * 

5.4 

8.2 

6 

-20 

none 

2.0 

Olympic  Trust-Balanced  Income/Olympic 

— • 

17.5 

5.6 

8 

18 

none 

1.0 

C 

D 

Pax  World  Fund/Pax  World 

12.4 

15.7 

4.5 

84 

16 

none 

1.1 

C 

•B 

Phoenix  Balanced  Fund/Phoenix 

• 

14.4 

5.3 

429 

2 

6.90 

0.9 

C 

B 

Phoenix  Convertible  Fund/Phoenix 

15.6 

9.9 

5.7 

155 

-6 

6.90 

1.0 

Piper  Jaffray  Balanced  Fund/Piper 

— • 

12.1 

5.0 

13 

-2 

4.00 

13 

B 

B 

Provident  Fund  for  Income/American  Cap 

15.9 

13.0 

7.1 

99 

-1 

7.25 

0.7 

Pru-Bache  IncomeVertible  Plus/Pru-Bache 

— • 

14.7 

5.9 

495 

-2 

5.00r 

2.0 

B 

D 

Putnam  Convert  Income-Growth/Putnam 

13.1 

13.5 

6.2 

873 

-16 

8.50 

0.9 

B 

C 

George  Putnam  Fund  of  Boston/Putnam 

14.8 

14.6 

5.4 

406 

1 

8.50 

0.7 

•C 

•C 

Rea-Graham  Fund/Rea 

— • 

5.3 

4.8 

50 

-1 

6.75 

1.4 

RNC  Convertible  Securities/Midvale 

— • 

4.8 

6.1 

28 

-23 

4.75 

/  ■ 

RNC  Income  Fund/Midvale 

-• 

6  5 

8.3 

13 

-4 

4.75 

2 

RNC  Westwind  Fund/Midvale 

96 

2.1 

8 

-29 

4.75 

- 

Rochester  Convertible-Growth/Rochester 

— ' 

0.8 

5.8 

6 

-10 

3.25 

2  • 

Rochester  Convertible- Income/Rochester 

— • 

-7.4 

11.3 

5 

-27 

3.25 

>  - 

Royce  Fund-Total  Return/Quest  Dist 

— ' 

1.5 

5.2 

5 

-22 

l.OOb.r 

/< 

D 

A 

Seligman  Income  Fund/Seligman 

13.5 

11.9 

8.0 

163 

-6 

4.75 

0.: 

C 

B 

Sentinel  Balanced  Fund/Equity 

159 

14.1 

5.8 

70 

4 

8.50 

l.( 

C 

C 

Sigma  Trust  Shares/Sigma 

1,V3 

12.6 

4h 

52 

12 

6.00 

/( 

Skyline  Fund-Balanced/Mesirow 

— • 

9.7 

4.5 

13 

14 

3.85 

li 

SLH  Convertible  Securities/Shearson 

— • 

8.4 

6.0 

8 

9 

5.00 

1.: 

SLH  Income-Convertible  Secs/Shearson 

— • 

9.3 

6.4 

150 

-15 

S.OOr 

/: 

SLH  Income-Utilities/Shearson 

— • 

14.7 

6.5 

469 

256 

5.00r 

/ " 

C 

F 

SteinRoe-Total  Return  Fund/Stein  Roe 

9  "' 

134 

,^    ,^ 

139 

0 

none 

O.t 

C 

•A 

Strong  Investment  Fund/Strong 

— • 

12.9 

7.8 

247 

-8 

1.00 

1.. 

A 

•C 

Strong  Total  Return  Fund/Strong 

— • 

20.1 

9.8 

1,241 

30 

1.00 

1.; 

TCW  Convertible  Securities  Fund/closed  end 

— * 

11.0 

99 

182 

2 

NA 

0.^ 

Templeton  Income  Fund/Templeton 

— • 

7.1 

6.8 

115 

-11 

8.50 

1.' 

Thompson,  Unger  &  Plumb/Thompson 

— ' 

10.8 

1.9 

8 

36 

none 

IX 

D 

C 

Transamerica  Growth  &  Income/Transamerica 

12.1 

9.8 

6.6 

66 

-9 

4.75 

1. 

•  Hind  raii-d  for  two  pcmxis  only,  niixiniufii  .iMowjhlc  grade  A     'hund  not  in  oporaiion  for  full  ^x-riod 
plan  exceedmg  0.1%  (buUleti  load)  petiJtn^  or  m  force     h  Includes  backi-nd  load  that  reverts  to 
r  Include,  back  end  load  ihjt  rON-ens  to  di.stnbutor      NA  Not  applicable  or  nvM  available 

rr'-H.       f   J*    .    •! i«              •■                          ...                          .             -. 

Expense  ratio  is  in  italics  ifttteJuiuJ  Ixis  a  sbaielx>Uier  paid  1. 
fund     p.  .Net  of  panial  absorption  of  expenses  by  fiind  spor 

TaWt  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193 
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I^^HHi^BJjj^l^^HIJI^^^Hi 

[brmaiice 

in 
DOWN 
markets 

Fund/distributor 

Total 

return 

Yield 

Assets 

Maximum 

sales 

charge 

Annual 

expenses 
per  $100 

Perl 

in 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

UP 

> 

6/30/89 
(millions) 

%  change 
'89  vs  '88 

Standard  &  Poor's  500  stock  average 
Forbes  balanced  fund  composite 

14.8% 
13.9% 

20.4% 
11.8% 

3.2% 
5.7% 

$1.36 

Transamerica  Special  Convert  SecsVTransamerica 

♦ 

7.1% 

5,3% 

$11 

-30% 

6.00%r 

S2.46 

Triflex  Fund/Securities  Mgmt 

♦ 

11.1 

5.9 

24 

59 

7.50 

1.25p 

D 

•D 

Unified  Income  Fund/Unified 

* 

7.6 

8.3 

8 

-23 

none 

1.35 

A 

D 

United  Continental  Income  Fund/Waddell 

15.2% 

15.3 

6.0 

305 

-5 

8.50 

0.85 

B 

C 

United  Retirement  Shares/Waddell 

13.6 

17.8 

4.6 

126 

21 

8.50 

0.85 

Vanguard  Convertible  Securities/Vanguard 

♦ 

13.0 

6.0 

68 

-11 

none 

0.85 

Vanguard  Equity  Income  Fund/Vanguard 

«■ 

22.3 

3.5 

171 

917 

none 

0.72 

Vanguard  STAR  FundA'anguard 

» 

17.6 

4.0 

832 

28 

none 

0.47^ 

■    D 

A  + 

Vanguard  Wellesley  Income  Fund/Vanguard 

15.9 

17.1 

6,2 

670 

24 

none 

0.51 

A 

C 

Vanguard  Wellington  Fund/Vanguard 

15.7 

17.0 

5.4 

1,826 

22 

none 

0.45 

'  Fund  rated  for  two  periods  only,  maximum  allowable  grade  A,  *Fund  not  in  operation  for  full  period.  Expense  ratio  is  in  italics  if  the  fund  has  a  shareholder-paid  12b-l 
an  exceeding  0.1%  (hidden  toad)  pending  or  in  force,  p.  Net  of  partial  absorption  of  expenses  by  fund  sponsor,  r:  Includes  back-end  load  that  reverts  to 
,  stributor,     'Formerly  Criterion  Special  Convenible  Securities  Fund.     ^Average  expense  ratio  of  Vanguard  funds  in  which  this  fund  invests. 


able  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193. 


START  SMALLTHINK  BIG. 


With  the  Janus  No  Minimum  bivestment 
Program.  A  little  each  month  is  all  it  takes 
to  invest  in  one  of  the  top  performing 
mutual  funds  on  the  market:  Janus  Fund. 

That  means  even  small  investors  can 
think  big.  Without  having  to  ante  up  to 
$1,000  or  more  minimum  investment 


most  other  funds  require. 

Call  1^00-525-3713  to  make  your  invest- 
ment, or  use  the  coupon  below  to  get 
more  information  on  the  Janus  No 
Minimum  Investment  Program. 
Because  it's  not  how  much  you  invest 
It's  how  smart 


JANUS  FUND 

100  Fillmore  St.,  Suite  300,  Denver,  CO  80206-4923 

1-80(^525-3713 

Please  read  the  prospectus  carefully  before  you  invest  or  send  money.  Past  performance  does  not  guarantee  future  results. 
Your  return  and  share  price  will  vary  and  may  be  worth  more  or  less  at  redemption  than  at  purchase. 


Yes,  1  would  like  to  know^  more  about  the  Janus  Fund! 
I   Name 


I 


Address 


City/State/Zip 


Send  to: 

Janus  Group  of  Mutual  Funds        I 
100  Fillmore  St.,  Suite  300 
Denver,  CO  80206-4923  I 

1-800-525-3713  ' 
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Annual  Fund  Ratings 


Foreign  stock  funds 

U.S.-based  stock  funds  with  predominantly  foreign  portfolios  return  that  a  U.S.  investor  would  have  enjoyed  in  the  averaj 

are  in  this  table.  The  benchmark  for  measuring  foreign  fund  foreign  stock.  Thus,  it  reflects  not  only  price  movements  c 

performance  is  the  Morgan  Stanley  Capital  International  foreign  bourses  but  also  the  fluctuations  m  the  dollar.  Funi 

Perspective  stock  market  index  for  Europe,  Australia,  the  Far  based  overseas,  whether  they  invest  in  local  markets  or  in  tH 

East  and  New  Zealand.  The  index  aims  to  show  the  dollar  U.S.,  are  not  covered  in  the  Forbes  fund  survey. 


Rising  markets 


Declining  markets 


Ratio  scale 
1100=10/31/80) 


500 


400 


300 


200 


50 


10/31/80  to 
9/30/82 


-24% 


9/30/82  to 
3/31/84 


7/31/84  to 
8/31/87 


3/31/84  to 

7/31/84 


+  61% 


10/31/87  to 
6/30/89 


8/31/87  to 
10/31/87 


Morgan  Stanley's  EAFE  index, 

scaled  so  that  Oct.  31,  1980 

is  100,  determines  the 

market  segments  against 

which  foreign  equity 

funds  are  measured. 

The  index  reflects 

both  stock  prices 

and  the  effect 

of  currency 

movements. 


-16%  -- 


+  301% 


+  23% 


Performance 


in                    III 
UP             DOWN 
markets Fund/distributor 


Total 

return 

Yield 

Assets 

Maximum 

sales 

charge 

.Annual 
average 

Last 

12 

months 

Annii 

1980  to 
1989 

6/30/89       %  change 
(millions)      '89  vs  '88 

expen 
perSl 

20.4% 

11,7",, 

9.5% 
12.8% 

1.3% 
1.3% 

$1.8( 

Morgan  Stanley  Capital  Intl  EAFE  index 
Forbes  foreign  stock  fund  composite 


Alliance  Global-Canadian  Fund/Alliance 


11.5"/ 


24.9% 


0.6% 


$31 


14% 


5.50% 


S19. 


•C 


Alliance  International  Fund/Alliance 


27.9 


0.8 


166 


25 


5.50 


14. 


AMA  Growth-Global  Growth/AMA 


11.3 


2.7 


104 


-13 


16 


ASA  Limited/closed  end 


0.7 


13.2 


6.4 


528 


NA 


0.5 


Asia  Pacific  Fund/closed  end 


36.0 


0.6 


102 


35 


NA 


2.0 


Brazil  Fund/closed  end 


48. 


4  V 


198 


41 


NA 


2.0 


•D 


Bull  &  Bear  Gold  Investors/Bull  &  Bear 


-7,0 


0.2 


38 


-21 


•  Fund  rated  for  rwo  peruxis  only;  mxximum  allon.-able  grade  A.     'Fund  not  in  ofx-raiion  for  full  pcrkxJ     F.\f>etise  ratio  is  in  italics  if  tliefund has  a  sharelx>Uierpaid  12 
plan  exceeding  0  1%  (hUJen  toaJ) [Kiidiiiii  en-  infarct;     S\.  Not  applicable  or  noi  available 


Table  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193. 
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nance 

in 
DOWN 

ets 

Fund/distributor 

Total 

return 

Yield 

Assets 

Maximum 

sales 

charge 

Annual 
expenses 
per  $100 

Perfon 

in 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

UP 
mark 

6/30/89 
(millions 

%  change 

'89  vs  '88 

Morgan  Stanley  Capital  Intl  EAFE  index 
Forbes  foreign  stock  fund  composite 

20.4% 
11.7% 

9.5% 
12.8% 

1.3% 
1.3% 

$1.88 

Clemente  Global  Growth  Fund/closed  end 

— * 

13.4% 

0.2% 

$57 

10% 

NA 

$2.59 

Colonial  Intl  Equity  Index/Colonial 

— * 

5.8 

none 

11 

43 

4.75% 

231p 

•D 

•A 

Dean  Witter  World  Wide  Inv/Dean  Witter 

— * 

8.6 

1.1 

295 

-14 

5.00r 

2.18 

Dreyfus  Strategic  World  Inv  LP/Dreyfus 

— * 

11.7 

none 

18 

9 

3.00 

1.74P 

Enterprise  Group-Intl  Grow/Enterprise 

— * 

10.8 

none 

6 

128 

S.OOr 

250p 

EuroPacific  Growth  Fund/ American  Funds 

— * 

14.0 

1.7 

250 

29 

6.75r 

1.30 

Fenimore  Intl  Fimd  Equity /Drexel 

— * 

9.3 

0.9 

49 

-23 

S.OOr 

2.44 

Fidelity  Canada  Fund/Fidelity 

— * 

19.0 

0.8 

22 

91 

3.00r 

2.02p 

Fidelity  Europe  Fund/Fidelity 

— * 

18.2 

2.0 

74 

-7 

3.00r 

2.66 

Fidelity  International  Grow  &  Inc/Fidelity 

— * 

8.1 

1,7 

25 

-23 

2.00r 

2.58p 

Fidelity  Overseas  Fund/Fidelity 

— * 

2.3 

2.4 

902 

-31 

3.00 

1.38 

Fidelity  Pacific  Basin  Fund/Fidelity 

— * 

1.9 

0.6 

111 

-27 

3.00r 

1.80 

Financial  Strategic-European/Financial  Prog 

— * 

18.3 

0.8 

6 

5 

none 

1.86 

•B 

•D 

Financial  Strategic-Pacific  Basin/Financial  Prog 

— * 

7.1 

none 

24 

-30 

none 

1.61 

First  Australia  Fund/dosed  end 

— * 

-2.6 

3.2 

58 

-6 

NA 

2.26 

First  Iberian  Fund/closed  end 

— * 

10.8 

2.5 

64 

8 

NA 

2.14 

C 

•C 

First  Investors  International  Sees/First  Inv 

— * 

6.6 

none 

83 

-17 

8.50 

1.74 

Flag  Investors  International  Trust/Brown 

— * 

13.9 

0.7 

32 

-16 

4.50 

1.50p 

France  Fund/closed  end 

— * 

17.3 

1.9 

89 

14 

NA 

2.00 

D 

D 

Franklin  Gold  Fund/Franklin 

4.7% 

6.6 

3.2 

280 

1 

4.00 

0.82 

Freedom  Inv  II-Global  Fund/Freedom 

— * 

12.4 

0.1 

34 

-19 

3.00r 

2  79 

FT  International/Federated 

— * 

9.4 

1.5 

62 

-11 

none 

l.OOp 

Fund  Source-Intl  Equity /Furman  Selz 

— * 

8.7 

0.2 

40 

29 

none 

1.30P 

GAM  Global  Fund/GAM 

— * 

23.4 

none 

17 

-15 

none 

294 

GAM  International  Fund/GAM 

— * 

18.2 

none 

18 

-18 

none 

2.76 

GAM  Pacific  Basin  Fund/GAM 

— * 

12.6 

none 

5 

-16 

none 

592 

Germany  Fund/closed  end 

— * 

24.6 

0.2 

70 

17 

NA 

1.77 

GT  Global  Growth-Europe/GT  Global 

— * 

23.7 

1.3 

26 

238 

4.75 

3  60 

GT  Global  Growth-Intl/GT  Global 

— * 

21.0 

none 

57 

172 

4.75 

210 

GT  Global  Growth-Japan/GT  Global 

— * 

14.9 

0.4 

25 

21 

4.75 

2.20 

B 

C 

GT  Global  Growth-Pacific/GT  Global 

17.0 

21.3 

none 

89 

74 

4.75 

2.20 

GT  Global  Growth-Worldwide/GT  Global 

* 

19.2 

none 

19 

122 

4.75 

2  00 

'  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.     'Fund  not  in  operation  for  full  period. 
Ian  exceeding  0.1%  (hidden  load)  pending  or  in  force     p:  Net  of  panial  absorption  of  expenses 
itstributor         NA:  Not  applicable  or  not  available. 

1 

fable  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on 

Expense  ratio  is  in  italics  if  the  fund  has  a  shareholder-paid  12b-l 
by  fund  spon.sor.     r:  Includes  back-end  load  that  reverts  to 

page  284.  Rules  and  definitions,  page  193. 
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Simulated  pictur 


I 


JOSHiB^ 


^.J. 


MOVING 
PICTURE. 


What  if  there  was  a  TV  with  a  picture  so  clear,  so  detailed,  so  perfectly  defined 
that  instead  of  just  watching  it,  you  actually  felt  you  were  part  of  it. 

If  the  concept  is  a  littie  hard  to  grasp,  you  might  want  to  experience  the 
reaUty:  Toshiba's  new  SUPER  TUBE~TV. 

This  remarkable  example  of  advanced  video  technology  uses  vastly  improved 
semiconductors,  developed  by  Toshiba.  Better  CRT  shadow  masks, 
developed  by  Toshiba.  And  aU-new  circuitry,  refined  and  perfected  by  Toshiba. 
Plus  the  realism  of  Super  Carver  Sonic  Holography.® 

And  every  TV  is  subjected  to  the  strictest  quality  control  at  our  plants 
here  in  the  U.S. 

Images  and  sound  you  not  only  see  and  hear,  but  feel.  That's  Toshiba's  goal 
for  all  its  TVs,VCRs  and  camcorders. 

After  all,  we're  not  in  this  business  for  our  own  entertainment. 
We're  in  it  for  yours. 

SUPER  TUBE  IS  a  trademark  of  Toshiba  Corp. 

In  Touch  with  Tomorrow 

TOSHIBA 

For  further  information  write:  Toshiba  America  Consumer  Products,  lnc.,82Totowa  Road,  Wayne,  NJ  07470  or  Toshiba  Hawaii,  Inc,  Honolulu,  HI  96814, 


AnnuaiFund  Ratings/Foreign 

..                                   — ^M 

Perfonnance 

in                   in 
UP             DOWN 
markets 

Fund/distributor 

Total 

return 

Yield 

Assets 

Maximum 

sales 

charge 

Annua] 
expenses 
per  $100 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

6/30/89 
^millions) 

%  change 
'89  vs  '88 

Morgan  Stanley  Capital  IntI  EAFE  index 
Forbes  foreign  stock  fund  composite 

20.4% 
11.7% 

9.5% 
12.8% 

1.3% 

1.3% 

$1.88 

John  Hancock  Global  Trust/Hancock 

— * 

7.0% 

1.1% 

$111 

-21% 

8.50% 

S1.4S 

Harbor  Intemational/HCA  Securities 

— * 

35.9 

0.7 

22 

185 

none 

17Sp 

Helvetia  Fund/closed  end 

— * 

5.3 

02 

92 

5 

NA 

1.83 

LAI  International  Fund/IAI  Funds 

— * 

12.3 

1.0 

19 

46 

none 

2.10p 

IDS  International  Fund/IDS 

— * 

5.4 

0.9 

198 

-19 

5.00% 

1  42 

IDS  Strategy-Pan  Pacific  Growth/IDS 

— * 

2.1 

0.6 

49 

-19 

S.OOr 

2  2  * 

Italy  Fund/closed  end 

— * 

21.6 

1.8 

67 

19 

NA 

2.00 

Ivy  International  Fund/Ivy 

— * 

23.3 

0.6 

37 

58 

none 

1.90 

A 

B 

Japan  Fund/Scudder 

20.5% 

2.8 

0.3 

363 

-10 

none 

1.01 

B 

•C 

Kemper  International  Fund/Kemper 

— • 

9.6 

2.3 

182 

2 

8.50 

1.08p 

D 

B 

Keystone  International  Fund/Keystone 

12.4 

2.8 

1.0 

114 

-3 

4.00b 

2  n) 

D 

D 

Keystone  Precious  Metals/Keystone 

0.2 

-6.2 

0.5 

203 

-21 

4.00b 

168 

B 

C 

Kleinwort  Benson-Intl  Equity'/Kleinwort 

12.5 

14.3 

none 

62 

8 

none 

2M 

Korea  Fund/closed  end 

— * 

37.0 

1.0 

323 

22 

NA 

1.54 

Lexington  Global  Fund/Lexington 

— " 

9.0 

0.6 

42 

29 

5.00 

1.80 

MacKay-ShieldsMainStay-Global/NYLile 

— • 

5.1 

1.3 

19 

6 

5.00r 

i60 

Mackenzie  Canada  Fund/Mackenzie 

— • 

06 

0.7 

11 

250 

5.00 

2^6p 

Malaysia  Fund/closed  end 

— ' 

18.5 

1.5 

80 

15 

NA 

1.88 

Merrill  Lynch  EuroFund-B^/ML  Funds 

— • 

10.7 

14 

209 

-29 

4.00r 

2  Mi 

Merrill  Lynch  Global  Convert-BVML  Funds 

— ' 

2.6 

4.1 

34 

-22 

4.00r 

2-4iip 

Merrill  Lynch  Intl  Holdings/ML  Funds 

— • 

10.7 

2.9 

187 

-20 

6.50 

1.47 

A 

C 

Merrill  Lynch  Pacific  Fund/ML  Funds 

23.8 

8.4 

12 

288 

-1 

6.50 

1.02 

A  + 

•C 

Mexico  Fund/closed  end 

— * 

64.8 

3.9 

226 

56 

NA 

1.77 

MFS  Lifetime  Global  Equity  Trust/Mass  Finl 

— • 

9.6 

3.2 

42 

_2 

6.00r 

2 -Pip 

C 

A 

New  Perspective  Fund/American  Funds 

160 

12.4 

3.0 

1,100 

9 

5.75 

0  69 

Nomura  Pacific  Basin  Fund/Nomura 

— • 

8.3 

0.3 

66 

-24 

none 

1.25p 

C 

C 

Oppenheimer  Global  Fund/Oppenheimer 

14.7 

21.3 

0.3 

455 

11 

8.50 

1.89 

PaineWebber  Classic  Atlas  Fund/PaineWebber 

— * 

12.0 

3.0 

186 

-13 

4.50 

t  ^8p 

B 

•C 

T  Rowe  Price  International  Stock/Price 

— • 

12.5 

1.7 

688 

5 

none 

1.17 

Princor  World  Fund/Princor 

— • 

2.7 

1.4 

13 

332 

5.00 

/5? 

Pru-Bache  Global  Fund/Pru-Bache 

— ' 

2.5 

3.2 

402 

-28 

5.00r 

Ifi.^p 

Pru-Bache  Global  Genesis/Pru-Bache 

— • 

13.3 

none 

14 

21 

5.00r 

3.60p 

•  lund  r.«ed  for  two  periods  onK'.  m.L\iinum  alkwahle  grade  A      *l  ui<d  iioi  iii  0|X-rjmiii  tor  full  |XTiod     KsfKtist;  ratio  is  in  ilalta.  tfllx-jiimllyus  ci  s/wnixMiTpaui  IJhl 
plan  exceeding  01%  (hidden  load  1  pending  or  in  force     b:  Incluik-s  back  i-nd  load  that  rc\erLs  lo  fund      p   Net  of  panial  absoriition  of  expenses  b\  fund  sponsor 
r;  Includes  back-end  load  iliat  re\'en.s  to  distributor      NA:  Not  appliiable  or  not  available.     'Hornierh'  Transatlantic  Kund      "Fund  has  vno  classes  of  stock;  one  with  a  from- 
end  load  and  one  with  a  back-end  load  Shown  are  combined  issi-is  lor  entire  fund;  load  and  expease  data  are  for  the  iniual  class  of  stock 

1 

T*..!.  1  .    .r   1-    ,   -1     ,            I         •           It                     •      .      .                     ...                                                                                                          ^11 
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A 


\^ 


\but^lookiiigat  the  wrong  part  of  the  tire. 


No  matter  how  long  you  stare 
at  the  tread,  it  won't  tell  you.  K 
you  want  to  know  how  good  a 
tire  is,  read  the  warranty. 

Riken  backs  its  STX  Radials 
with  one  of  the  strongest  war- 
ranties available  from  any  tire 
'manufacturer.  From  forty  to  sixty 
thousand  miles,  depending  on  the  series. 

That's  because  every  Riken  STX  Radial 
has  a  computer-formulated,  all-season  tread 

©1989  Riken-Ameitca,  Inc. 


WKEN.q^ 


I 


designed  for  the  specific  aspect  ratio  of  each 
tire  series -75,70,65,  and  60.  This  specifi- 
city, combined  with  the  stringent  material 
control  of  our  manufacturing  process, 
provides  unsurpassable  traction,  handling 
and  longevity 

So,  the  next  time  you  need  tires,  visit  a 
Riken  Dealer.  And  take  a  look 
at  some  radials  that  perform 
where  it  really  counts. 

On  paper. 

For  the  name  of  the  Riken  Dealer  nearest  vou,  call  1-800-635-7500. 


Annual  Fund  Ratings/Foreign 


Performaiice 


Total  return 


in                 in 
UP            DOWN 
markets Fund/distributor 


Annual 

average 

1980  to 

1989 


Last 

12 

months 


Yield 


Assets Maximum      Annual! 

%  change         sales  expense 

charge         per  $10 


6/30/89 
(millions)     '89  vs  '88 


Warburg  International  Fund/Keffer 


6.5 


1.3 


11 


57 


4.50 


Morgan  Stanley  Capital  Intl  EAFE  index 
Forbes  foreign  stock  fund  composite 

20.4% 
11.7% 

9.5% 
12.8% 

1.3% 
1.3% 

$1.88 

Pru-Bache  Global  Natural  Res/Pru-Bache 

* 

4.2% 

0.2% 

$44 

-15% 

5.00%r 

t294p 

B 

C 

Putnam  International  Equities/Putnam 

17.3% 

11.6 

1.5 

466 

-8 

8.50 

1.61 

Scudder  GLBl^Global  Fund/Scudder 

» 

23.9 

1.2 

91 

12 

none 

1.98p 

B 

C 

Scudder  International  Fund/Scudder 

16.0 

16.1 

none 

564 

2 

none 

1.22 

Scudder  New  Asia  Fund/closed  end 

» 

4.2 

none 

91 

4 

NA 

1.90 

Sigma  World  Fund/Sigma 

» 

4.1 

none 

7 

-10 

6.00 

2  13p 

SLH  Equity-International/Shearson 

• 

9.8 

none 

70 

-28 

S.OOr 

2  75 

SLH  Global  Opportunities/Shearson 

» 

8.1 

1.2 

94 

-33 

5,00 

1.46 

SLH  Investment-Global  Equity /Shearson 

• 

8.5 

6.5 

9 

-6 

5.00r 

2  68p 

SLH  Precious  Metals  &  Mins/Shearson 

• 

-16.3 

none 

36 

-40 

5.00 

1.78 

Spain  Fund/closed  end 

» 

18.6 

1.1 

128 

17 

NA 

1.98 

SteinRoe-International  Growth/Stein  Roe 

• 

6.4 

0.1 

16 

12 

none 

2.85f 

Taiwan  Fund/closed  end 

— * 

9^  2 

none 

117 

43 

NA 

2.50 

Templeton  Emerging  Markets/closed  end 

— • 

22.6 

1.3 

128 

21 

NA 

1.86 

•C 

•B 

Templeton  Foreign  Fund/Templeton 

— • 

17.0 

3.0 

389 

31 

8.50 

0.81 

C 

•B 

Templeton  Global  I/Templeion 

— • 

17.6 

3.5 

872 

214 

t 

0.52 

C 

B 

Templeton  Growth  Fund/Templeton 

14.8 

16.4 

3.2 

2,106 

40 

8.50 

0.69 

Thai  Fund/closed  end 

— • 

28.9 

2.0 

135 

20 

NA 

1.72 

Thomson  McKinnon-Global/Thomson 

— * 

12.4 

none 

55 

-19 

5.00r 

2  40 

Transamerica  Spec  Global  Grow'/Transamerica 

• 

6.7' 

none 

8 

-21 

6.00r 

324 

United  Gold  &  Government  Fund/Waddell 

— • 

-4.5 

2.0 

82 

-30 

8.50 

1.42  1 

C 

A 

United  International  Growth/Waddell 

17.7 

-0.1 

2  1 

258 

-11 

8.50 

1.12 

F 

D 

United  Services-Gold  Shares  Fund/United 

-3.7 

7.0 

5.6 

23  S 

0 

none 

1.46i 

United  Services-New  Prospector/United 

— • 

-16.4 

none 

86 

-18 

4.00b 

1.601 

United  Services-Prospector  Fund/United 

— • 

-2.4 

none 

37 

-18 

2.00+b 

1.78 

US  Boston  Inv-Foreign  G&I/US  Boston 

— • 

13.0 

0.1 

22 

124 

l.OOr 

2(X)^ 

UST  Master  Funds-Intl/UST  Sees 

— • 

13.8 

0.7 

13 

24 

4.50 

1.28| 

D 

C 

Van  Eck  International  Investors/Van  Eck 

3.5 

-0.8 

2.7 

726 

-16 

8.50 

0.83 

Van  Eck  World  Trends  Fund/Van  Eck 

— * 

0.3 

1.2 

62 

-21 

5.75 

163 

Vanguard  Spec-Gold  &  Prec/Vanguard 

-• 

-3  3 

29 

124 

-9 

1.00b 

0.48 

•C 

•A 

Vanguard  Trustees  Comm-Intl/Vanguard 

-• 

10.3 

2.1 

509 

-16 

none 

0.51 

Vanguard  World-IntI  Grow/Vanguard 

— • 

7.2 

1.5 

461 

-8 

none 

0.60 

1.5C 


•  I  und  rated  for  rwo  periods  onl\ ,  ni.ixiniuni  allowable  grade  A  'Kutid  noi  in  operation  for  full  (X-riod  Alv/x^ise  ratio  K  in  Ka/ics  tfllx-JuitUlMS  a  sIxtniMilderpaid  12b 
plan  exccedinft  01%  (bidden  load) pituting  or  m  force  tCUxsed  to  all  new  investors,  b  llK■lude.^  back  end  load  that  resens  to  fund,  p:  Net  of  partial  absorpuon  \ 
e.\pense.s  by  fund  spon.sor.s.     r:  Includes  back  end  load  that  rev■er^s  to  di.siributor.     NA:  Not  applicable  or  not  available     'Formerly  Criterion  .Special  Global  Growtli  Fuo 
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B'oreign  bond  funds 


Over  the  last  12  months,  the  dollar  has  climbed  8%  against  a 
weighted  average  of  foreign  currencies.  That's  why  foreign 
bond  funds  have  done  so  poorly  of  late.  Foreign  bond  funds 
are  too  new  to  be  graded. 


Total  return 

last 

12 

months 

Yield 

Ass 

6/30/89 
(millions) 

Maximum 

sales 

charge 

Annual 
expenses 
per  $100 

Fund/distributor 

%  change 

'89  vs  '88 

Forbes  foreign  bond  fund  composite 

2.5% 

10.4% 

$1.46 

Fidelity  Global  Bond  Fund/Fidelity 

5.3% 

8.4% 

$43 

-A6% 

none 

$1.14p 

First  Australia  Prime  Income/closed  end 

-3.2 

13.7 

767 

-14 

NA 

1.23 

Freedom  Inv  II-Global  Income  +  /Freedom 

5.7 

7.3 

233 

78 

3.00%r 

170 

Global  Government  Plus/closed  end 

0.6 

13.1 

425 

-10 

NA 

1.01 

Global  Yield  Fund/closed  end 

2.9 

18.1 

596 

-11 

NA 

1.01 

GT  Investment-Global  Inc/GT  Global 

6.5 

8.8 

33 

149 

4.75 

0  00 

International  Cash-Global'/Huntington 

4.0 

6.8 

85 

-26 

1.25 

210p 

Kleinwort  Benson  Australian  Inc/closed  end 

-1.1 

16.0 

62 

-16 

NA 

1.73 

Mass  Financial  Intl-Bond/Mass  Finl 

5.8 

8.2 

127 

-23 

7.25 

1.12p 

Merrill  Lynch  Retire  Global-B/ML  Funds 

3.3 

12.3 

267 

-15 

4.00r 

1.74P 

Paine  Webber  Master  Global  Inc/PaineWebber 

2.5 

10.2 

1,099 

0 

5.00r 

1.97 

T  Rowe  Price  International  Bond/Price 

-4.5 

8.6 

263 

-38 

none 

1.20 

Putnam  Global  Governmental/Putnam 

4.3 

10.6 

154 

19 

4.75 

166 

SLH-Global  Bond/Shearson 

3.7 

5.8 

102 

-38 

5.00r 

198 

Templeton  Global  Income  Fund/closed  end 

4.6 

11.4 

983 

-2 

NA 

0.78 

Expense  ratio  is  in  italics  if  the  fund  bos  a  sljoreholder-patd  1 2b- 1  plan  exceeding  0.1%  (hidden  load)  pending  or  in  force     p.  Net  of  panial  absoqjtion  of  expenses  by  fund 
sponsor,     r:  Includes  back-end  load  that  reverts  to  distributor.     NA:  Not  applicable  or  not  available.     'Fund  invests  in  foreign  money  market  instruments;  currency  changes 
caase  reduaion  in  net  asset  value 

Table  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193. 

"Scuddei  helped  me  discover  a 
world  of  investment  opportunity 
^k   through  a  world  class 
^       performer." 


Scudder  Global  Fund,  America's  top  performing  global  fund  for 
the  past  twelve  months,  helps  you  benefit  from  outstanding  growth  opportun- 
ities the  world  over.  To  learn  more  call  1-800-225-2470  ext.  8510.  Minimum  in- 
vestment; $1000.  Scudder  Global  Fund  is  100%  free  of  sales  charges. 


Scudder  Global  Fund 
1-800-225-2470  ext.  8510 

lJ  Yes,  please  send  me  more  information  on  America's 
#  1  global  fund,  Scudder  Global  Fund. 

SCUDDER 

Name 


Address 


Apt. 


City  State        Zip 

175  Federal  Street,  Dept.  851,  Boston,  MA  021 10 


Upper  Analytical  Services,  Inc. .  ranked  the  Fund  s  performance  first  among  the  nation 's  39  global  funds  for  the  one-year  period  ending 
6/30/89.  The  Fund  also  outperformed  the  Morgan  Stanley  World  Index,  an  unmanaged  index  of  1300  stocks.  Foreign  investing  involves 
special  risks,  such  as  currency  fluctuation.  Contact  Scudder  Fund  Distributors,  Inc.,  Underwriter  for  a  current  prospectus  which  contains 
more  complete  information  on  management  fees  and  other  expenses.  Please  read  it  carefully  before  you  invest  or  send  money. 


Annual  Fund  Ratings 


Taxable  bond  funds 

Bond  funds  are  rated  according  to  the  same  formula  as  stock  March  1980.  To  be  rated  at  all,  a  bond  fund  must  have  been  inj 

funds,  with  separate  grades  for  up  and  down  markets.  The  existence  since  April  1983  (two  full  market  cycles).  Oui 

concept:  It's  easy  to  do  well  in  either  bull  markets  (by  buying  benchmark  for  evaluating  bond  funds  is  the  Merrill  Lynd 

long-term  bonds)  or  bear  markets  (by  going  short)  but  hard  to  corporate/government  bond  index.  Municipal  bond  funds  at 

do  well  in  both.  The  rating  period  for  bond  funds  starts  in  listed  separately  starting  on  page  264. 


1 

Rising  markets 

3/31/80  to 
6/30/80 

9/30/81  to 
4/30/83 

5/31/84  to 
8/31/86 

fl 

Declining  markets 

6/30/80  to 
9/30/81 

4/30/83  ID 

5/31/84 

8/31/86  to 
6/30/89 

Ratio  scale 
(100  =  3/31/80) 

200 

' 

150 

r 

/- 

-12% 

+  36% 

1  Lynch 

Government  bond 
id  so  that  the 

80  price  is  100, 

the  market 
gainst  which 

are  measured.              1 

-5% 

.+  15% 
-20' 

The  Merril 
Corporate/ 
index,  scali 
Mar.  31,  19 
determines 
segments  a 
bond  funds 

100 
SO 

'/o 

+  27% 

, 

Performance 

in                   in 
UP             DOWN 
markets 

Fund/distributor 

Total  re 

urn 

Yield 

Assets 

Maximum 

sales 

charge 

t 

Annual , 
expenses 
per  $100 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

6/30/89       %  change 
(millions)      '89  vs  '88 

Merrill  Lynch  corporate/govt  bond  index 
Forbes  bond  and  preferred  stock  composite 

13.7% 
13.4% 

12.6% 
10.1% 

8.7% 
9.9% 

$1.31 

AARP  Income-General  Bond/Scudder 

— ' 

12.6% 

8.1% 

$127 

3% 

none 

$1.15 

AARP  Inc-GNMA  &  US  Treas/Scudder 

— • 

9.1 

8.7 

2,583 

-9 

none 

0.78 

ACM  Government  Income  Fund/closed  end 

— ' 

9.0 

11.9 

506 

-I 

NA 

1.99 

ACM  Government  Securities/closed  end 

» 

10.8 

11.8 

700 

0 

NA 

1.77 

ACM  Government  Spectrum/closed  end 

• 

8.9 

11.2 

283 

-3 

NA 

1.32 

Advantage  Government  Securities/Advest 

» 

7.1 

9.0 

124 

-43 

4.00%  r 

188 

D                 A 

Aim  High  Yield  Securities/AIM 

12.7% 

6.9 

13.8 

71 

-12 

4.75 

144 

Alliance  Bond-High  Yield/Alliance 

» 

6.8 

13.1 

275 

-23 

5.50 

127 

B                 D 

Alliance  Bond-Monthly  Inc  Shs/Alliance 

13.7 

13.2 

9.1 

52 

39 

5.50 

183 

Alliance  Bond-US  Government/ Alliance 

_» 

10.9 

10.4 

533 

1 

5.50 

111 

Alliance  Mortgage  Sees  Income/Alliance 

— • 

7.4 

11.2 

607 

-7 

5.50 

1  II 

B                 C 

American  Capital  Bond  Fund/closed  end 

13.6 

3.8 

10.3 

222 

-4 

NA 

0.68 

C                  B 

American  Capital  Corp  Bond/American  Cap 

13.5 

8.7 

10.4 

248 

19 

4.75 

0.74 

American  Capital  Govt  Sees/ American  Cap 

— • 

12  1 

9.8 

4,933 

-19 

4.75 

0.82 

C                 C 

American  Capital  High  YId  Inv/Ameriean  Cap 

13.0 

4.5 

14.4 

610 

2 

4.75 

0.76 

American  Capital  Income  Trust/closed  end 

— " 

9.5 

12.6 

135 

-1 

NA 

0.93 

•Fund  nol  in  operaiioii  lor  full  period     Kxpt'iLSi  ratio  is  in  lUilia  if  Oje  Ju 
r.  Includes  back-end  load  that  reveas  lo  di-stributor.     NA:  Nos  applicable  or  n 

Table  of  distributors,  showing  addresses  and  telephone 

ui  Ixis  a  ilyardx 
ot  available. 

numbers,  b 

jltkt-paui 

egins  on 

IJh  1  pUoi  axceedmg  01%  (hidden  load)  pending  or  in  futut 
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■^^^^^^^^^^^^^^^^^H 

nanee 

in 
DOWN 
ets 

Fund/distributor 

Total 

return 

Yield 

Assets 

Maximum 

sales 
charge 

Annual 
expenses 
per  $100 

Perfon 

in 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

UP 
mark 

6/30/89 
(millions] 

%  change 
'89  vs  '88 

Merrill  Lynch  corporate/govt  bond  index 
Forbes  bond  and  preferred  stock  composite 

13.7% 
13.4% 

12.6% 
10.1% 

8.7% 
9.9% 

$1.31 

American  Income-US  Govt  Guar/ American  Funds        — * 

8.7% 

9.7% 

$485 

20% 

4.75% 

^0.97 

American  Government  Income/dosed  end 

» 

9.1 

12.8 

139 

1 

NA 

1.40 

American  High-Income  Trust/ American  Funds 

» 

12.0 

11.1 

119 

135 

4.75 

O.lOp 

B 

D 

AMEV  Securities/closed  end 

13.1% 

10.7 

10.4 

112 

2 

NA 

0.83 

C 

B 

AMEV  US  Govt  Securities  Fund/ AMEV 

13.5 

10.1 

9.3 

112 

5 

4.50 

0.87 

A 

C 

Axe-Houghton  Income  Fund/Axe 

14.5 

9.7 

9.7 

63 

8 

none 

1.55 

D 

B 

Babson  Bond  Trust-Long-Term/Jones  &  Babson 

12.8 

12,3 

9.4 

72 

10 

none 

0.97 

Bartlett  Capital-Fixed  Income/Bartlett 

♦ 

10.0 

8.8 

163 

-1 

none 

1.00 

Benham  Government  Inc-GNMA/Benham 

» 

11.3 

8.9 

260 

2 

none 

0.75p 

Benham  Target  Maturities-2015/Benham 

— * 

42.7 

1.5 

166 

NM 

none 

0.70 

•D 

A 

Benham  Treasury  Note  Fund/Benham 

— * 

9.1 

7.6 

82 

47 

none 

0.75p 

C 

B 

Bond  Fund  of  America/ American  Funds 

14.1 

10.8 

9.3 

1,238 

36 

4.75 

0  66 

B 

C 

Bunker  Hill  Income  Securities/dosed  end 

13.7 

11.9 

10.5 

47 

-1 

NA 

1.07 

Cardinal  Government  Guaranteed/Ohio  Co 

» 

9.2 

9.7 

123 

-18 

4.75 

0.74 

B 

A 

Cigna  High  Yield  Fund/Cigna 

15.1 

11.1 

12.0 

300 

14 

5.00 

097p 

B 

C 

Cigna  Income  Fimd/Cigna 

14.0 

12,4 

8.9 

223 

-5 

5.00 

0.95 

C 

B 

Circle  Income  Shares/closed  end 

13.4 

10.8 

10.8 

33 

2 

NA 

0.99 

B 

C 

CNA  Income  Shares/closed  end 

14.5 

10.2 

11.6 

83 

2 

NA 

0.88 

Colonial  Government  Sees  Plus/Colonial 

» 

13.3 

8.3 

2,759 

-15 

6.75 

1  16 

C 

A 

Colonial  High  Yield  Securities/Colonial 

14.1 

8.1 

12.3 

455 

-2 

4.75 

1.17 

C 

D 

Colonial  Income  Trust/Colonial 

12.7 

11.5 

10.2 

162 

-2 

4.75 

1  13 

Columbia  Fixed  Income  Sees/Columbia 

— ' 

12.2 

8.1 

103 

-1 

none 

0.77 

C 

D 

Composite  Income  Fund/Murphey  Favre 

12.1 

6.5 

10.7 

137 

-17 

4.00 

102 

Comstock  Partners  Strategy  Fund/closed  end 

» 

20.6 

7.5 

1,362 

11 

NA 

0.89 

A 

D 

Current  Income  Shares/closed  end 

14.6 

12.8 

9.1 

46 

3 

NA 

1.00 

Dean  Witter  Government  Income/dosed  end 

» 

9.7 

10.5 

539 

-16 

NA 

0.75 

Dean  Witter  Govt  Sees  Plus/Dean  Witter 

♦ 

12.3 

7.7 

1,938 

13 

5.00r 

150 

B 

D 

Dean  Witter  High  Yield  Sees/Dean  Witter 

12.8 

3.4 

16.2 

1,988 

-6 

5.50 

0.47 

Dean  Witter  US  Govt  Securities/Dean  Witter 

It- 

8.6 

9.7 

10,072 

-6 

S.OOr 

1.22 

B 

C 

Delaware  Group  Delchester  H-Y-I/Delaware 

13.9 

9.9 

12.4 

694 

14 

6.75 

0.86 

Delaware  Group  Govt-Govt  Inc/Delaware 

* 

8.7 

8.9 

141 

-13 

4.75 

1.21 

Delaware  Group  Treasury-Inv/Delaware 

— * 

7.7 

8.4 

108 

-22 

none 

090 

Drexel  Series-Government  Secs/Drexel 

* 

10.9 

6.7 

148 

-50 

5.00r 

191 

D 

A 

Dreyfus  A  Bonds  Plus/Dreyfus 

12.3 

14.3 

8.4 

294 

13 

none 

0.94 

Dreyfus  GNMA  Fund/Dreyfus 

* 

7.6 

8.8 

1,628 

-17 

none 

099 

Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.     'Fund  not  in  operation  for  full  period. 
U»i  exceeding  0.1%  (hiMen  load)  pending  or  in  force,     p:  Net  of  panial  absorption  of  expenses 
isuibutor.    MA:  Not  applicable  or  not  available.     NM:  Not  meaningful. 

Table  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on 

Expense  ratio  is  in  italics  if  the  fund  has  a  shareholder-paid  12bl 
by  fund  sponsor,     r:  Includes  back-end  load  that  reverts  to 

page  284.  Rules  and  definitions,  page  193. 
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Annual  Fund  Ratings/Taxable  Bond 


Performance 

in                 in 
UP             DOWN 
markets 

Fund/distributor 

Toul 

return 

Yield 

Assets 

Maximum 

sales 
charge 

Annual 
average 
1980  to 

1989 

Last 

12 

months 

Annu. 

6/30/89 
(millions) 

%  change 
'89  vs  '88 

expens 
per  Sl( 

Merrill  Lynch  corporate/govt  bond  index 
Forbes  bond  and  preferred  stock  composite 

13.7% 
13.4% 

12.6% 
10.1% 

8.7% 
9.9% 

$1.31 

Dreyfus  Strategic  Govt  Inc/closed  end 

— * 

8.7% 

9.4% 

$160 

11% 

NA 

$0.92 

Eaton  Vance  Govenmient  Obiig/Eaton  Vance 

» 

9.7 

9.9 

304 

-14 

4.75% 

119 

F 

A  + 

1838  Bond-Debenttire  Trading'/closed  end 

15.6% 

14.5 

8.9 

54 

4 

NA 

1.21 

Equitec  Siebel  US  Govt  Secs/Equitec 

— ' 

6.8 

9.8 

299 

56 

5.00r 

207s 

B 

F 

Excelsior  Income  Shares/closed  end 

12.5 

11.3 

7.6 

39 

3 

NA 

1.07 

Federated  GNMA  Trust/Federated 

— • 

12.3 

9.0 

1,581 

-17 

none 

0.53 

C 

B 

Federated  High  Income  Securities/Federated 

13.6 

11.8 

12.7 

384 

4 

4.50 

1.05 

Federated  High  Yield  Trust/Federated 

— ' 

10.6 

13.4 

219 

-9 

none 

0.75- 

Federated  Income  Trust/Federated 

— * 

9.7 

9.1 

1,102 

-19 

none 

0.521 

Federated  Intermediate  Govt/Federated 

— • 

9.2 

8.2 

1,162 

-18 

none 

0.47a 

Federated  Short-Intermed  Govt/Federated 

— • 

8.3 

8.3 

1,987 

-31 

none 

O.47I 

C 

D 

Fidelity  Flexible  Bond  Fund/Fidelity 

12.2 

11,9 

8.7 

362 

13 

none 

0.661 

Fidelity  Ginnie  Mae/Fidelity 

— • 

!0.8 

8.1 

641 

-12 

none 

0.871 

D 

B 

Fidelity  Govenmient  Securities/Fidelity 

114 

10,1 

8.3 

555 

-13 

none 

O.79I 

A 

A 

Fidelity  High  Income  Fund/Fidelity 

15.5 

9.5 

12.2 

1,976 

21 

none 

O.77I 

D 

A 

Fidelity  Intermediate  Bond  Fund/Fidelity 

12.7 

10.2 

8.8 

565 

21 

none 

O.62I 

Fidelity  Mortgage  Securities/Fidelity 

— • 

10.3 

8.1 

428 

-12 

none 

O.90I 

Fidelity  Short-Term  Bond/Fidelity 

— • 

8.3 

8.7 

226 

-42 

none 

0.8H 

Fidelity  Short-Term  Government/Fidelity 

— • 

8.8 

8.2 

125 

882 

none 

O.21I 

First  Boston  Income  Fund/closed  end 

• 

11.0 

10.3 

211 

0 

NA 

O.95I 

D 

C 

First  Investors  Bond  Appreciation/First  Inv 

11.1 

0.4 

12.5 

184 

-16 

7.25 

/.2.2H 

D 

C 

First  Investors  Fund  lor  Income/First  Inv 

11.1 

7.3 

13.1 

1,681 

-3 

8.50 

aasH 

First  Investors  Government  Fund/First  Inv 

• 

10.0 

8.6 

237 

-21 

7.25 

0.9S 

First  Investors  High  Yield  Fund/First  Inv 

_■ 

50 

12,5 

736 

95 

7.25 

/.3H 

First  Trust-US  Government/Brown  &  Assoc 

— ' 

10.8 

8.7 

244 

-5 

2.50 

o^B 

A  + 

F 

Fort  Dearborn  Income  Securities/closed  end 

15.1 

14.1 

8.8 

107 

4 

NA 

0.80I 

C 

B 

Franklin  AGE  High  Income  Fund/Franklin 

13.5 

7.9 

13.5 

2,323 

23 

4.00 

0.5» 

D 

D 

Franklin  US  Government  Sees/Franklin 

11.5 

9.5 

10.0 

11,455 

-8 

4.00 

o.sfl 

Freedom  Inv-Govt  Plus/Freedom 

• 

11.6 

7.4 

149 

-10 

3.00r 

13^ 

C 

D 

Fund  for  US  Govt  Securities/Federated 

126 

11.5 

9  1 

1,065 

-8 

4.50 

0.9A 

Government  Income  Securities/Federated 

• 

11.0 

8.7 

1,435 

-18 

1.75r 

0.88V 

B 

C 

|ohn  Hancock  Bond  Trust/Hancock 

13.5 

12.2 

9.4 

1,127 

1 

8.50 

o.scB 

A  + 

D 

John  Hancock  Income  Securities/closed  end 

14.7 

12.6 

9.3 

150 

4 

NA 

0.7CB 

C 

B 

John  Hancock  Investors  Trust/closed  end 

14.3 

12.2 

9.4 

148 

1 

NA 

0.7(H 

|ohn  Hancock  US  Govt  Guar  Mort/Hancock 

» 

106 

8.9 

362 

-12 

8.50 

o.s-* 

•Fund  not  in  ()|XTation  for  full  peruxl     I^xptim-  ratio  u  in  italics  if  tlx' Jiouilxis  a  sIxavtxMerpaui  IJh  J 
pani.il  absorption  of  expenses  by  fiind  spoPM.r     r  Includes  back  end  load  ihai  reverts  co  distributor 
Debenture  Trading  Fund. 

pliin  exccedin/i  01%  Ihuideti  load)  pending  or  in  force     p  Net 
NA:  Not  applicable  or  not  available.     'Formerly  Drexel  Boi 

Table  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193.   1( 
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Sarmaiiee 

in 
DOWN 
naikets 

Fund/distributoi 

Total 

return 

Yield 

Assets 

Maximum 

sales 
charge 

Annual 
expenses 
per  $100 

Perl 

in 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

UP 

6/30/89 
(millions) 

%  change 
'89  vs  '88 

Merrill  Lynch  Corporate/govt  bond  index 
Forbes  bond  and  preferred  stock  composite 

13.7% 
13.4% 

12.6% 
10.1% 

8.7% 
9.9% 

$1.31 

D 

B 

John  Hancock  US  Govt  Securities/Hancock 

11.5% 

9.3% 

8.6% 

$186 

-8% 

8.50% 

$1.02 

B 

B 

Hatteras  Income  Securities/dosed  end 

14.2 

11.8 

9.7 

51 

1 

NA 

0.99 

High  Income  Advantage  Trust/closed  end 

* 

4.6 

14.3 

271 

-4 

NA 

0.87 

Home  Investors  Govt  Guar  Inc/Integrated 

* 

10.0 

8.8 

164 

-11 

5.00r 

1.78 

D 

C 

LAI  Bond  Fund/LAI  Funds 

12.1 

13.3 

7.1 

66 

47 

none 

0.90p 

B 

C 

IDS  Bond  Fund/IDS 

14.4 

13.2 

9.1 

1,798 

2 

5.00 

0.76 

IDS  Extra  Income  Fund/IDS 

* 

9.6 

11.9 

1,334 

14 

5.00 

0.81 

IDS  Federal  Income  Fund/IDS 

» 

8.4 

8.0 

183 

0 

5.00 

0.79 

A 

C 

IDS  Selective  Fund/IDS 

14.2 

12.1 

8.6 

1,112 

0 

5.00 

0.78 

IDS  Strategy-Income/IDS 

— ' 

9,9 

7.2 

192 

22 

5.00r 

168 

B 

D 

INA  Investment  Securities/closed  end 

13.5 

12.6 

9.6 

87 

2 

NA 

1.18 

A 

D 

Independence  Square  Income  Sees/closed  end 

14.3 

17.3 

9.0 

32 

7 

NA 

0.86 

A 

C 

InterCapiuI  Income  Securities/closed  end 

15.0 

12.3 

10.8 

221 

4 

NA 

0.67 

Investment  Port-Govt  Pius/Kemper 

* 

8.7 

10.1 

6,120 

-4 

5.00r 

199 

Investment  Port-High  Yield/Kemper 

»■ 

7.5 

12.0 

848 

83 

S.OOr 

2.01 

Kemper  High  Income  Trust/dosed  end 

» 

6.0 

13.2 

210 

-A 

NA 

1.28 

B 

A  + 

Kemper  High  Yield  Fund/Kemper 

16.3 

9.1 

12.9 

1,595 

111 

4.50 

0.58 

C 

C 

Kemper  Income  &  Capital  Preserv/Kemper 

13.0 

11.0 

10.7 

370 

25 

4.50 

0.65 

C 

D 

Kemper  US  Government  Secs/Kemper 

12.1 

10.9 

9.9 

4,372 

-1 

4.50 

0.48 

Keystone  America  High  Yld  Bond/Keystone 

" » 

9.3 

12.0 

146 

30 

4.00r 

1.78P 

C 

D 

Keystone  Custodian  B-1/Keystone 

11.9 

10.5 

8.3 

425 

-9 

4.00b 

1.75 

c 

C 

Keystone  Custodian  B-2/Keystone 

12.6 

9.3 

10.0 

987 

12 

4.00b 

186 

D 

C 

Keystone  Custodian  B-4/Keystone 

12.6 

6.9 

13.2 

1,228 

-2 

4.00b 

194 

Kidder,  Peabody  Government  Inc/Kidder 

— * 

9.7 

8.1 

114 

-12 

5.001 

1.74 

D 

D 

Lexington  GNMA  Income  Fund/Lexington 

10.7 

12.0 

8.6 

95 

-10 

none 

1.07 

D 

A  + 

Lincoln  Natl  Direct  Placement/dosed  end 

16.2 

11.1 

8.0 

71 

2 

NA 

0.97 

D 

A 

Lord  Abbett  Bond-Debenture/Lord  Abbett 

13.8 

10.0 

10.7 

714 

-6 

7.25 

0.64 

D 

A 

Lord  Abbett  US  Govt  Sees/Lord  Abbett 

13.9 

10.1 

10.9 

1,152 

27 

4.75 

0.88 

Lutheran  Brotherhood  High  Yield/Lutheran 

» 

10.1 

11.7 

149 

62 

5.00 

1.21p 

A 

B 

Lutheran  Brotherhood  Income/Lutheran 

15.3 

14.3 

9.1 

737 

3 

5.00 

1.03p 

MacKay-Shields  MainStay-Govt  +/NYLife 

* 

11.6 

9.9 

508 

19 

S.OOr 

2.00 

MacKay-Shields  MainStay-H-Y  Corp/NYLife 

» 

11.1 

15.4 

178 

70 

S.OOr 

220 

B 

D 

Mass  Financial  Bond  Fund/Mass  Finl 

13.2 

10.4 

8.8 

316 

2 

7.25 

0.83 

B 

B 

Mass  Financial  High  Inc-Series  1/Mass  Finl 

14.4 

10.5 

12.8 

821 

-13 

7.25 

0.87 

D 

i 

A  + 

MassMutual  Corporate  Investors/closed  end 

17.3 

11.8 

7.0 

136 

4 

NA 

2.43 

|?uncl  not  in  operation  for  full  period.    Expense  ratio  is  in  italics  if  the  fund  has  a  shareholder -paid  1 2b- 1  plan  exceeding  0J%  (hidden  load)  pending  cr  in  force 
lartial  absorption  of  expenses  by  fund  sponsor,     r:  Includes  back-end  load  that  reverts  to  distributor.     NA;  Not  applicable  or  not  available. 

jrable  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page 

p:  Net  of 

193. 
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In  1974,  the  ^0  SAMSUNG  GROUP  sold  $0.5  million  worth  of  semiconductors.  By  1988  it  h,] 
increased  sales  to  $905  million  a  year;  making  it  the  fastest-growing  producer  in  the  worl 


3  ONLY  THE  BEGINNING. 


Annual  Fund  Ratings/Taxable  Bond 

1 

Perfonnaiice 

in                 in 
UP            DOWN 
markets 

Fund/distributor 

Total 

return 

Yield 

Assets 

Maximum 

sales 

charge 

Aimual 
average 
1980  to 

1989 

Last 

12 

months 

Annua 

6/30/89 
(millions) 

%  change 

89  vs  '88 

expenst 

perSlfi 

Merrill  Lynch  corporate/govt  bond  index 
Forbes  bond  and  preferred  stock  composite 

13.7% 
13.4% 

12.6% 
10.1% 

8.7% 
9.9% 

$1.31 

D 

A 

Merrill  Lynch  Corp-High  Inc-A'/ML  Funds 

13.7% 

9.5% 

12.4% 

$788 

2% 

4.00% 

$0.66 

•B 

•C 

Merrill  Lynch  Corp-High  Qual-A'/ML  Funds 

— * 

12.2 

8.9 

334 

30 

4.00 

0.64 

•C 

•C 

Merrill  Lynch  Corp-lntermed/ML  Funds 

— * 

10.4 

8.9 

86 

-14 

2.00 

0.70 

Merrill  Lynch  Federal  Securities/ML  Funds 

— * 

10.6 

9.5 

2,839 

-25 

4.00 

0  74 

Merrill  Lynch  Retire/lncome/ML  Funds 

— * 

9.8 

8.8 

1,735 

-10 

4.00r 

1  42 

MetLife-State  Street  Govt  Inc/MetLife 

— * 

9.8 

9.5 

1,274 

-25 

none 

104 

MetLife-State  Street  High  Income/MetLife 

— ' 

12.0 

11.8 

107 

128 

4.50 

125M 

MFS  Government  Guar  Sees/Mass  FinI 

— * 

9.9 

9.0 

355 

-9 

4.75 

1  40 

MFS  Government  Markets  Inc/closed  end 

— * 

9.6 

10.7 

854 

-3 

NA 

1.10 

MFS  Government  Sees  Hi  YId/Mass  Finl 

--' 

12.1 

7.7 

1,333 

2 

4.75 

I38f 

MFS  Intermediate  Income/closed  end 

— ' 

7.2 

9.4 

1,766 

-4 

NA 

1.07 

MFS  Lifetime  Govt  Inc  Plus/Mass  Finl 

— • 

9.4 

6.6 

3,397 

22 

6.00r 

2  011 

MFS  Lifetime  High  Income  Trust/Mass  Finl 

— * 

85 

9.9 

149 

25 

6.00r 

217f 

MFS  Lifetime  Mngd  Muni  Bond/Mass  Finl 

— • 

12.7 

6.1 

315 

44 

6.00r 

2  09 

MFS  Multimarket  Income  Trust/closed  end 

— • 

8.4 

10.6 

1,048 

-5 

NA 

1.12 

•D 

•D 

Midwest  Income-Intermed  Govt/MGF 

— • 

86 

7.7 

44 

-20 

2.00 

103 

B 

D 

Montgomery  Street  Income  Sees/closed  end 

13.8 

9.6 

9.9 

151 

-1 

NA 

0.51 

F 

A 

Mutual  of  Omaha  America/Mutual  of  Omaha 

11.0 

12.9 

8.3 

51 

-5 

none 

1.03 

: 

A  + 

B 

Mutual  of  Omaha  Interest  Shares/closed  end 

15.:' 

12.9 

11.0 

95 

3 

NA 

0.85 

C 

F 

National  Bond  Fund/National  Sees 

10.7 

6.8 

13.3 

669 

-25 

7.25 

0.94 

National  Federal  Securities/National  Sees 

• 

9.9 

10.3 

583 

-30 

6.75 

0.94 

•C 

D 

Nationwide  Bond  Fund/Nationwide 

• 

11.8 

8.9 

36 

2 

7.50 

0.68 

Neuberger  &  Berman  Ltd  Mat  Bond/Neuberger 

— • 

9.0 

7.9 

105 

-17 

none 

0.63 

1 

1 

New  America  High  Income/closed  end 

• 

2.0 

19.4 

365 

-7 

NA 

1.3( 

D 

C 

New  England  Bond  Income/New  England 

122 

9.6 

7.1 

72 

12 

6.50 

1  20 

New  England  Government  Sees/New  England 

_» 

10.0 

7.5 

180 

-^ 

6.50 

124 

C 

C 

Nicholas  Income  Fund/Nicholas 

13.2 

7.9 

10.1 

80 

6 

none 

0.83 

A 

D 

Northeast  Investors  Trust/Northeast  Inv 

14.5 

7.7 

13.4 

405 

6 

none 

0.72 

D 

B 

Oppenheimer  High  Yield  Fund/Oppenheimer 

12.9 

8.9 

12.5 

862 

I 

6.75 

0.88 

■ 

Oppenheimer  Multi  Sector  Inc/closed  end 

— ' 

7,4 

9.6 

306 

-2 

NA 

1.01 

Oppenheimer  US  Govenunent/Oppenheimer 

— • 

8.4 

8.8 

232 

14 

4.75 

/e;- 

B 

C 

Pacific  American  Income  Shares/closed  end 

14.5 

9.7 

10.2 

103 

16 

NA 

0.94 

I 

PaineWebber  Fixed  Inc-GNMA/PaineWebber 

» 

9.7 

7.9 

1,034 

-J2 

4.25 

0.67 

PaineWebber  Fixed  Inc-Hi  Yld/PaineWebber 

* 

5.2 

13.0 

427 

^I 

4.25 

0.70 

PaineWebber  Fixed  Inc-lnv  Gr/PaineWebber 

— • 

10.9 

7.8 

283 

-30 

4.25 

0  70 

•Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.     'Fund  not  in  operation  for  full  period.    E<f)ense  ratio  k  m  tlalta.  ij  Ox  fund  Ixts.  a  shareholder  paui  iJb 
plan  exceeding  01%  Ojidden  load)  pendtnu  "r  in  force     p   Net  of  panial  absorption  of  expeases  b\  fund  sponsor     r;  Includes  back-end  load  that  reverts 
di-stributor.     NA;  Not  applicable  or  not  .ivailable      'Fund  has  two  cUsses  of  stock,  one  with  a  front -end  load  and  one  with  a  back-end  load  Shown  are  combined  .Lssets  1 
entire  fund;  load  and  expense  data  are  for  the  iniual  class  of  shares 

k 

Table  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193 
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'%a  ^ 


BEST      BEST      BEST 


EM 


Jome  of  our  best  advertising  isn't  advertising. 


'   If  good  press  makes  good  advertising, 
)rd  Taurus  has  had  some  of  the  best.  Every 
jar  since  Taurus  was  introduced,  Car  and 
nVer  magazine  has  included  it  on  their  exclu- 
ve  "Ten  Best  Cars"  list.  They  have  also  said, 
liars  as  good  as  the  Ford  Taurus  roll  forth 
ice  per  generation." 

We  appreciate  such  rave  reviews,  but  we 
so  seek  another  type  of  recognition  that's 
/en  more  important.  The  one  that  comes 
om  the  buying  public.  And  year  after  year 
le  public,  like  the  press,  keeps  casting  its 
Dtes  for  Taurus. 

So,  considering  the  glowing  praise  and 
insistent  sales  success,  we've  come  to  a 

u  kle  up-together  we  can  save  lives. 


simple  conclusion.  One  of  the  best  advertise- 
ments for  Ford  Taurus  is  Ford  Taurus  itself. 

Transferable  6/60  Powertrain  Warranty. 

Covers  you  and  future  owners,  with  no 
transfer  cost,  on  major  powertrain  compo- 
nents for  6  years/ 60,000  miles.  Restrictions 
and  deductible  apply.  Ask  to  see  this  limited 
warranty  at  your  Ford  Dealer. 

Quality  is  Job  1. 

Our  goal  is  to  build  the  highest  quality 
cars  and  trucks  in  the  world. 

Ford  Taurus      ^,^-=^ 

Have  you  driven  a  Ford . . .  lately?   (y^L/X/T'^c^^ 


Annual  Fund  Ratings/Taxable  Bond 


Performaiice 

in                 in 
UP             DOWN 
markets 

Fund/distributor 

Total 

return 

Yield 

Assets 

6/30/89       %  change 

(millions)      '89  vs  '88 

Maximum 

sales 

charge 

Annual 
average 

1980  to 
1989 

Last 

12 

months 

Annua 
expense 
per $10 

Merrill  Lynch  corporate/govt  bond  index 
Forbes  bond  and  preferred  stock  composite 

13.7% 
13.4% 

12.6% 
10.1% 

8.7% 
9.9% 

$1.31 

Paine  Webber  Master  Income/PaineWebber 

— * 

10.1% 

7,0% 

S224 

-27% 

5.00r% 

Si  87 

•C 

•B 

Phoenix  High  Yield  Fund/Phoenix 

— * 

9.3 

11.9 

158 

2 

4.75 

0.88 

Pilgrim  GNMA  Fund/Pilgrim 

— * 

10.0 

9.4 

145 

-21 

4.75 

lOOf. 

C 

B 

Pilgrim  High  Yield  Trust/Pilgrim 

13.0% 

7.6 

13.1 

35 

-24 

4.75 

176 

Pilgrim  Preferred  Fund/Pilgrim 

— * 

-1.1 

16.6 

113 

-26 

2.25 

114l\ 

Pilgrim  Prime  Rate  Trust '/closed  end 

— * 

10.8 

10.3 

480 

NM 

3.00 

LIS    ' 

D 

B 

Pioneer  Bond  Fund/Pioneer 

12.6 

11.2 

8.9 

64 

20 

4.50 

0.80 

T  Rowe  Price  GNMA  Fund/Price 

— * 

9.9 

9.4 

359 

-5 

none 

0.94 

T  Rowe  Price  High  Yield  Fund/Price 

— • 

10.7 

12.7 

1,260 

31 

none 

0.951 

F 

A 

T  Rowe  Price  New  Income  Fund/Price 

10.9 

10.4 

9.3 

973 

18 

none 

0.91 

T  Rowe  Price  Short-Term  Bond/Price 

— • 

7.8 

8.5 

215 

-26 

none 

0.94 

Pru-Bache  GNMA  Fund/Pru-Bache 

— * 

8.0 

7,4 

224 

-12 

5.00r 

1  52 

Pru-Bache  Government  Plus/Pru-Bache 

— ' 

104 

7.3 

3,825 

-6 

5.00r 

135 

Pru-Bache  Government  Plus  II/Pru-Bache 

— • 

15.3 

7.0 

174 

-5 

5.00r 

206 

Pru-Bache  Govt  Secs-Intermed/Pru-Bache 

— • 

8.7 

10.1 

428 

-19 

none 

089 

C 

B 

Pru-Bache  High  Yield  Fund/Pru-Bache 

13.4 

7.4 

11.2 

2,863 

18 

5.00r 

130 

Prudential  Intermediate  Income/closed  end 

— • 

8,7 

10.3 

461 

1 

NA 

0.97 

Prudential  Strategic  Income/closed  end 

— • 

80 

11.9 

601 

-3 

NA 

0.95 

Putnam  GNMA  Plus  Trust/Putnam 

— • 

10.2 

8.1 

1,075 

-29 

4.75 

101 

Putnam  High  Inc  Convert  &  Bond/closed  end 

— • 

8.9 

102 

106 

-2 

NA 

1.18 

Putnam  High  Income  Govt/Putnam 

— • 

109 

8.7 

8,307 

-19 

6.75 

0  75 

B 

B 

Putnam  High  Yield  Trust/Putnam 

15.1 

9.9 

13.1 

2,493 

6 

6.75 

0.61 

Putnam  High  Yield  Trust  Il/Putnam 

— • 

10.5 

11.9 

434 

14 

6.75 

107 

B 

C 

Putnam  Income  Fund/Putnam 

144 

118 

97 

381 

10 

6.75 

0.76 

Putnam  Intermediate  Govt  Inc/closed  end 

-• 

8,9 

8,9 

557 

0 

NA 

NA 

Putnam  Master  Income  Trust/closed  end 

— • 

21.4 

20.3 

507 

-1 

NA 

NA 

Putnam  Master  Intermediate  Inc/closed  end 

— • 

7.9 

114 

361 

-4 

NA 

NA 

Putnam  Premier  Income  Trust/dosed  end 

— • 

124 

9.9 

1,280 

0 

NA 

NA 

Putnam  US  Govt  Guaranteed  Sees/Putnam 

— • 

9.8 

9.8 

1,374 

1 

4.75 

0.61 

F 

D 

Revere  Fund/clused  end 

7    1 

-12,8 

12,7 

l-r 

-22 

NA 

1.3^ 

Scudder  GNMA  Fund/Scuddet 

— • 

9.7 

8,7 

253 

0 

none 

^ToW 

C 

C 

Scudder  Income  Fund/Scudder 

131 

12.3 

8.3 

264 

9 

none 

0.94l~ 

D 

A 

Security  Income-Corporate  Bond/Security  Dist 

12.3 

10.6 

10.0 

55 

7 

475 

/OZV 

•D 

B 

Sentinel  Bond  Fund/Equity 

— • 

12.3 

8.8 

28 

6 

8.50 

0.97l~ 

A 

F 

Sigma  Income  Shares/Sigma 

12.6 

6.2 

8.0 

36 

3 

4.50 

094!' 

•fund  rated  for  two  periods  only;  maximum  allow-able  Krade  A     'Kund  nrt  in  operation  for  full  period     Eyfutise  ratio  is  m  iiaJics  if  the  fmul  Ims  a  slxireholderpaid  I^KT 
plan  exceeding  01%  (huUUm  load)  penJui^  or  in  furcr     p   Net  of  partial  abvirpiion  of  expenses  b\   fund  sponsor     r:  Includes  back-end  load  that  revernB 
distributor     NA:  Not  applicable  or  r,ot  a\ailablc     'U-gaih-  a  closed  end  investment  company  that  acts  like  an  open  end  monev  fimd.                                                    1 B 

1 
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nance 

in 
DOWN 
ets 

Fund/distributor 

Total 

return 

Yield 

Assets 

Maximum 

sales 

charge 

Annual 
expenses 
per  $100 

Perfon 

in 

UP 
mark 

Annual 

average 

1980  to 

1989 

Last 

12 

months 

6/30/89 
(millions) 

%  change 

'89  vs  '88 

Merrill  Lynch  corporate/govt  bond  index 
Forbes  bond  and  preferred  stock  composite 

13.7% 
13.4% 

12.6% 
10.1% 

8.7% 
9.9% 

$1.31 

•A 

•B 

SLH  High  Yield  Fund/Sheatson 

— * 

7.5% 

13.0% 

$507 

-3% 

5.00% 

$0.73 

SLH-High  Income/Shearson 

— * 

7.7 

11.4 

610 

49 

S.OOr 

162 

SLH  Investment-Govt  SecsVShearson 

— * 

11.7 

8.4 

2,385 

-30 

S.OOr 

1  34p 

SLH  Investment-Inv  Grade^  Bond/Shearson 

— * 

14.1 

8.2 

507 

-19 

S.OOr 

1  22p 

SLH  Managed  Govt/Shearson 

— * 

8.7 

8.9 

623 

-32 

5.00 

0.77 

Smith  Barney-US  Government/Smith  Barney 

— * 

12.2% 

9.1 

331 

-5 

4.00 

0.42 

D 

B 

State  Mutual  Securities  Trust/closed  end 

12.9% 

10.6 

10.2 

91 

0 

NA 

0.83 

SteinRoe-High  Yield  Bonds/Stein  Roe 

— * 

11.1 

9.9 

110 

14 

none 

0.89 

^ 

D 

SteinRoe-Managed  Bonds/Stein  Roe 

12.1 

10.9 

8.5 

165 

2 

none 

0.74 

Strong  Income  Fund/Strong 

— • 

11.9 

10.6 

252 

51 

none 

1.20 

Thomson  McKinnon-Income/Thomson 

— ' 

7.1 

10.1 

620 

21 

5.00r 

160 

Thomson  McKinnon-US  Govt/Thomson 

— * 

9.9 

8.9 

630 

-18 

5.00r 

1  70 

Transamerica  Bond-US  Govt  Hi  Yld/Transamerica       — * 

10.8 

10.2 

1,123 

-20 

4.75 

109 

A  + 

C 

Transamerica  Income  Shares/closed  end 

16.0 

14.5 

9.5 

122 

4 

NA 

0.68 

•A 

•D 

Transamerica  Inv  Quality  Bond'/Transamerica 

» 

10.2 

9.6 

107 

-16 

4.75 

1  16 

20th  Century  US  Govemments/20th  Century 

» 

8.3 

9.2 

428 

1 

none 

1.00 

A 

C 

United  Bond  Fund/Waddell 

14.8 

12.5 

8.9 

369 

11 

8.50 

0.65 

United  Government  Securities/Waddell 

♦ 

11.1 

8.3 

111 

-19 

4.25 

0.76 

B 

C 

United  High  Income  Fund/Waddell 

13.8 

8.9 

13.1 

1,250 

0 

tt 

0.73 

United  High  Income  Fund  U/Waddell 

* 

8,3 

11.9 

322 

35 

8.50 

0.84 

USAA  Mutual-Income  Fund/USAA 

* 

13.7 

9.2 

319 

17 

none 

0.61 

A 

D 

USLife  Income  Fund/closed  end 

13.7 

12.8 

9.4 

52 

3 

NA 

1.29 

•B 

•C 

Value  Line  US  Govenmient  Sees/Value  Line 

» 

9.1 

9.2 

246 

-6 

none 

0.66 

Van  Kampen  Merritt  Hi  Yld/Van  Kampen 

* 

8.1 

12.6 

354 

44 

4.90 

129 

Van  Kampen  Merritt  US  Govt/Van  Kampen 

* 

10.9 

8.4 

3,670 

-21 

4.90 

0.71 

•B 

•A 

Vanguard  Fixed  Income-GNMA/Vanguard 

t 

11.7 

9.1 

1,994 

6 

none 

0.35 

C 

A 

Vanguard  Fixed  Income-High  Yld/Vanguard 

13.9 

9.2 

12.4 

1,282 

16 

none 

0.41 

C 

B 

Vanguard  Fixed  Income-Inv  Gr/Vanguard 

13.7 

15.6 

8.9 

826 

28 

none 

0.38 

Vanguard  Fixed  Income-S-T/Vanguard 

» 

9.5 

8.3 

526 

2 

none 

0.34 

Vanguard  Fixed  Inc-US  Govt  S-T/Vanguard 

» 

9.5 

8.5 

179 

195 

none 

0.32 

Vanguard  Fixed  Inc-US  Tteas/Vanguard 

* 

18.2 

7.9 

310 

210 

none 

0.36 

A 

D 

Vanguard  Preferred  Stock  Fund/Vanguard 

14.4 

16.5 

6.2 

72 

-13 

none 

0.69 

•C 

B 

Venture  Income  ( + )  Plus/Venture 

— * 

5.9 

14.1 

52 

-19 

4.75 

1.19 

A 

C 

Vestaur  Securities/closed  end 

14.7 

14.1 

8.6 

91 

2 

NA 

1.00 

Zenith  Income  Fund/closed  end 

* 

7.6 

14.5 

168 

0 

NA 

1.10 

•Fund  rated  for  wo  periods  only;  maximum  allowable  grade  A.     *Fund  not  in 
>lan  exceeding  01%  (hidden  load)  pending  or  in  force     p;  Net  of  pan 
listributor     NA:  Not  applicable  or  not  available     ttclosed  to  new  investors 
lend  &  Income  Fund.     'Formerly  Criterion  Bond  Investment  Quality-  Fund 

fable  of  distributors,  showing  addresses  and  telephone 

operation  for  full  period     Expense  ratio  is  in  italics  if  the  futzd  has  a  sl)arelx>lderpaid  12b-l 
iai  absorption  of  expenses  b\'  fund  sponsor,     r:  Includes  back-end  load  tliat  revens  to 
'Formerly  Mutton  Investment  Government  Securities  Fund     ■^Formerly  Mutton  Investment- 
numbers,  begins  on  page  284.  Rules  and  definitions,  page  193. 
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Annual  Fund  Ratings 


Municipal  bond  funds 


We  rate  tax-exempt  bond  funds  over  the  five-year  period  June      grades  on  the  curve.  Ditto  for  the  down-market  calculati 
30,  1984  to  June  30,  1989.  Our  benchmark  is  the  Shearson      Some  adjustment  is  made  to  compensate  one-state  munici 
Lehman  municipal  bond  index.  Each  month  in  the  period  is      bond  funds  for  their  handicap  in  buying  only  local  bonds, 
pegged  as  bearish  or  bullish,  according  to  the  performance  of      general,  a  short-term  fund  can  be  expected  to  get  an  A  or  I 
the  Shearson  index.  For  each  rated  fund  a  composite  bull-      down  markets  and  a  D  or  F  in  up  markets.  The  reverse  is  t 
market  performance  is  calculated  and  the  funds  are  awarded      for  long-term  funds. 

Perfonnance 

in           in 

UP    DOWN 

— markets —  Fund/distributor 

Date 
started 

Latest  12  months 
return 
from 
total              income 
return            dividends 

Total 

assets 

Maximum 

sales 

charge 

Annua 
expens« 
per  $10 

6/30/89 
(millions) 

%  change 

'89  vs  '88 

Shearson  Lehman  municipal  bond  index 
Forbes  municipal  bond  composite 

11.4% 
12.1% 

7.8% 
6.7% 

$0.79 

AARP  Insured  T-F  Inc-Genl  Bond/Scuddet 

11/84 

15.0% 

6.4% 

$495 

72% 

none 

$0.83 

Alliance  Muni  Income-Calif/ Alliance 

12/86 

14.0 

7.1 

68 

184 

4.00% 

OAOp 

Alliance  Muni  Income-Ins  Calif/Alliance 

11/85 

13.5 

6.5 

46 

9 

4.00 

0S4p 

Alliance  Muni  Income-Ins  Natt/Alliance 

12/86 

13.5 

66 

108 

3 

4.00 

106 

Alliance  Muni  Income-Natl'/Alliance 

12/86 

13.5 

7.3 

112 

188 

4.00 

OAOp 

Alliance  Muni  Income-NY/Alliance 

12/86 

13.9 

7.2 

58 

190 

4.00 

0  43p 

Allstate  Municipal  Income/closed  end 

9/87 

13.4 

7.5 

329 

6 

NA 

0.76 

Allstate  Municipal  Income  Il/closed  end 

5/88 

12.9 

7.4 

283 

5 

NA 

0.82 

B 

D 

American  Capital  Muni  Bond/ American  Cap 

11/76 

15  1 

7.3 

1^6 

28 

4.75 

0.70 

American  Capital  T-E^Hi  YId/American  Cap 

1/86 

10.0 

8.5 

235 

28 

4.75 

0  94p 

American  Funds  Tax-Ex  I-Md/ American  Funds 

8/86 

10.6 

60 

29 

12 

4.75 

0  61p 

American  Funds  Tax-Ex  I-Va/ American  Funds 

8/86 

10.8 

6.0 

30 

23 

4.75 

0  61p 

American  Funds  T-E  II-Cali(/ American  Funds 

10/86 

12.0 

6.0 

66 

64 

4,75 

0  93 

Benham  Calif  Tax-Free-High  YId/Benham 

1/87 

12.6 

7.5 

30 

196 

none 

OOOp 

Benham  Calif  Tax-Free-Insured/Benham 

1/87 

13.3 

6.5 

41 

47 

none 

0.65 

D 

B 

Benham  Calif  Tax-Free-lntermed/Benham 

11/83 

6.6 

6.2 

170 

7 

none 

0.62 

C 

D 

Benham  Calif  Tax-Free-L-T/Benham 

11/83 

US 

6.9 

177 

12 

none 

0.60 

C 

B 

California  Tax-Exempt  Bonds/National  Sees 

5/83 

13.2 

6.9 

108 

19 

4.50 

0.73 

California  Tax-Free  Income/California  Inv 

12/8=; 

12.9 

7,0 

60 

57 

none 

060p 

F 

A  + 

Calvert  Tax-Free  Reser\es-Limited/Calvert 

4/81 

6.6 

6.0 

133 

-16 

2.00 

081 

Churchill  T-F  Fund  of  Kentucky/Aquila 

5/87 

12.3 

69 

26 

81 

4.00 

O.lOp 

A 

F 

Cigna  Municipal  Bond  Fund/Cigna 

3/77 

13.2 

7.1 

256 

8 

5.00 

0H9 

Colonial  California  Tax-Exempt/Colonial 

6/86 

11.2 

6.9 

150 

22 

4.75 

0  66f. 

Colonial  Massachusetts  Tax-Ex/Colonial 

4/87 

10.4 

7  1 

30 

159 

4.75 

022p 

Colonial  Municipal  Income  Trust/closed  end 

3/87 

8.7 

8.9 

235 

1 

NA 

0.87 

Colonial  Ohio  Tax-Exempt  Trust/Colonial 

9/86 

11.3 

6.3 

28 

1 

4.75 

12S, 

D 

A 

Colonial  Tax-Exempt-High  Yield/Colonial 

11/78 

9.6 

7.6 

1,506 

11 

4.75 

106 

Colonial  Tax-Exempt-Insured/Colonial 

12/85 

11.6 

66 

118 

16 

4.75 

1  12 

ExpetL^e  ratio  is  tit  itaJia:  ifllx/unJlKis  a  sl}aniH>hkr  f>aij  IJIil  plun  excfeUiiifi  0  1%  (huUleti  Uxtd )  pciuimn  or  in  force     p  Ni-i  of  panial  absorption  of  expenses  bv  !■ 
sponsor.     NA  Not  applicable  or  not  available      'Fornierlv  Alliance  T-K  Inavtie-High  Income  Fund                                                                                                         IB 

Table  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193.  W 
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rformance 
1        in 

Date 
Fund/distributor                                                   started 

Latest  12  months 
return 
from 
total               income 
rettxm           dividends 

Total 

assets 

Maximimi 

sales 

charge 

Aimual 
expenses 
per  $100 

?    DOWN 
markets— 

6/30/89 
(millions) 

%  change 
'89  vs  '88 

Shearson  Lehman  municipal  bond  index 
Forbes  municipal  bond  composite 

11.4% 
12.1% 

7.8% 
6.7% 

$0.79 

Colorado  Double  Tax  Exempt/Colorado  Tax  Ex 

4/87 

12.2% 

6.5% 

$28 

— 

3.90% 

$1.00p 

Columbia  Municipal  Bond  Fund/Columbia 

7/84 

10.5 

6.5 

154 

21% 

none' 

0.63 

)         C 

Composite  Tax-Exempt  Bond/Murphey  Favre 

1/77 

9.1 

7.0 

102 

13 

4.00 

080 

Dean  Witter  Calif  Tax-Free  Inc/Dean  Witter 

7/84 

12.3 

6.0 

493 

25 

5.00r 

134 

Dean  Witter  NY  Tax-Free  Inc/Dean  Witter 

4/85 

12.1 

6.0 

139 

15 

5.00r 

141 

•         B 

Dean  Witter  Tax-Exempt  Sees/Dean  Witter 

3/80 

13.5 

7.1 

970 

7 

4.00 

0.54 

1         A 

Delaware  Group  Tax-Free-USA/Delaware 

1/84 

14.3 

7.2 

510 

19 

4.75 

0.77 

:      B 

DMC  Tax-Free  Income  Trust-P A/Delaware 

3/77 

12.5 

7.0 

678 

29 

4.75 

0.77 

)         A 

Double  Exempt  Flex  Fund/Voyageur 

2/84 

9.7 

6.8 

164 

14 

4.00 

0.77 

>      c 

Dreyfus  California  Tax-Ex  Bond/Dreyfus 

7/83 

11.0 

7.2 

1,416 

17 

none 

0.69 

Dreyfus  Insured  Tax-Exempt  Bond/Dreyfus 

6/85 

11.7 

6.7 

189 

6 

none 

1.00 

>        A 

Dreyfus  Intermediate  Tax-Ex  Bond/Dreyfus 

8/83 

8.7 

7.2 

1,073 

4 

none 

0.73 

Dreyfus  Massachusetts  T-E  Bond/Dreyfus 

6/85 

9.9 

6.9 

100 

16 

none 

0.81p 

Dreyfus  NJ  Tax-Exempt  Bond/Dreyfus 

11/87 

11.9 

6.9 

221 

72 

none 

0.39p 

Dreyfus  NY  Insured  T-E  Bond/Dreyfus 

2/87 

12.6 

6.6 

57 

80 

none 

0.23P 

:      c 

Dreyfus  NY  Tax-Exempt  Bond/Dreyfus 

7/83 

11.3 

7.2 

1,668 

12 

none 

0.72 

Dreyfus  NY  T-E  Intermed  Bond/Dreyfus 

6/87 

9.7 

6.6 

63 

113 

none 

01 4p 

Dreyfus  Strategic  Municipals/closed  end 

9/87 

11.4 

7.7 

477 

7 

NA 

0.94 

c 

Dreyfus  Tax-Exempt  Bond  Fund/Dreyfus 

10/76 

12.4 

7.3 

3,631 

9 

none 

0.69 

Eqton  Vance  California  Munis/Eaton  Vance 

12/85 

10.4 

6.6 

251 

25 

6.00b,r 

204 

Eaton  Vance  High  Yield  Munis/Eaton  Vance 

12/85 

10.7 

7.4 

966 

14 

6.00b,r 

194 

t      c 

Federated  Tax-Free  Income  Fund/Federated 

10/76 

13.4 

6.8 

470 

16 

4.50 

0.95 

Fidelity  Calif  Tax-Free-High  Yield/Fidelity 

7/84 

13.4 

6.7 

533 

28 

none 

0.61 

Fidelity  Calif  Tax-Free-Insured/Fidelity 

9/86 

12.7 

6.3 

77 

65 

none 

0.83 

Fidelity  Connecticut  Tax-Free/Fidelity 

10/87 

12.9 

6.8 

142 

231 

none 

O.llp 

:      c 

Fidelity  Mass  Tax-Free-High  Yield/Fidelity 

11/83 

11.8 

7.2 

648 

13 

none 

0.54 

Fidelity  NY  Tax-Free-High  Yield/Fidelity 

7/84 

12.9 

6.7 

390 

20 

none 

0.63 

Fidelity  NY  Tax-Free-Insured/Fidelity 

10/85 

12.7 

6.3 

188 

21 

none 

0.65 

Fidelity  Pennsylvania  T-F-Hi  YId/Fidelity 

8/86 

13.9 

6.7 

86 

77 

none 

0.84p 

I 

Fidelity  State  Tax-Free-Michigan/Fidelity 

11/85 

14.1 

6.8 

205 

39 

none 

0.75 

Fidelity  State  Tax-Free-Minnesota/Fidelity 

11/85 

12.4 

6.9 

116 

32 

none 

0.82 

Fidelity  State  Tax-Free-Ohio/Fidelity 

11/85 

7.0 

1.1 

183 

36 

none 

0.73 

Fidelity  Tax-Free-Aggressive/Fidelity 

9/85 

12.9 

7.7 

531 

32 

none^ 

0.73 

»      c 

Fidelity  Tax-Free-High  Yield/Fidelity 

12/77 

14.9 

7.0 

1,708 

6 

none 

0.60 

Fidelity  Tax-Free-Insured/Fidelity 

11/85 

12.6 

6.3 

163 

9 

none 

0.70p 

5        B 

Fidelity  Tax-Free-Ltd  Term  Munis/Fidelity 

4/77 

8.1 

6.6 

428 

-7 

none 

0.67 

xpense  ratio  is  in  italics  if  the  fund  has  a  shareholder-paid  12b-l  plan  exceeding  0.1%  (hidden  load)  pending  or  in  force,     b:  Includes  back-end  load  that  reverts  to 
ind.    p:  Net  of  partial  absorption  of  expenses  by  fund  sponsor,     r:  Includes  back-end  load  that  re\'erts  to  distributor.     NA:  Not  applicable  or  not  available.     'A  2% 
jidemption  fee  on  shares  held  less  than  six  months.     ^A  1%  redemption  fee  on  shares  held  less  than  six  months. 

rabie  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193. 
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Annual  Fund  Ratings/ Vlunicipal  Bonds 

Performance 

in            in 

UP    DOWN 

—markets—  Fund/distributor 

Date 

started 

Latest  12  months 
return 
from 
total              income 
return            dividends 

Total 

assets 

Maximum 

sales 

charge 

Annual 

6/30/89 
(millions) 

%  change 
'89  vs  '88 

expenses 
per  SlOO 

Shearson  Lehman  municipal  bond  index 
Forbes  municipal  bond  composite 

11.4% 
12.1% 

7.8% 
6.7% 

$0.79 

B 

D 

Fidelity  Tax-Free-Municipal  Bond/Fidelity 

8/76 

12.9% 

6.8% 

$1,021 

7% 

none 

$0.51 

Fidelity  Texas  Tax-Free/Fidelity 

1/86 

13.4 

6.8 

34 

23 

none 

1.15 

A  + 

F 

Financial  Tax-Free  Income  Shs/Financial  Prog 

8/81 

17.6 

6.7 

144 

32 

none 

0.77 

NA 

NA 

First  Investors  New  York  Tax-Free/First  Inv 

6/84 

12.6 

6.7 

139 

23 

7.25% 

126 

D 

A 

First  Investors  Tax-Exempt  Fund/First  Inv 

8/77 

11.4 

7.1 

1,032 

14 

7.25 

104 

Flagship  Tax-Ex-Arizona  Double/Flagship 

10/86 

13.3 

6.5 

30 

-10 

4.20 

084p 

Flagship  Tax-Ex-Conn  Double/Flagship 

7/87 

12.0 

6.6 

52 

85 

4.20 

oyjp 

Flagship  Tax-Ex-Georgia  Double/Flagship 

3/86 

12.6 

6.6 

36 

21 

4.20 

088p 

Flagship  Tax-Ex-Kentucky  Triple/Flagship 

5/87 

13.3 

6.7 

74 

65 

4.20 

0  7,p 

Flagship  Tax-Ex-Mich  Triple/Flagship 

6/85 

12.5 

6.6 

87 

15 

4.20 

092p 

Flagship  Tax-Ex-NC  Triple/Flagship 

3/86 

13.8 

6.4 

88 

27 

4.20 

0H6p 

Flagship  Tax-Ex-Ohio  Double/Flagship 

6/85 

11.9 

6.6 

201 

26 

4.20 

0  9lp 

Flagship  Tax-Ex-Penn  Triple/Flagship 

10,86 

12.7 

6.6 

35 

4 

4.20 

0  68p 

Flagship  Tax-Ex-Tenn  Double/Flagship 

11/87 

13  1 

6.6 

64 

136 

4.20 

oyop 

Flagship  Tax-Ex-Va  Double/Flagship 

3/86 

12.1 

6.5 

38 

21 

4.20 

0H6p 

Franklin  Arizona  Tax-Free  Income/Franklin 

9/87 

12.5 

7.2 

118 

786 

4.00 

0.51 

Franklin  Calif  Insured  T-F  Inc/Franklin 

9,' 8  5 

14.2 

6.3 

248 

19 

4.00 

0  61 

D 

A 

Franklin  Calif  Tax-Free  Income/Franklin 

2    77 

12-8 

7.6 

9,630 

23 

4.00 

0.49 

C 

C 

Franklin  Federal  Tax-Free  Income/Franklin 

9/83 

12  5 

7.8 

3,760 

26 

4.00 

0.51 

Franklin  Florida  Tax-Free  Income/Franklin 

9/87 

12.8 

7.4 

104 

NM 

4.00 

0.24p 

Franklin  High  Yield  Tax-Free  Inc/Franklin 

3/86 

13.4 

8.7 

1,143 

395 

4.00 

0.61p 

Franklin  Insured  Tax-Free  Income/Franklin 

4/85 

13.7 

7.3 

630 

70 

4.00 

0.58 

Franklin  Mass  Insured  T-F  Inc/Franklin 

4/85 

12.3 

6.5 

117 

13 

4.00 

0.75p  1 

Franklin  Mich  Insured  T-F  Inc/Franklin 

4/85 

12.7 

6.7 

404 

26 

4.00 

0.67     B 

Franklin  Minn  Insured  T-F  Inc/Franklin 

4  m5 

12.^ 

6.8 

206 

30 

4.00 

0.75p  1 

Franklin  New  Jersey  Tax-Free  Inc/Franklin 

5/88 

13.5 

5.8 

46 

NM 

4.00 

0.25p  1 

D 

B 

Franklin  New  York  Tax-Free  Inc/Franklin 

9/82 

12.5 

7.3 

2,832 

8 

4.00 

0.51     1 

Franklin  Ohio  Insured  T-F  Inc/Franklin 

4/85 

12.8 

6.5 

214 

12 

4.00 

0.71  ■ 

Franklin  Oregon  Tax-Free  Income/Franklin 

1/87 

12.9 

6.5 

37 

257 

4.00 

0.45p  W 

Franklin  Pennsylvania  T-F  Inc/Franklin 

12  8ft 

13  5 

7.3 

W 

239 

4.00 

0.59 

Franklin  PR  Tax-Free  Income/Franklin 

4/85 

12.5 

6.7 

87 

-5 

4.00 

0.72 

General  NY  T-E  Intermed  Bond/Dreyfus 

11/84 

6.0 

5.4 

40 

-17 

none 

/  lap 

A 

D 

John  Hancock  Tax-Exempt  Inc/Hancock 

1/77 

12.0 

6.6 

378 

6 

4.75 

0  84 

Hawaiian  Tax-Free  Trust/ Aquila 

2/85 

10.8 

6.8 

277 

22 

4.00 

0.78 

IDS  California  Tax-Exempt  Fund/IDS 

8/86 

12.5 

6.4 

95 

101 

5.00 

0.72 

B 

B 

IDS  High  Yield  Tax-Exempt  Fund/IDS 

5/79 

12.5 

7.4 

4,385 

12 

5.00 

0.59 

Expt-nM-  ratio  is  in  itaiics  if  llw  fuml  Ihl^  a  sixmh- .',/.-,  /au.7  Ijb  I  fjluu  exaxdinn  0  7V,  (buUit-n  kKuilpituim^  a,  mjoixe     p  Net .)!  [xinial  ab.sorpiion  oi  exix-n.x.-.s  bv  fill 
sponsor.     NA.  Not  applicable  ornot  avail.illr       wi  Not  nicmingfu!                                                                                                                                                           A 

Tiblc  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193. 
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„„,...„., 

rhe  QuinnVacuum  Cleaner  Company 

Has  Been  Gathering 

More  Dust  Since 

They  Got  Their  Konica  Fax. 


Whatever  your  business,  there's  a  Konica  Fax 
that  can  help  you  clean  up  fast.  Rush  orders,  hot 
leads  or  new  product  developments.  When 
overnight  just  won't  do,  Konica  Fax  saves  the  day 

Pick  up  more  business  with  a  Konica  Fax. 
Call  1-800-648-7130. 

®  1989  Konica  Business  Machines  U.S.A.,  Inc. 


^nica 
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Annual  Fund  Ratings/Municipal  Bonds 


Performance 

in           in 

UP    DOWN 

markets 

Fund/distributor 

Date 
started 

Latest  12  months 
return 
from 
total              income 
return           dividends 

Total  assets 

Maximum 

sales 

charge 

Annual 

6/30/89 
(millions) 

%  change 

'89  vs  '88 

expenses 
per  $100 

Shearson  Lehman  municipal  bond  index 
Forbes  municipal  bond  composite 

11.4% 

12.1% 

7.8% 
6.7% 

$0.79 

IDS  Minnesota  Tax-Exempt  Fund/IDS 

8/86 

12.6% 

6.6% 

$122 

104% 

5.00% 

$0.65 

ros  New  York  Tax-Exempt  Fund/IDS 

8/86 

12.7 

6.5 

49 

89 

5.00 

0.66 

A          D 

IDS  Tax-Exempt  Bond  Fund/IDS 

11/76 

12.2 

6.8 

1,004 

11 

5.00 

0.60 

Integrated  Tax-Free-Stripes/Integrated 

11/85 

9.5 

6.8 

116 

6 

4.75 

1J8     J 

D         B 

Inv  Trust  of  Boston-Mass  T-F/Inv  Trust 

4/84 

9.6 

6.5 

53 

3 

4.25 

151      1 

B          B 

Kemper  California  Tax-Free  Inc/Kemper 

2/83 

12.6 

6.6 

523 

46 

4.50 

0.62     1 

B          B 

Kemper  Municipal  Bond  Fund/Kemper 

4/76 

12.6 

7.3 

1,803 

28 

4.50 

0.49     1 

Keystone  America  Tax-Free  Inc/Keystone 

4/87 

12.8 

6.2 

167 

-16 

4.00r 

157p   1 

Keystone  Tax-Exempt  Trust/Keystone 

10/85 

13.1 

6.8 

587 

16 

4.00b 

172     1 

C         C 

Keystone  Tax-Free  Fund/Keystone 

1/78 

11.5 

7.5 

914 

2 

4.00ttb 

179     1 

Limited  Term  Municipal-Natl/Thornburg 

8/84 

7.1 

6.6 

183 

11 

2.75 

7/5  '   1 

Lord  Abbett  California  T-F  Inc/Lord  Abbett 

9/85 

12.9 

6.8 

99 

25 

4.75 

0  54     1 

NA       NA 

Lord  Abbett  Tax-Free-National/Lord  Abbett 

4/84 

12.9 

6.9 

305 

14 

4.75 

0.66     I 

NA      NA 

Lord  Abbett  Tax-Free-New  York/Lord  Abbett 

4/84 

13.1 

6.9 

161 

28 

4.75 

0.64     1 

B          C 

Lutheran  Brotherhood  Muni  Bond/Lutheran 

1/76 

11.^ 

70 

336 

17 

5.00 

0.92     1 

MacKay-ShieldsMainStay-T-F/NYLife 

5/86 

109 

64 

108 

34 

5.00r 

7  56^0  1 

Merrill  Lynch  California  Tax-Ex-B'/ML  Funds 

9/85 

12.0 

6.4 

672 

8 

4.00r 

/  16p  1 

C          C 

Merrill  Lynch  Muni-Hi  Yield-A'/ML  Funds 

11/79 

119 

7..S 

1,542 

5 

4.00 

0.55     1 

C         C 

Merrill  Lynch  Muni-Insured-A'/ML  Funds 

11/77 

11.8 

7.3 

2,189 

10 

4.00 

0.51     ■ 

F          A  + 

Merrill  Lynch  Muni-Ltd  Mat-A'/ML  Funds 

11/79 

59 

6.0 

386 

-32 

2.00 

0.40     1 

Merrill  Lynch  Municipal  Income/ML  Funds 

11/86 

7.7 

6.2 

138 

-17 

2.00r 

'  '-     I 

Merrill  Lynch  NY  Muni  Bond-B'/ML  Funds 

11/85 

12.0 

6.4 

650 

1 

4.00r 

116    I 

MFS  Managed  California  Tax-Ex/Mass  FinI 

6/85 

12.1 

6  1 

65 

14 

4.75 

1J8    1 

D         A 

MFS  Managed  Hi  YId  Muni  Bond/Mass  FinI 

2/S4 

124 

8,4 

465 

39 

tt 

0.65     1 

MFS  Managed  M-S  Tax-Ex-Md/Mass  FinI 

1  1  S4 

10  4 

63 

91 

13 

4.75 

/  H    1 

MFS  Managed  M-S  Tax-Ex-Mass/Mass  FinI 

4/85 

9.9 

6.7 

224 

3 

4.75 

107    1 

MFS  Managed  M-S  Tax-Ex-NC/Mass  FinI 

11/84 

10.6 

6.5 

155 

38 

4.75 

/  //  M 

MFS  Managed  M-S  Tax-Ex-SC/Mass  FinI 

11/84 

11.6 

6.5 

53 

39 

4.75 

0.97  lM 

MFS  Managed  M-S  Tax-Ex-Va/Mass  FinI 

11/84 

11.7 

6.7 

224 

16 

4.75 

109  ■ 

MFS  Managed  M-S  Tax-Ex-W  Va/Mass  FinI 

I0/H4 

11  2 

70 

49 

30 

4.75 

0  86  ■ 

B          C 

MFS  Managed  Muni  Bond  Trust/Mass  FinI 

12/76 

13.1 

6.8 

1,205 

27 

4.75 

0.68   M 

MFS  Municipal  Income  Trust/closed  end 

11/86 

13.5 

8.0 

338 

6 

NA 

1.25  fl 

Muni  Bond  Funds-Califomia/Smith  Barney 

4/87 

14.5 

7.3 

45 

64 

4.00 

0.24p  ^ 

Muni  Bond  Funds-National/Smith  Barney 

9/86 

13.9 

7.5 

120 

31 

4.00 

0.30p 

A          D 

Mutual  of  Omaha  T-F  Inc/Muiual  of  Omaha 

1/77 

13.6 

6.9 

347 

12 

8.00 

0.64 

A          D 

New  England  Tax-Exempt  Inc/New  England 

5/77 

12.2 

6.4 

138 

8 

4.50 

0  98 

li\fxtL'^'  ntlu,  tv  m  lUilia  if  Ow  futul  l.us  a  s/MOtinMerfxiul  IJh  1  plan  excccdiiiji  01%  (huUieti  bxui)  pouiiiifi  or  in /one     b.  Include;,  baikend  load  that  reverts 
fund     p:  Net  ol  partial  absoi  !)tu>n  ol  expenses  b\  tund  sp^Misor.     r  Includes  hack -end  load  that  re%cn-s  to  distributor      N.\:  Not  applicable  or  not  a\-ailable.     ttClosed 
new  investors.     'Fund  has  pro  classes  of  stock;  one  w  ith  a  front  end  load  and  one  with  a  Ixick  end  load     Shown  are  combined  assets  for  entire  fund;  load  and  expense  d-i 
are  for  the  initial  class  of  shares 

Table  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193. 
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Perio 
in 

nnance 

in 
DOWN 

irkets —  Fund/distributor 

Date 

started 

Latest  12  months 
return 
from 
total              income 
return            dividends 

Total 

assets 

Maxim  imi 

sales 

charge 

Annual 
expenses 
per  $100 

JP 
— ms 

6/30/89 
(millions) 

%  change 
'89  vs  '88 

Sheaison  Lehman  municipal  bond  index 
Forbes  municipal  bond  composite 

11.4% 
12.1% 

7.8% 
6.7% 

$0.79 

NA 

NA 

New  York  Muni  Fund/Fundamental 

4/81 

15.1% 

6.5% 

$236 

5% 

none 

Si. 74 

Nuveen  California  Municipal  Inc/closed  end 

4/88 

13.4 

6.5 

60 

6 

NA 

0.73 

Nuveen  California  Muni  Value/closed  end 

10/87 

12.9 

6.6 

184 

5 

NA 

0.95 

Nuveen  California  T-F-Ins  Bond/Nuveen 

7/86 

14.0 

6.3 

35 

56 

4.00% 

0.82p 

Nuveen  California  T-F-Spec  Bond/Nuveen 

7/86 

14.1 

6.6 

52 

76 

4.00 

0.75p 

Nuveen  Insured  T-F  Bond-Natl/Nuveen 

12/86 

13.8 

6.5 

83 

74 

4.00 

0.87 

C 

B 

Nuveen  Municipal  Bond  Fund/Nuveen 

11/76 

12.5 

6.7 

1,098 

21 

4.00 

0.65 

Nuveen  Municipal  Value  Fund/closed  end 

6/87 

14.6 

7.0 

1,622 

7 

NA 

0.92 

Nuveen  New  York  Muni  Income/closed  end 

4/88 

13.4 

6.6 

28 

6 

NA 

0.93 

Nuveen  New  York  Muni  Value/closed  end 

10/87 

13.7 

6.6 

115 

4 

NA 

1.03 

Nuveen  Tax-Free  Bond-Ohio/Nuveen 

12/86 

14.2 

6.7 

31 

103 

4.00 

0.75p 

Olympus  California  Tax-Exempt/Furman  Selz 

9/87 

11.6 

6.8 

32 

88 

4.25 

0.57P 

Oppenheimer  New  York  T-E/Oppenheimer 

8/84 

9.0 

6.4 

182 

72 

4.75 

0.90p 

C 

C 

Oppenheimer  Tax-Free  Bond/Oppenheimer 

10/76 

10.5 

6.7 

207 

40 

4.75 

0.72p 

c 

C 

Pacific  Horizon-Calif  T-E  Bond/Concord  FinI 

3/84 

10.0 

6.8 

92 

7 

4.50 

1.03 

PaineWebber  Calif  Tax-Ex  Inc/Paine Webber 

9/85 

9.8 

6.7 

191 

22 

4.25 

0.73 

Paine  Webber  Tax-Exempt  Inc/PaineWebber 

12/84 

10.5 

7.2 

325 

6 

4.25 

0.75 

Pierpont  Tax-Exempt  Bond/Morgan  Stanley 

10/84 

4.1 

6.5 

128 

8 

none 

0.80p 

Premier  Calif  Tax-Exempt  Bond/Dreyfus 

11/86 

14.4 

7.3 

33 

519 

4.50 

O.OOp 

Premier  Tax-Exempt  Bond-Md/Dreyfus 

5/87 

12.7 

7.3 

33 

484 

4.50 

O.OOp 

Premier  Tax-Exempt-Coimecticut/Dteyfus 

5/87 

11.9 

7.2 

42 

190 

4.50 

O.OOp 

Premier  Tax-Exempt-Mass/Dreyfus 

5/87 

12.1 

7.5 

26 

277 

4.50 

O.OOp 

Premier  Tax-Exempt-Ohio/Dreyfus 

5/87 

14.0 

74 

41 

416 

4.50 

O.OOp 

T  Rowe  Price  Calif  T-F  Inc-Bond/Price 

9/86 

11.3 

6.1 

53 

48 

none 

1.00 

T  Rowe  Price  Maryland  T-F  Bond/Price 

3/87 

10.8 

6.2 

147 

83 

none 

0.85 

T  Rowe  Price  New  York  T-F  Bond/Price 

8/86 

11.3 

6.3 

42 

43 

none 

1.08 

T  Rowe  Price  Tax-Free  High  Yield/Price 

3/85 

12.2 

7.3 

382 

34 

none 

0.92 

D 

D 

T  Rowe  Price  Tax-Free  Income  Fund/Price 

10/76 

9.6 

6.8 

1,103 

4 

none 

0.66 

D 

A 

T  Rowe  Price  T-F  Short  Intermed/Price 

12/83 

5.4 

5.7 

212 

-28 

none 

0.74 

Pru-Bache  Bond-Insured/Pru-Bache 

9/87 

13.2 

7.0 

376 

477 

5.00r 

0.22p 

Pru-Bache  California  Municipal/Pru-Bache 

9/84 

9.9 

6.1 

177 

20 

5.00r 

1  19 

Pru-Bache  Muni-Arizona/Pru-Bache 

9/84 

9.4 

6.3 

59 

14 

5.00r 

1.27 

Pru-Bache  Muni-Georgia/Pru-Bache 

9/84 

9.2 

6.0 

25 

2 

5.00r 

151 

Pru-Bache  Muni-High  Yield/Pni-Bache 

9/87 

14.8 

7.9 

461 

569 

5.00r 

0.27p 

Pru-Bache  Muni-Maryland/Pru-Bache 

1/85 

9.5 

6.3 

47 

22 

5.00r 

1.30 

Pru-Bache  Muni-Massachusetts/Pru-Bache 

9/84 

9.7 

6.2 

52 

19 

5.00r 

129 

Expense  ratio  is  in  italics  if  the  fund  has  a  shareholder-paifi  12b- 1  plan  exceeding  0.1%  (hidden  load)  pending  or  in  force,     p;  Net  of  partial  absorption  of  expenses  b\  fund 
sponsor,    r:  Includes  back-end  load  diat  reverts  to  distributor.    NA:  Not  applicable  or  not  available. 

Table  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193. 
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Meet  the  infor 


Street  kids  or  streetwise  business  professionals? 

You  already  know  what  the  statistics  say.  It^s  going  to 
take  some  pretty  fancy  footwork  to  turn  it  around. 

NYNEX"  Foundation  is  doing  more  than  just  talking 
about  it.  WeVe  joined  with  business^  education  and  communit 
leaders  to  support  educational  programs  at  all  levels. 

Now  the  ball^s  in  your  court. 

Your  first  question^  naturally  is  does  it  work?  So  just 
look  at  the  results  we Ve  seen  so  far.  • 

For  example^  consider  the  MITES  Program  (Minority 
Introduction  to  Engineering  and  Science)  for  girted  disadvantaj 
high  school  students  at  M.I.T^  which  we  support.  A  recent  stu 


tion  managers 


lows  that  95  percent  have  gone  on  to  college. 

And  tnere^s  BIPED  Corporation's  Orf  ice  Technologies 
rogram^  which  we  also  assist.  It's  helping  disabled  persons  gain 
mployment  in  information  processing. 

Educational  programs  like  these  w^ill  soon  be  looking  for 
our  support^  and  their  graduates  will  be  coming  to  you  for  a  job. 

N57e  hope  that  you  will  join  us  in  making  a  streetwise 


'cision. 


89  ^4YNEX  Corporation' 


NYNEX 

FOUNDATION 


■ 


Annual  Fund  Ratings/Municipal  Bonds 


Performance 
in  in 

UP    DOWN 
— markets —  Fund/distributor 


Latest  12  months 
return 
from 
total               income 
return            dividends 

Total  assets 

Maximum 

sales 

charge 

1 

Annual 
expenses 
per $100 

Date 

started 

6/30/89          %  change 
[millions)         '89  ts  '88 

Shearson  Lehman  municipal  bond  index 
Forbes  municipal  bond  composite 


11.4% 
12.1% 


7.8% 
6.7% 


Pru-Bache  Muni-Michigan/Pru-Bache 


9/84 


12.3% 


6.2% 


$47 


Pru-Bache  Muni-New  Jersey/Pru-Bache 


3/S 


12.9 


7.0 


112 


Pru-Bache  Muni-New  York/Pru-Bache 


9/84 


10.6 


6.1 


341 


16% 


5.00%r 


404 


12 


S.OOr 


S.OOr 


$0.79 


S136 


0.08p 


113 


Pru-Bache  Muni-North  Carolina/Pni-Bache 


2/85 


10.7 


6.1 


53 


24 


5.00r 


1.33 


Pru-Bache  Muni-Ohio/Pru-Bache 


9/84 


10.6 


6.2 


87 


17 


S.OOr 


1.28 


Pru-Bache  Muni-Pennsylvania/Pru-Bache 


4/87 


12.0 


6.6 


110 


126 


5.00r 


0  69 


NA      NA     Pru-Bache  National  Municipals/Pru-Bache 


4/80 


9.8 


6,5 


1,013 


-6 


S.OOr 


1.05 


B 


Putnam  California  Tax-Ex  Inc/Putnam 


4/83 


14.2 


7.0 


1,509 


28 


4.75 


0.51 


Putnam  Massachusetts  T-E  Inc/Putnam 


10/86 


10.4 


6.4 


70 


32 


2.50r 


16(^ 


Putnam  Michigan  Tax-Ex  Inc/Putnam 


10/86 


13.3 


6.2 


37 


38 


2.50r 


153p 


Putnam  Minnesota  Tax-Ex  Inc/Putnam 


10/86 


13.1 


6.1 


27 


35 


2.50r 


15<^ 


Putnam  New  York  Tax-Ex  Inc/Putnam 


9/83 


13.8 


6.9 


1,239 


23 


4.75 


0.54 


Putnam  Ohio  Tax-Exempt  Inc/Putnam 


10/86 


13.2 


6.3 


95 


20 


2.S0r 


1  59p 


Putnam  Tax-Exempt  Income/Putnam 


11/76 


15.3 


6.9 


1,240 


26 


4.75 


0.51 


Putnam  Tax-Free  Income-Hi  Yld/Putnam 


9/85 


12.5 


6.8 


635 


S.OOr 


;  77 


Putnam  Tax-Free  Income-Insured/Putnam 


9/85 


13.6 


5.8 


291 


S.OOr 


1.58 


NA       NA     Safeco  California  Tax-Free  Income/Safeco 


8/83 


13.2 


6.6 


41 


31 


0.71 


Safeco  Municipal  Bond  Fund/Safeco 


11 '81 


13.8 


7.0 


196 


0.60 


Scudder  California  Tax  Free  Fund/Scudder 


7/83 


13.4 


6.4 


181 


15 


0.89 


Scudder  High  Yield  Tax  Free  Fund/Scudder 


1/87 


14.1 


6.9 


103 


83 


0.67p 


D        Scudder  Managed  Muni  Bonds/Scudder 


10/76 


13.7 


6.8 


668 


0.61 


Scudder  Massachusetts  Tax  Free/Scudder 


6/87 


12.8 


6.9 


38 


83 


O.Slp 


D 


Scudder  NY  Tax  Free  Fund/Scudder 


7/83 


12.1 


6.6 


129 


0.89 


Seligman  Calif  Tax-Ex-Hi  Yld/Seligman 


11/84 


12.8 


6.7 


4.50 


0.91 


Seligman  Calif  Tax-Exempt-Qual/Seligman  1 1  84 


13.2 


6.3 


60 


4.50' 


0.86 


Seligman  New  lersey  Tax-Exempt/Seligman 


2/88 


14.3 


6.6 


51 


58 


4.75 


0  47p 


Seligman  Penn  Tax-Ex-Qual/Seligman 


7/86 


12.8 


6.5 


31 


4.75 


083 


Seligman  Tax-Exempt-Colorado/Seligman 


5/86 


13.3 


6.4 


63 


-11 


4.75 


0.88 


Seligman  Tax-Exempt-Louisiana/Seligman 


10/85 


12.6 


6.8 


43 


4.75 


0.85 


Seligman  Tax-Exempt-Maryland/Seligman 


10'85 


13.2 


6.2 


4K 


4.75 


0.91 


D        Seligman  Tax-Exempt-Mass/Seligman 


12/83 


11.2 


6.7 


127 


4.75 


0.84 


Seligman  Tax-Exempt-Michigan/Seligman 


7/84 


13.5 


6.5 


113 


B  D        Seligman  Tax-Exempl-Minnesota/Seligman  12/83 


12.5 


6.5 


148 


13 


4.75 


4.75 


0.88 


0.87 


Seligman  Tax-Exempt-Missouri/Seligman 


7/86 


12.4 


6.4 


51 


B  B        Seligman  Tax-Exempt-National/Seligman 


12/83 


14.3 


6.7 


142 


B  D        Seligman  Tax-Exempt-New  York/Seligman 


12/83 


13.5 


6.6 


76 


-15 


Expense  ratio  ls  m  ilalia,  if  Ihe/utid  l>as  a  sixtrehoUttr  [xjuJ  IJh 
sponst)r     r  Includes  back  end  load  that  reverts  to  distributor 


4.75 


4.75 


4.75 


0.86 


0.83 


0.86 


/  plan  io:uvdinfi  0  1%  (hitideti  l(jaii)petuiiiifi  or  m  force,     p:  Net  of  paniai  absorption  of  expenses  by  hu> 
NA:  Not  applicable  or  ncx  available. 


Table  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193. 
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FORBES,  SEPTEMBER  4,  19f 


riormance 
a         in 

Date 
Fund/distributor                                                      started 

Latest  12  months 
return 
from 
total               income 
return            dividends 

Total 

assets 

Maximum 

sales 

charge 

Annual 
expenses 
per  $100 

P    DOWN 

markets— 

6/30/89 
(millions) 

%  change 

'89  vs  '88 

Shearson  Lehman  municipal  bond  index 
Forbes  municipal  bond  composite 

11.4% 
12.1% 

7.8% 
6.7% 

$0.79 

{          D 

Seligman  Tax-Exempt-Ohio/Seligman 

12/83 

11.6% 

6.8% 

$133 

9% 

4.75% 

$0.83 

SeligmanTax-Exempt-Oregon/Seligman 

10/86 

14.1 

6.2 

30 

17 

4.75 

0.54 

Seligman  Tax-Exempt-SC/Seligman 

6/87 

13.5 

6.5 

44 

76 

none 

0.33p 

Sigma  Pennsylvania  Tax  Free  Trust/Sigma 

10/86 

12.0 

6.5 

28 

-A 

4.50 

086p 

J          C 

SLH  California  Municipals  Fund/Shearson 

4/84 

12.6 

6.8 

333 

119 

5.00 

0.67 

SLH  Income-Tax-Exempt/Shearson 

9/85 

12.6 

6.5 

547 

22 

S.OOr 

1  40 

:      B 

SLH  Managed  Municipals/Shearson 

3/81 

11.1 

7.2 

1,531 

166 

5.00 

0.66 

SLH  New  Jersey  Municipal/Shearson 

4/88 

12.3 

7.0 

34 

91 

5.00 

0.52 

;      B 

SLH  New  York  Municipals/Shearson 

1/84 

12.7 

7.1 

439 

112 

5.00 

0.64 

;      B 

SteinRoe-High  Yield  Municipals'/Stein  Roe 

3/84 

13.8 

7.3 

278 

38 

none 

0.74 

1+      F 

SteinRoe-Managed  MunicipalsVStein  Roe 

1/77 

12.7 

6.8 

515 

10 

none 

0.65 

:      D 

Tax-Ex  Bond  Fund  of  America/American  Funds 

10/79 

11.4 

6.7 

439 

30 

4.75 

0  6.^ 

Tax-Free  Fund  of  Colorado/Aquila 

5/87 

8.6 

6.8 

37 

169 

4.00 

0.06p 

Tax-Free  Trust  of  Arizona/ Aquila 

3/86 

11.8 

6.8 

102 

22 

4.00 

0.51p 

Tax-Free  Trust  of  Oregon/ Aquila 

6/86 

11.0 

6.5 

120 

21 

4.00 

0.80 

1+      D 

United  Municipal  Bond  Fund/Waddell 

11/76 

15.4 

6.6 

583 

26 

4.25 

0.58 

United  Municipal  High  Income/Waddell 

1/86 

12.6 

8.2 

161 

52 

4.25 

0.80 

:        C 

USAA  Tax-Exempt-High  Yield/USAA 

,^/N2 

14.0 

7.2 

1,080 

26 

none 

0.43 

)         A 

USAA  Tax-Exempt-Intermediate/USAA 

3/82 

9.1 

6.9 

426 

19 

none 

0.49 

)         A 

USAA  Tax-Exempt-Short-Term/USAA 

3/82 

7.0 

6.2 

252 

2 

none 

0.51 

Value  Line  New  York  Tax-Ex/Value  Line 

7/87 

10.5 

7.2 

27 

24 

none 

0.76p 

JA      NA 

Value  Line  Tax-Exempt-Hi  Yld/Value  Line 

3/84 

10.2 

7.6 

277 

10 

none 

0.63 

Van  Kampen  Merritt  Cal  Ins  T-F/Van  Kampen 

12/86 

13.1 

6.0 

44 

23 

4.90 

0  65p 

Van  Kampen  Merritt  Ins  T-F/Van  Kampen 

12/84 

12.3 

6.2 

597 

15 

4.90 

0.85 

Van  Kampen  Merritt  Penn  T-F  Inc/Van  Kampen 

4/87 

15.1 

6.9 

33 

79 

4.90 

0  69p 

Van  Kampen  Merritt  T-F  Hi  Inc/Van  Kampen 

6/85 

12.5 

8.0 

599 

52 

4.90 

084 

Vanguard  California  T-F-Ins  L-T/Vanguard 

4/86 

14.1 

6.5 

199 

90 

none 

0.30 

D 

Vanguard  Muni  Bond-High  Yield/Vanguard 

12/78 

15.6 

7.2 

859 

24 

none 

0.29 

Vanguard  Muni  Bond-Ins  L-T/Vanguard 

9/84 

14.2 

7.0 

918 

26 

none 

0.29 

>         B 

Vanguard  Muni  Bond-Intermed/Vanguard 

9/77 

10.8 

6.8 

967 

20 

none 

0.29 

Vanguard  Muni  Bond-Ltd  Term/Vanguard 

8/87 

6.2 

6.2 

165 

15 

none 

0.29 

D 

Vanguard  Muni  Bond-Long-Term/Vanguard 

9/77 

14.1 

7.1 

621 

15 

none 

0.29 

A  + 

Vanguard  Muni  Bond-S-T/Vangiurd 

9/77 

5.9 

5.7 

703 

-17 

none 

0.29 

Vanguard  NJ  Tax  Free-Insured/Vanguard 

2/88 

13.4 

6.7 

98 

348 

none 

0.29 

Vanguard  New  York  Insured  T-F/Vanguard 

4/86 

13.5 

6.2 

140 

57 

none 

0.39 

Vanguard  Penn  Tax-Ftee-Ins  L-T/Vanguatd 

4/86 

12.9 

6.5 

357 

57 

none 

0.32 

pense  ratio  is  in  italics  if  the  fund  has  a  sljorebolderpaid  12b- J  plan  exceeding  0.1%  (hidden  /oadjpending  or  m  force     p:  Net  of  panial  absorption  of  expenses  by  fund 
•onsor.     r:  Includes  back-end  load  that  reverts  to  distributor.     NA:  Not  applicable  or  not  available.     'Formerly  SteinRoe  T-E  Income-High  Yield  Fund.     ^Formerly 
einRoe  T-E  Bond  Fund. 

able  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193. 
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Annual  Fund  Ratings 


Money  market  funds 

Money  market  funds  are  divided  below  into  taxable  and  tax-  paper  are  marked  with  a  •.  These  funds  offer  less  risk  witi 

exempt  funds.  Within  each  group,  funds  get  pretty  much  the  only  slight,  if  any,  yield  penalties.  The  listing  of  tax-exemp 

same  yields  on  the  paper  they  buy,  but  their  returns  differ  money  market  funds  begins  on  page  276.  For  more  informa 

because  their  overhead  differs.  (Look  at  the  expense  column  tion  on  a  fund,  contact  the  distributor  listed  after  the  fund' 

on  the  right.)  Taxable  funds  specializing  in  U.S.  Treasury  name.  The  table  of  distributors  starts  on  page  284. 


Portfolio 

average 

maturity 

days 

Fund/distributor 

Date 
started 

Latest  12  months 

return  from 
income  dividends 

Toul 

assets 

Minimum 

initial 
investment 

Annual 
expenses 
per  $100 

6/30/89 
(millions) 

%  change 
'89  vs  '88 

Forbes  taxable  money  fund  composite 
Forbes  tax-exempt  money  fund  composite 

8.1% 
5.5% 

$0.71 
$0.67 

Taxable  money  market  funds                                                                                         | 

63 

Active  Assets  Money  Trust/Dean  Witter 

7/81 

8,5% 

$2,985 

18% 

t 

tO.52 

41 

Aim  General  Money  Market/Cortland 

7/85 

8.0 

782 

81 

$1,000 

loop 

59 

Alliance  Capital  Reserves/Alliance 

7/78 

7.9 

1,542 

11 

1,000 

095 

24 

•Alliance  Govenunent  Reserves/Alliance 

7/79 

7.7 

523 

66 

1,000 

0  80 

32 

Alex  Brown  Cash  Reserve-Prime/Brown 

8/81 

8.3 

1,082 

25 

1,500 

0  54 

42 

•Capital  Preservation  Fund/Benham 

10/72 

"6 

2,617 

25 

1,000 

0.57 

4 

•Capital  Preservation  Fund  II/Benham 

6/80 

8.0 

660 

38 

1,000 

0.72 

25 

•Cardinal  Government  Securities/Ohio  Co 

9/80 

8.2 

511 

28 

1,000 

0.72 

40 

Cash  Accumulation-Natl  MM/Thomson 

11/84 

7.0 

2,577 

28 

500 

0  73 

13 

•Cash  Equivalent  Fund-Govt/Kemper 

12 '81 

8  2 

2,767 

111 

1,000 

071     , 

35 

Cash  Equivalent  Fund-MM/Kemper 

3/79 

8.1 

6,506 

12 

1,000 

084 

20 

Cash  Mgmt  Trust  of  America/ American  Funds 

11/76 

8.4 

1,324 

22 

5,000 

0  50 

55 

CBA  Money  Fund/ML  Funds 

6/84 

8.2 

617 

104 

t 

0  65p 

7 

•CMA  Government  Securities/MLPF&S 

8/81 

8.0 

2,596 

18 

t 

059 

48 

CMA  Money  Fund/MLPF&S 

9/77 

8.3 

24,454 

26 

t 

0  55 

27 

Columbia  Daily  Income  Co/Columbia 

11    "4 

S.l 

639 

37 

1,000 

0.76 

55 

Command  Money  Fund/Command 

2/82 

8.3 

2,206 

41 

t 

0  65 

29 

Daily  Cash  Accumulation  Fund/Centennial 

7/78 

8.3 

3,968 

47 

500 

077 

47 

Daily  Income  Fund/Reich  &  Tang 

7/74 

8.2 

501 

-2 

5,000 

0  63 

25 

DBL  Cash  Fund-Money  Market/Drexel 

2/81 

K  1 

603 

-60 

1,000 

0  64 

55 

Dean  Witter/Sears  Liquid  Asset/Dean  Witter 

9/75 

8.3 

9,972 

23 

5,000 

0  58 

63 

•Dean  Witter/Sears  US  Govt  MM/Dean  Witter 

2/82 

7.9 

719 

16 

1,000 

087 

51 

Delaware  Group  Cash  Reserve/Delaware 

6/78 

8.0 

1,040 

-13 

1,000 

0.90 

52 

Dreyfus  Liquid  Assets/Dreyfus 

1/74 

8.2 

7,537 

4 

2,500 

0.69 

54 

•Dreyfus  MM  Instrum-Govt  Sees/Dreyfus 

5/79 

7.9 

675 

-8 

2,500 

0.70 

•Specializes  in  US  government  paper     ExpetLv'  nuiu  is  in  ila/ics  iftlx'fund  has  i 
of  panial  absorpiion  of  expenses  b\  fund  sponsor      tClosed  lo  all  investors 

Table  of  distributors,  showing  addresses  and  telephone  nu 

1  slKPi-lx)Uirf)aui  IJh  I 

mbers,  begins  on 

pUiii  exceeding  0  1%  (hidden  load)petuiini>  or  in  force     p:  N« 

I 

1 
1 

page  284.  Rules  and  definitions,  page  193. 
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Portfolio 
average 

Fund/distributor 

Date 
started 

Latest  12  months 

return  from 
income  dividends 

Total 

assets 

Minimum 

initial 
investment 

Annual 
expenses 
per  $100 

maturity 
days 

6/30/89 
(millions) 

%  change 

'89  vs  '88 

Forbes  taxable  money  hind  composite 
Forbes  tax-exempt  money  fund  composite 

8.1% 
5.5% 

$0.71 
$0.67 

Taxable  money  market  fimds 

50 

Fidelity  Cash  Reserves/Fidelity 

5/79 

8.2% 

$10,502 

11% 

$1,000 

$0.65 

50 

Fidelity  Daily  Income  Trust/Fidelity 

5/74 

8.3 

2,790 

-3 

5,000 

0.66 

38 

Fidelity  Select-Money  Market/Fidelity 

8/85 

8.3 

803 

-7 

1,000 

0.76 

47 

•Fidelity  US  Government  Reserves/Fidelity 

11/81 

8.0 

1,495 

9 

1,000 

0.75 

12 

Franklin  Money  Fund/Franklin 

1/76 

8.1 

1,628 

33 

500 

0.80 

33 

Freedom  Cash  Management/Freedom 

4/81 

8.1 

943 

25 

1,000 

0.85 

21 

•Fund  for  Govt  Investors/Rushmore 

3/75 

7.8 

642 

-2 

2,500 

0.73 

45 

General  Money  Market  Fund/Dreyfus 

2/82 

7.9 

759 

-1 

2,500 

0.97 

40 

Gradison  Cash  Reserves  Trust/Gradison 

5/76 

8.1 

575 

37 

1,000 

082 

28 

IDS  Cash  Management  Fund/IDS 

10/75 

8.2 

1,401 

26 

2,000 

069 

44 

ED  Jones  Daily  Passport  Cash/Jones  &  Co 

3/80 

8.0 

1,626 

105 

1,000 

1.01 

37 

Kemper  Money  Market-MM/Kemper 

11/74 

8.5 

6,454 

34 

1,000 

0.49 

40 

Kidder,  Peabody  Premiiun  Account/Kidder 

5/82 

8.2 

972 

10 

t 

0  60 

28 

Legg  Mason  Cash  Reserve  Trust/Legg  Mason 

9/79 

8.0 

607 

44 

5,000 

0.89 

21 

•Liberty  US  Govt  Money  Market/Federated 

6/80 

7.8 

1,385 

5 

500 

l.Olp 

33 

Liquid  Capital  Income  Trust/Carnegie 

11/74 

8.2 

1,162 

-4 

1,000 

0.71 

37 

Mass  Cash  Management-Prime/Mass  Finl 

12/75 

8.1 

636 

-7 

250 

0.83 

8 

•Merrill  Lynch  Government  Fund/ML  Boston 

9/77 

8.0 

1,363 

-11 

5,000 

0.46 

42 

Merrill  Lynch  Institutional  Fund/ML  Boston 

12/74 

8.4 

1,486 

1 

25,000 

0  45 

51 

Merrill  Lynch  Ready  Assets/ML  Fimds 

2/75 

8.3 

9,843 

3 

5,000 

0.62 

51 

Merrill  Lynch  Retire  Res  MM/ML  Funds 

4/82 

8.2 

4,073 

22 

none 

0.85 

36 

National  Liquid  Reserves-Cash/Smith  Barney 

8/74 

8.2 

1,692 

26 

1,500 

0.58 

38 

Natl  Liquid  Reserves-Retire/Smith  Barney 

2/86 

7.7 

631 

49 

200 

0.69 

49 

New  England  Cash  Mgmt-MM/New  England 

7/78 

8.2 

984 

19 

1,000 

0.72 

31 

Oppenheimer  Money  Market/Oppenheimer 

4/74 

8.2 

861 

28 

1,000 

0.80 

42 

•Pacific  Horizon-Govt  MM/Concord  Finl 

3/84 

7.9 

1,242 

38 

1,000 

054 

31 

Pacific  Horizon-Money  Market/Concord  Finl 

3/84 

8.3 

1,303 

-84 

1,000 

0.63 

42 

PaineWebber  Cashfund/PaineWebber 

5/78 

8.3 

4,658 

17 

5,000 

0.57 

42 

PaineWebber  RMA-MM/PaineWebber 

10/82 

8.4 

2,638 

5 

t 

0.59 

NA 

Pierpont  Money  Market/Morgan  Stanley 

11/83 

8.2' 

1,900 

14 

25,000 

0.45 

1     '59 

Piper  Jaffray  Money  Market/Piper 

3/87 

8.0 

878 

146 

none 

1.02 

27 

T  Rowe  Price  Prime  Reserve  Fund/Price 

3/76 

8.3 

4,232 

22 

2,500 

0.79 

!       43 

•Pru-Bache  Govt  Secs-MM/Pru-Bache 

1/82 

8.0 

529 

9 

1,000 

0  68 

1       50 

Pru-Bache  Moneymart  Assets/Pru-Bache 

6/76 

8.3 

6,865 

35 

1,000 

0.67 

1       42 

Putnam  Daily  Dividend  Trust/Putnam 

10/76 

8.1 

704 

9 

1,000 

0.91 

'•Specializes  in  U.S.  government  paper.    Expense  ratio  is  in  italics  if  the  fund  has  a  shard>older-paid  12b-l 
if  partial  absorption  of  expenses  by  fund  sponsor.     NA;  Not  applicable  or  not  available.    tClosed  to  all 

"able  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on 

plan  exceeding  0.1%  (hidden  load)  pending  or  in  force,     p:  Net 
investors.     'Twelve  months  to  May  1989. 
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Annual  Fund  Ratings/Money  Market 


Portfolio 

average 

maturity 

days 

Fund/distributor 

Date 
started 

Latest  12  months 

return  from 
income  dividends 

Total 

assets 

Minimum 

initial 
investment 

Aimual 

6/30/89 
[millions) 

%  change 
'89  vs  '88 

expense 
per  $101 

Forbes  taxable  money  fund  composite 
Forbes  tax-exempt  money  fund  composite 

8.1% 
5.5% 

$0.71 
$0.67 

Taxable  money  market  fimds                                                                                    | 

22 

Quest  for  Value  Cash  Management/Quest 

1/87 

8.3% 

$507 

1% 

$500 

$0.77p 

9 

•Reserve  Fund-Govemment/Resrv 

10/81 

8.4 

617 

47 

1,000 

096 

12 

Reserve  Fund-Primary /Resrv 

11/71 

8.3 

1,775 

10 

1,000 

095 

43 

Scudder  Cash  Investment  Trust/Scudder 

7/76- 

8.2 

1,563 

14 

1,000 

0.66; 

45 

Short-Term  Income-MM/Reich  &  Tang 

1/80 

8.1 

759 

2 

5,000 

0.77 

59 

SLH  Daily  Dividend/Shearson 

6/79 

8.2 

14,209 

223 

2,500 

0.80 ! 

49 

•SLH  Government  &  Agencies/Shearson 

10/80 

7.8 

2,817 

41 

2,500 

0.61 

34 

SteinRoe  Income-Cash  Reserves/Stein  Roe 

9/76 

8.1 

948 

2 

1,000 

0.75 

68 

Strong  Money  Market  Fund/Strong 

1/85 

8.5 

677 

159 

1,000 

0.60 

46 

•Summit  Cash  Reserves  Fund/ML  Funds 

12/82 

8.2 

642 

0 

5,000 

0.82 

35 

Trinity  Liquid  Assets  Trust/Trinity 

1/83 

8.4 

527 

12 

1,000 

057 

37 

20th  Century  Cash  Reserve/20th  Century 

3/85 

8.0 

564 

21 

none 

1.00 

32 

USAA  Mutual-Money  Market/USAA 

2/81 

8.3 

849 

36 

1,000 

0.71 

27 

Value  Line  Cash  Fund/Value  Line 

4/79 

8.5 

600 

10 

1,000 

0.65 

39 

•Vanguard  MM  Reserves-Federal/Vanguard 

7/81 

8.4 

1,396 

32 

3,000 

0.31 

37 

Vanguard  MM  Reserves-Prime/Vanguard 

6/75 

8.6 

9,477 

82 

3,000 

0.31 

36 

Vantage  Money  Market-Cash/Smith  Barney 

10/82 

7.8 

937 

68 

t 

0.60 

41 

Webster  Cash  Reserve  Fund/Kidder 

8/79 

8.2 

1,855 

24 

1,500 

060 

Tax  exempt  money  market  funds                                                                                | 

19 

Active  Assets  Tax-Free  Trust/Dean  Witter 

7/81 

5.7 

1,096 

5 

t 

0  58 

39 

Aim  Tax-Free  Money  Market/Cortland 

6/85 

5.5 

172 

111 

1,000 

086 

35 

Alliance  Tax-Exempt  Res-Calif/Alliance 

6/88 

5.5 

244 

764 

none 

089 

11 

Alliance  Tax-Exempt  Res-General/Alliance 

1/83 

5.5 

696 

6 

1,000 

083 

20 

Alliance  Tax  Exempt  Res-NY/ Alliance 

10/86 

49 

42 

4 

none 

100 

49 

Benham  Calif  Tax-Free-MM/Benham 

11/83 

5.5 

481 

62 

1,000 

0.61 

40 

Benham  National  Tax-Free-MM/Benham 

1/84 

5.7 

89 

28 

1,000 

0.50 

55 

Boston  Co  T-F  Muni-Mass  MM/Boston  Co 

7/83 

5.4 

133 

-9 

1,000 

0.73 

23 

Boston  Co  T-F  Muni-Money/Boston  Co 

8/83 

5.5 

30 

-20 

1,000 

0.95 

17 

California  Daily  Tax-Free  Inc/Reich  &  Tang 

2/87 

5.4 

87 

16 

5,000 

062, 

38 

California  Tax-Free  MM/Calilomia  Inv 

12/85 

5.8 

83 

48 

10,000 

0.16 

38 

Calvert  Tax-Free  Reserves-MM/Calvert 

4/81 

6.0 

793 

10 

2,000 

0.61 

27 

Cardinal  Tax-Exempt  Money/Ohio  Co 

9/83 

56 

78 

12 

1,000 

0.71 

•Specializes  in  US  «( >vcmnicnl  paper     Expeine  ralu>  ts  m  ilalia  tf  llje  fund  has  a  shareholder  pnul  IJh  1 
of  panial  absorption  of  expenses  by  ftind  sponsor     tClosed  lo  all  invcsiors 

Table  of  distributors,  showing  addresse}>  and  telephone  numbers,  begins  on 

1 

plan  exceeding  01%  (hidden  loadj  pending  or  in  force     p:  I 

■ 
I 
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The  New 
Forbes  Mutual  Fund 


Evaluators 


984  Equity 
Mutual  Funds 

With  your  PC  you  can  se- 
lect and  rank  the  Equity 
Mutual  Funds  in  Forbes 
tables  virtually  any  way 
you  choose.  For  example, 
you  can  find  out; 

•  the  twelve  no-load 
aggressive  growth  funds 
that    out-performed    the 
market  over  the  last  year. 

•  what  six  funds  placed  in 
the  bottom  10%  in  risk- 
level,   yet   outperformed 

I  the  market  over  the  last 
12  months. 

•  the  5  funds  that  have 
i  honor  grades  (B,  A  or  A  + ) 
'  in   both   up    and    down 

markets  and  have  a  12- 
i  month  yield  over  5% . 
Search  criteria  can  be 
built  on  35  different  data 
fields,  including  loads, 
yields,  fund  size,  expense 
ratio,  turnover. 

Save  by  subscribing  to  the  Combined  Equity  and  Bond  Service. 

Your  annual  subscription  to  the  combined  service  will  bring  you  four  complete  updates 
with  the  latest  quarterly  data  for  both  types  of  fund.  The  total  cost  is  $250,  a  saving  of  $50 
on  the  cost  when  the  ^--------------------■----■^ 

Equity  and  Bond  Fund 
services  are  bought 
separately.  Operating 
instructions  are  pro- 
vided on  the  diskette 
and  in  print  form  as  a 
back-up.  No  additional 
software  is  required. 
You  insert  the  diskette 
and  follow  instruc- 
tions as  you  go. 


748  Bond 
Mutual  Funds 

Same  flexibility  in  rating 
bond  funds  as  the  Equity 
Fund  diskette  for  equity 
funds. 

You  have  35  fields  on 
which  to  build  search  cri- 
teria. For  example  you  can 
rank: 

•  the  6  taxable  bond  funds 
with  lower  than  average 
volatility  yet   an   above 
average  12-month  return. 

•  the  3  foreign  bond  funds 
that  outperformed  the 
market  over  the  last 
three  years. 

•  the  New  York  municipal 
bond  funds  with  the  low- 
est expense  ratios. 
Includes    closed-end    and 
foreign  bond  funds. 

Hardware  Requiremeats.  Equity  Fund  and 
Bond  Fund  diskettes  operate  on  an  IBM  or  com- 
patible PC.  You  need  at  least  384K  of  memo- 
ry.  Data  is  readily  exportable  to  other  programs 
such  as  Lotus  1-2-3. 


The  Forbes  Evaluators — Equity  and  Bond  Funds 

60  Fifth  Avenue,  New  York,  NY  10011 

□  Enter  my  subscription  to  the  complete  Equity  and  Bond  Fund  service  for  a  year  for  $250,  sending  me 
updated  diskettes  quarterly  for  each  service. 

□  Send  me  the  latest  quarterly  diskette  as  atrial  for  $50.     □  Equity  Fund     □  Bond  Fund  ($50  each  fund). 

Name  (please  print) 

Address 

City 


-Apt.  #_ 


.State 


_Zip. 


n  Check  enclosed  for  $ 
n  Charge  my    □  VISA 

Exp.  date 


n  Mastercard        Q  American  Express 
Card  Number 


Please  add  8V4%  sales  tax  for  N.V.C— Other  N.Y.S.,  Ca.  and  III.  as  required  by  law. 


Annual  Fund  Ratings/Money  Market 


Portfolio 

average 

maturity 

days 

Fund/distributor 

Date 

started 

Latest  12  months 

return  from 
income  dividends 

Total 

assets 

Minimum 

initial 
investment 

Annu, 

6/30/89 
(millions) 

%  change 

'89  vs  '88 

expensi 
per  $10 

boRBES  taxable  money  fund  composite 
Forbes  tax-exempt  money  fund  composite 

8.1% 
5.5% 

$0.71  i 

$0.67  1 

Tax-exempt  money  market  funds                                                                                 | 

33 

Carnegie  Tax-Free  Income  Trust/Carnegie 

8/82 

5.6% 

$223 

-28% 

$1,000 

$0.61 

49 

Cash  Accumulation-NatI  T-E/Thomson 

11/84 

5.5 

262 

-A 

500 

0  67 

15 

Cash  Equivalent  Fund-T-E  MM/Kemper 

7/82 

5.7 

2,097 

20 

1,000 

0  62 

42 

Centennial  Tax-Exempt  Trust/Centennial 

9/81. 

5.5 

487 

-6 

500 

0.78 

34 

Cigna  Tax-Exempt  Cash  Fund/Cigna 

4/82 

5.2 

48 

-20 

1,000 

0.83 

52 

CMA  Tax-Exempt  Fund/MLPF&S 

1/81 

5.6 

6,981 

-13 

t 

054 

34 

Colonial  Tax-Exempt-MM/Colonial 

6/87 

5.7 

50 

-10 

250 

0.39 

47 

Command  Tax-Free  Fund/Command 

2/82 

5.4 

612 

-10 

t 

0.71 

72 

Connecticut  Daily  Tax-Free  Inc/Reich  &  Tang 

5/85 

5.2 

229 

-6 

5,000 

0  79 

20 

Counsellors  New  York  Tax-Ex/Counsellors 

4/85 

5.0 

48 

-18 

1,000 

O.SOi 

9 

Daily  Tax-Free  Income  Fund/Reich  &  Tang 

11/82 

5.7 

722 

-17 

5,000 

0  76 

16 

DBL  Tax-Free  Fund-Money  Market/Drexel 

4/83 

5.4 

110 

-80 

1,000 

0.78 

19 

Dean  Witter/Sears  T-F  Daily  Inc/Dean  Witter 

2/81 

5.7 

911 

-3 

5,000 

0  62 

40 

Delaware  Group  Tax-Free  Money/Delaware 

9/81 

5.3 

60 

-15 

5,000 

0  79 

28 

Dreyfus  California  Tax-Ex  MM/Dteyfus 

1/86 

5.4 

346 

1 

2,500 

0.61  J 

38 

Dreyfus  New  York  Tax-Ex  MM/Dreyfus 

6/87 

5.1 

451 

14 

2,500 

0  56 

32 

Dreyfus  Tax-Exempt  MM/Dreyfus 

8/80 

5.5 

2,161 

-16 

2,500 

0.58 

33 

Eaton  Vance  Tax-Free  Reserves/Eaton  Vance 

12/82 

5.5 

52 

-24 

1,000 

0.76 

54 

Empire  Tax-Free  Money  Market/Reich  &  Tang 

5/84 

5  1 

188 

-8 

5,000 

080 

45 

Federated  Tax-Free  Trust/Federated 

3/79 

5  6 

2,193 

-22 

25,000 

0.45 

37 

FFB  Tax-Free  Money  Market/Furman  Selz 

9/86 

5.5 

133 

-1 

1,000 

061, 

27 

Fidelity  Calif  Tax-Free-MM/Fidelity 

7/84 

5.5 

739 

30 

2,500 

0.53 

44 

Fidelity  Mass  Tax-Free-MM/Fidelity 

11/83 

5.4 

646 

6 

2,500 

0.60 

40 

Fidelity  New  Jersey  Tax-Free-MM/Fidelity 

3/88 

6.1 

310 

608 

2,500 

0.00 

60 

Fidelity  NY  Tax-Free-MM/Fidelity 

-'  84 

^  1 

638 

-1 

2,500 

0.51  J 

26 

Fidelity  Pennsylvania  T-F-MM/Fidelity 

8/86 

6.0 

152 

108 

2,500 

0.30 

36 

Fidelity  Tax-Exempt-MM/Fidelity 

1/80 

5.6 

2,827 

-18 

5,000 

0.48 

32 

Financial  Tax-Free  Money  Fund/Financial  Prog 

5/83 

5.4 

25 

-11 

250 

0.88 

32 

First  Investors  Tax-Exempt  MM/Firsi  Inv 

6/83 

5.3 

37 

-5 

1,000 

0  75 

38 

First  Prairie  T-E  Money  Market/Dreyfus 

2/86 

5.6 

127 

-3 

1,000 

0  9S 

21 

Flag  Inv  T-F  Cash  Reserve  Shs/Brown 

4  H3 

5.8 

221 

-5 

1,500 

049 

38 

Franklin  Calif  Tax-Exempt  Money/Franklin 

9/85 

5.8 

801 

18 

500 

0.57 

80 

Franklin  New  York  Tax-Ex  Money/Franklin 

1/86 

5.8 

59 

9 

500 

0.45 

Expetjse ratio  is  in  iui/ic\  if  iIk' fuiul Ihis  a  slHu.lH>Uiirpaiet  IJh  1 
sptjiisor.     tCloscd  U)  all  invesior> 

Table  nf  distrihlltnrs    chnivino  ar{rlrot:£i>c  -^nA  tc 

filttti  cvc»iy//«^'  0  1%  (hiiUloi  ttxut  1  [xtulinn 

)/  nt  force      p 

^^   IOjI      D..I 

Nci  of  panial  absorption  of  expei 

ses  b\-  fi 

IQI 
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Portfolio 
average 

Fund/distributor 

Date 
surted 

Latest  12  months 

return  from 
income  dividends 

Toul 

assets 

Minimum 

initial 
investment 

Aimual 
expenses 
per  $100 

maturity 
days 

6/30/89 
(millions) 

%  change 
'89  vs  '88 

Forbes  taxable  money  fund  composite 
Forbes  tax-exempt  money  fund  composite 

8.1% 
5.5% 

$0.71 
$0.67 

Tax-exempt  money  market  funds 

76 

Franklin  Tax-Exempt  Money  Fund/Franklin 

2/82 

5.5% 

$181 

-13% 

$500 

$0.73 

27 

Freedom  Tax-Exempt  Money /Freedom 

12/82 

5.4 

203 

-10 

1,000 

0.57p 

44 

Fund  for  Tax-Free  Inv-MM/Rushmore 

9/83 

5.4 

43 

26 

2,500 

0.80 

24 

General  Calif  Tax-Exempt  Money/Dreyfus 

3/87 

5.3 

72 

-25 

2,500 

0.74 

38 

General  NY  Tax-Exempt  Money/Dreyfus 

12/86 

4.9 

70 

-18 

2,500 

0.50 

27 

General  Tax-Exempt  MM/Dreyfus 

12/83 

5.5 

346 

-14 

2,500 

0  62 

25 

HT  Insight-Tax-Free  MM  Fund/HT 

2/88 

5.5 

105 

20 

1,000 

OSlp 

73 

IDS  Tax-Free  Money  Fund/IDS 

8/80 

5.2 

110 

-6 

2,000 

0.65 

10 

Integrated  Tax-Free-MM/Integrated 

12/86 

5.0 

30 

69 

1,000 

178 

38 

Kidder,  Peabody  Calif  T-E  MM/Kidder 

8 ''87 

5,4 

203 

25 

1,500 

0  62 

51 

Kidder,  Peabody  Tax-Exempt  MM/Kidder 

7/83 

5.5 

696 

-12 

1,500 

064 

66 

Landmark  NY  T-F  Reserves/Landmark 

1/85 

4.9 

350 

3 

1,000 

0.80 

45 

Landmark  Tax-Free  Reserves/Landmark 

1/84 

5.4 

127 

-11 

1,000 

081 

28 

Legg  Mason  Tax-Exempt  Trust/Legg  Mason 

7/83 

5.5 

144 

46 

5,000 

0  70 

22 

Lexington  Tax-Free  Money  Fund/Lexington 

9/77 

5.3 

70 

-18 

1,000 

0.91 

44 

McDonald  Tax-Exempt  MM/McDonald 

8/85 

5.1 

88 

-18 

500 

089 

24 

Michigan  Daily  Tax-Free  Inc/Reich  &  Tang 

3/87 

5.6 

48 

264 

5,000 

057 

47 

Midwest  Group  Tax-Free-MM/MGF 

9/81 

5.4 

84 

-27 

1,000 

095 

73 

Midwest  Group  T-F-Ohio  MM/MGF 

9/87 

5.5 

78 

27 

1,000 

068p 

29 

Money  Management  Plus-Tax-Free/Calvert 

10/84 

5.4 

73 

^1 

+ 

099 

38 

Neuberger  &  Berman  Muni  MM/Neuberger 

12/84 

5.7 

167 

-26 

2,000 

0.78 

38 

New  England  Tax-Exempt  MM/New  England 

4/83 

5.4 

65 

0 

1,000 

0.56 

49 

Nuveen  California  Tax-Free-MM/Nuveen 

3/86 

5.6 

363 

75 

5,000 

0.54 

37 

Nuveen  Tax-Exempt  MM/Nuveen 

4/81 

5.9 

1,731 

-17 

25,000 

0.35 

63 

Nuveen  Tax-Free  MM-Mass/Nuveen 

12/86 

5.5 

41 

0 

5,000 

0  55 

64 

Nuveen  Tax-Free  MM-New  York/Nuveen 

12/86 

5.2 

32 

93 

5,000 

0.55 

50 

Nuveen  Tax-Free  Reserves/Nuveen 

11/82 

5.5 

377 

-6 

1,000 

073 

36 

AT  Ohio  Tax-Free  Money  Fund/Federated 

7/85 

5.5 

248 

7 

25,000 

0.65 

52 

Pacific  Horizon-Tax-Ex  MM/Concord  Finl 

3/84 

5.7 

76 

72 

1,000 

0  70p 

54 

PaineWebber  RMA-Tax-Free/PaineWebber 

10/82 

5.5 

913 

-3 

t 

0  60 

NA 

Pierpont  Tax-Exempt  MM/Morgan  Stanley 

9/83 

5.0' 

767 

-32 

25,000 

0.54 

37 

T  Rowe  Price  Calif  T-F  Inc-Money /Price 

9/86 

5.3 

81 

29 

2,000 

0.80 

47 

T  Rowe  Price  New  York  T-F  Money /Price 

8/86 

4.4 

46 

18 

2,500 

0.80 

Expense  ratio  is  in  italics  if  the  fund  has  a  sliareholder-paid  12b- 1  plan  exceeding  0.1%  (hidden  load)  pending  or  in  force,     p;  Net  of  panial  absorption  of  expenses  bv  fund 
sponsor.     NA:  Not  applicable  or  not  a\ailable.     tCIosed  to  all  investors.     'Twelve  months  to  February  1989. 

Table  of  distributors,  showing  addresses  and  telephone  numbers,  begins  on  page  284.  Rules  and  definitions,  page  193. 
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Annual  Fund  Ratings/Money  Market 


Portfolio 

average 

maturity 

days 

Fund/distributor 

Date 
started 

Latest  12  months 

return  from 
income  dividends 

Total 

assets 

Minimum 

initial 
investment 

Annua 

6/30/89 
(millions) 

%  change 

'89  vs  '88 

expense 
per $10 

Forbes  taxable  money  fund  composite 
Forbes  tax-exempt  money  fund  composite 

8.1% 
5.5% 

$0.71 
$0.67 

Tax-exempt  money  market  funds 

29 

T  Rowe  Price  Tax-Exempt  Money/Price 

4/81 

5.7% 

$1,102 

-8% 

$2,500 

$0.61 

80 

Pru-Bache  Muni-New  York  MM/Pru-Bache 

4/85 

4.9 

173 

-8 

1,000 

0  78 

38 

Pru-Bache  Tax-Free  Money  Fund/Pru-Bache 

8/79 

5.3 

665 

-7 

1,000 

0  77 

34 

Putnam  California  Tax-Ex  MM/Putnam 

10/87 

5.5 

68 

61 

none 

OSS 

72 

Putnam  New  York  Tax-Ex  MM/Putnam 

10/87 

5.0 

44 

38 

none 

064 

45 

Putnam  Tax-Exempt  MM/Putnam 

10/87 

5.6 

84 

14 

1,000 

0  58 

68 

Reserve  New  York  Tax-Ex-NY/Resrv 

11/83 

5.1 

96 

11 

1,000 

0  98 

55 

Reserve  Tax-Exempt-Connecticut/Resrv 

5/85 

5.3 

246 

2 

1,000 

0  87 

57 

Reserve  Tax-Exempt-Interstate/Resrv 

11/83 

5.6 

330 

-13 

1,000 

102 

32 

Safeco  Tax-Free  Money  Market/Safeco 

S/84 

5-7 

47 

39 

1,000 

0.63 

NA 

St  Clair  Tax-Free-Money  Market/Fairfield 

9/85 

5.4 

38 

-23 

500 

0.601 

18 

Scudder  California  Tax-Free  Money /Scudder 

6/87 

5.4 

65 

29 

1,000 

0.67 

18 

Scudder  Fund-Managed  Tax-Free'/Scudder 

10/82 

56 

97 

-67 

2,500 

060 

34 

Scudder  NY  Tax-Free  Money  Fund/Scudder 

6/87 

5.1 

38 

26 

1,000 

0.53 

19 

Scudder  Tax-Free  Money  Fund/Scudder 

1/80 

S4 

319 

-16 

1,000 

0.67 

29 

SLH  California  Daily  Tax-Free/Shearson 

11/85 

^     -^ 

570 

187 

2,500 

0.61 

65 

SLH  Daily  Tax-Free  Dividend/Shearson 

10/82 

5.9 

2,878 

276 

2,500 

0.58 

69 

SLH  NY  Daily  Tax-Free/Shearson 

11/85 

S.3 

373 

72 

2,500 

0.62, 

55 

Standby  Tax-Exempt  Reserve/Cowen 

4/86 

5.6 

80 

22 

2,000 

0.56| 

28 

SteinRoe  Tax-Exempt  Inc-Money/Stein  Roe 

?  h3 

5  6 

254 

-14 

1,000 

0.66 

54 

Strong  Tax-Free  Money  Market/Strong 

10/86 

5.9 

76 

9 

2,500 

0.80 

11 

Tax-Exempt  California  MM/Kemper 

6/87 

5.5 

222 

130 

1,000 

0  68 

42 

Tax-Free  Instruments  Trust/Federated 

12/82 

5.6 

1,394 

8 

500 

0.55] 

59 

Tax-Free  Money  Fund/Smith  Barney 

4/81 

5.6 

1,074 

3 

7,500 

0.53 

39 

UMB  Tax-Free  Money  Market/Jones  &  Babson 

12/82 

5.5 

71 

6 

1,000 

0.53 

42 

USAA  Tax-Exempt  Fund-MM/USAA 

>J 

5  K 

748 

20 

10,000 

0.43 

35 

UST  Master  Tax-Exempt-S-T/UST  Sees 

5/85 

5.8 

492 

-13 

1,000 

0.53 

52 

Value  Line  Tax-Exempt-MM/Value  Line 

3/84 

5.4 

40 

-15 

1,000 

0.87 

56 

Van  Kampen  Merriti  T-F  Money/Van  Kampen 

11/86 

5.8 

44 

-25 

1,000 

0  78 

46 

Vanguard  California  T-F-MM/\'anguard 

6  K? 

S  1 

424 

156 

3,000 

0.26 

60 

Vanguard  Muni  Bond-MM/Vanguard 

6/80 

5.9 

1,974 

-8 

3,000 

0.29 

71 

Vanguard  NJ  Tax-Free-MM/Vanguard 

2/88 

5.9 

205 

351 

3,000 

0.29 

41 

WPG  Tax-Free  Money  Market  Fund/Weiss 

1/88 

5.4 

51 

151 

1,000 

1.01 

Kxpi'tLsc  ratio  is  in  italics  ifl/H-JuiiJhtis  a  sltuiiiHilikr/iiiiJ  IJh- 1  plan  eMifUirif- 
sponsor     NA:  Noi  available.     'Formcrlv  Lazard  TixFree  Rpscrves-MM  Fund 

ft  1%  (htdikti  tckui ) pciulinii 
1             1        • 

ur  in  force      p 

Nei  ol  panial 
1              Iff 

absorption  i>l  expenses  by  fi^ 

282 


FORBES,  SEPTEMBER  4,  1<I 


The  Forbes 

Industrial  Development 

Advertising  Section 


ssue  Date: 

Dctober  16,  1989 


Closing  Date: 

September  6,  1989 


^orbes  Announces  An  Advertising 
Dpportunity  That  Can  Send  America's 
=oremost  Business  Decision  Makers 
:n  Your  Direction  . . . 

"he  FORBES  Industrial  Development  Advertis- 
ng  Section  let's  you  promote  your  area's  business 
lidvantages  to  top-level  executives  seeking  the 
Dest  business  locations.  This  is  an  ideal  opportuni- 
ly  for  you  to  inform  these  influential  business 
ieaders  about  tax  incentives,  financial  support, 
jabor  availabilities  and  transportation  facilities — 
easons  your  area  will  help  their  business  thrive. 

This  section  will  feature  four  quarter-page 
ids  per  page.  Each  ad  will  contain  approximately 
25  words  of  deschptive  copy  along  with  a  full 
iolor  or  black  and  white  cover  photo  of  your  area's 
promotional  Irterature. 


At  a  cost  of  $8,890  for  a  four-color  quarter 
page,  and  $8,150  for  a  black  and  white  quarter 
page,  the  FORBES  Industrial  Development  Ad- 
vertising Section  is  an  effective  and  economical 
way  to  attract  prime  prospects  to  your  area. 

Let  FORBES  pave  the  way  for  your  area's 
growth  and  progress.  Contact  your  nearest 
FORBES  representative  and  reserve  your  space 
in  the  FORBES  Industrial  Development  Advertis- 
ing Section  today. 


R>rbes 

Capitalist  'fi)ol 

•■■  Forbes  Magaiine-eOFitih  Ave   NY  ny  lOOii 


Fund  distributors 


Below  are  addresses  and  phone  numbers  of  mutual  fund 
distributors,  the  firms  that  market  mutual  funds.  Contact 
the  distributor  to  get  the  prospectus,  the  most  recent 
annual  or  semiannual  report  and  additional  information. 
If  a  fund  carries  a  sales  load,  your  stockbroker  may  also 
have  this  literature.  A  fund  without  a  separate  distributor 
is  listed  under  the  name  of  the  fund  itself.  Closed-end 


funds  are  traded  like  corporate  stock  and  do  not  have 
distributors.  "Exchange  privilege"  refers  to  the  option  to 
switch  from  one  fund  to  others  in  the  same  family;  in 
some  cases  that  other  fund  is  too  small  to  be  listed  here. 
For  more  information  on  our  selection  process  and  meth- 
ods see  page  193.  The  key  below  lists  fund  types.  Example: 
"ST"  for  Acorn  Fund  means  that  it  is  a  stock  fund. 


Distributor                                    Type 

of  fund 

Accrued  Equities 

295  Northern  Boulevard 

Great  Neck,  NY  11021 

(516)  466-0808*  (local) 

Exchange  privilege:  No 

New  Alternatives  Fund 

ST 

Acorn  Fund 

2  North  LaSalle  Street 

Suite  500 

Chicago,  IL  60602-3790 

1312  621-0630*  (local) 
(800  922-6769  (out  of  state) 

Exchange  pnvilege:  Yes 

Acorn  Fund 

ST 

Adtek  Fund 

4920  West  Vliet  Street 

Milwaukee,  WI  53208 

(414)  257-1842  (local) 

Exchange  privilege:  No 

Adtek  Fund 

BA 

Advest  Group 

280  Trumbu  1  Street 

Hartford,  CT  06103 

800)842-3807  local) 

800)243-8115  out  of  state) 

Exchange  pnvilege:  Yes 

Advantage  Government  Securities 

BD 

Advantage  Growth  Fund 

ST 

Advantage  Income  Fund 

BA 

AFA  Distributors 

50  Broad  Street 

New  York,  NY  10004 

(212)  482-8100*  (local) 

Exchange  privilege:  Yes 

National  Aviation  &  Technology 

ST 

National  Telecom  &  Technology 

ST 

Afuture  Fund 

617  Willowbrook  Lane 

Westchester,  PA  19382 

1215)  344-7910*  (local) 
(800)  523-7594  (out  of  state) 

Exchange  privilege:  No 

Afuture  Fund 

ST 

ST  Stock  fund 

BA  Balanced  fund 

FO  Foreign  fund 

BD  Bond  &  preferred  fund 

MU  Municipal  bond  fund 

MM  Money  market  fund 


Distributor                                    Type 

of  fund 

AIM  Distributors 

1 1  Greenway  Plaza 

Suite  1919 

Houston,  TX  77046 

800)392-9681  (local) 

800)  231-0803  (out  of  state) 

Exchange  privilege:  Yes 

Aim  Convertible  Securities 

BA 

Aim  Equity-Charter  Fund 

ST 

Aim  Equity-Constellation  Fund 

ST 

Aim  Equity-Weingarten  Equity  Fund 

ST 

Aim  High  Yield  Securities 

BD 

Aim  Summit  Fund 

ST 

Fred  Alger  &  Co 
75  Maiden  Lane 

New  York,  NY  10038 

(800)  992-3863  (nationwide) 

Exchange  privilege:  Yes 

/ilger  Fund-Growth 

ST 

Alger  Fund-Small  Capitalization 

ST 

Alliance  Fund  Services 

500  Plaza  Drive 

Secaucus,  NJ  07094 

201)  319-4000*  (local) 

800)  221-5672  (out  of  state)- 

Exchange  privilege:  Yes 

Alliance  Balanced  Shares 

BA 

Alliance  Bond-High  Yield 

BD 

Alliance  Bond-Monthly  Income  Shs 

BD 

Alliance  Bond-L'S  Government 

BD 

Alliance  Capital  Reserves 

MM 

Alliance  Convenible  Fund 

BA 

Alliance  Counierooint  Fund 
Alliance  Dividenc  Shares 

ST 

ST 

Alliance  Fund 

ST 

Alliance  Global-Canadian  Fund 

FO 

Alliance  Government  Reserves 

MM 

Alliance  International  Fund 

FO 

Alliance  Mortgage  Securities  Income 

BD 

Alliance  Mum  Income-Calif 

MU 

Alliance  Muni  Income-Ins  Calif 

MU 

Alliance  Muni  Income-Ins  Natl 

MU 

Alliance  Muni  Income-National 

MU 

Alliance  Muni  Income-NY 

MU 

Alliance  Quasar  Associates 

ST 

Alliance  Tax-Exempt  Res-Calif 

MM 

Alliance  Tax-Exempt  Res-General 

MM 

Alliance  Tax  Exempt  Res-New  York 

MM 

Alliance  Technology  Fund 

ST 

Survcvor  Fund 

ST 

Distributor 


Type  of  fund 


AMA  Advisers 

PO  Box  1 1 1 1 
Blue  Bell,  PA  19422 
(215)  825-0400*  (local) 
(800)  523-0864  (out  of  state) 
Exchange  privilege:  Yes 


AMA  Growth  Fund-Classic  Growth  ST 

AMA  Growth  Fund-Global  Growth  FO 

AMA  Growth-Growth  Plus  Income  ST 

Emerging  Medical  Technology  Fund  ST 

Medical  Technology  Fund  ST 


American  Capital  Marketing 

2800  Post  Oak  Boulevard 
Houston,  TX  77056 
(800)  421-5666  (nationwide) 
Exchange  privilege:  Yes 


American  Capital  Comstock  Fund  ST 

American  Capital  Corp  Bond  Fund  BD 

American  Capital  Enterprise  Fund  ST 

American  Capital  Government  Sees  BD 

American  Capital  Harbor  Fund  BA 

American  Capital  High  Yield  Inv  BD 

American  Capital  Muni  Bond  Fund  MU 

American  Capital  OTC  Securities  ST 

American  Capital  Pace  Fund  ST 

American  Capital  Tax-Ex-Hi  YId  MU 

American  Capital  Venture  Fund  ST 

Fund  of  America  ST 

Provident  Fund  for  Income  BA 


American  Funds  Group 

135  South  State  College  Boulevard 

Brea,  CA  92621 

(714)  671-7000*  (local) 

(800)  421-9900  (out  of  state) 

Exchange  privilege:  Yes 


Amcap  Fund  ST 

American  Balanced  Fund  BA 

American  Income-US  Govt  Guar  BD 

American  Funds  Tax-Exempt  I-Md  MU 

American  Funds  Tax-Exempt  I-Va  MU 

American  Funds  Tax-Exempt  Il-Calif  MU 

American  High-Income  Trust  BD 

American  Mutual  Fund  ST 

Bond  Fund  of  America  BD 

Capital  Income  Builder  ST 

Cash  Management  Trust  of  America  MM 

EuroPacific  Growth  Fund  FO 

Fundamental  Investors  ST 

Growth  Fund  of  America  ST 

Income  Fund  of  America  BA 

Investment  Co  of  America  ST 

New  Economy  Fund  ST 

New  Perspective  Fund  FO 

Tax-Exempt  Bond  Fund  of  America  MU 

Washington  Mutual  Investors  ST 


'*ill  accepi  collect  calls 
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Distributor 


Type  of  fund 


American  Growth  Fund  Sponsors 

410  17th  Street 
Suite  800 
Denver,  CO  80202 
i303)  623-6137*  (local) 
|800|  525-2406  (out  of  state) 
Exchange  privilege:  No 


American  Growth  Fund 


ST 


American  Investors 
PO  Box  2500 
Greenwich,  CT  06836 
(203)  531-5000*  (localj 
(800)  243-5353  (out  of  state) 
Exchange  privilege;  Yes 


American  Investors  Growth  Fund 


ST 


American  Pension  Distributors 

PO  Box  2529 
Lynchburg,  VA  24501 
(8001  533-4115  (local) 
(800)  544-6060  (out  of  state) 
Exchange  privilege:  Yes 


API  Trust-Growth 


ST 


AMEV  Investors 

PO  Box  64284 
St  Paul,  MN  55164 
(612)  738-4000*  (localj 
(800)  872-2638  (out  of  sute) 
Exchange  privilege:  Yes 


AMEV  Advantage-Asset  Allocation  ST 

AMEV  Advantage-Capital  Apprec  ST 

AMEV  Capital  Fund  ST 

AMEV  Fiduciary  Fund  ST 

AMEV  Growth  Fund  ST 

AMEV  US  Govt  Securities  Fund  BD 


Amway  Management  Co 

7575  East  Fulton  Road 
Ada,  MI  49355 
(800)  346-2670  (nationwide) 
Exchange  privilege:  No 


Amway  Mutual  Fund 


ST 


Analytic  Optioned  Equity  Fund 

2222  Martm  Street 
Suite  230 
Irvine,  CA  92715 
(714)  833-0294*  (local) 
Exchange  privilege:  No 


Analytic  Optioned  Equity  Fimd 


ST 


Angeles  Securities 

10301  West  Pico  Boulevard 
Los  Angeles,  CA  90064 
(2131  277-4900*  (localj 
(800|  421-4374  (out  of  state) 
Exchange  privilege:  Yes 


FPA  Capiul  Fund 
FPA  Paramount  Fund 
FPA  Pereimial  Fund 


ST 
ST 
ST 


.Aquila  Distributors 

,  200  Park  Avenue 

Suite  4515 

New  York,  NY  100 1 7 

{212)  697-6666*  (localj 

(800)  228-4227  (out  of  state) 

Exchange  privilege:  Yes 


Churchill  Tax-Free  Fund  of  Kentucky  MU 

Hawaiian  Tax-Free  Trust  MU 

Tax-Free  Fund  of  Colorado  MU 

Tax-Free  Trust  of  Arizona  MU 

Tax-Free  Trust  of  Oregon  MU 


Distributor                                   Type 

of  fund 

Armstrong  Associates 

1445  Ross  Avenue  LB  212 

Dallas,  TX  75202 

(214)  720-9101  (local) 

Exchange  privilege:  No 

Armstrong  Associates 

ST 

Associated  Planners  Security 

1925  Century  Park  East 

Suite  1900 

Los  Angeles,  CA  90067 

(213  553-6740*  (local! 
(800  950-2748  (out  of  state) 

Exchange  privilege:  Yes 

Associated  Planners  Stock  Fund 

ST 

Axe  Securities  Corp 

400  Benedict  Avenue 

Tarry  town,  NY  10591 
(914)  333-5200*  (localj 
(800  366-0444  (out  ot  state) 

Exchange  privilege:  Yes 

Axe-Houghton  Fund  B 

BA 

Axe-Houghton  Income  Fund 

BD 

Axe-Houghton  Stock  Fund 

ST 

Bailard,  Biehl  &  Kaiser 

2755  Campus  Drive 

Suite  300 

San  Mateo,  CA  94403 

415  571-5800*  (localj 

800  882-8383  (out  of  state) 

Exchange  privilege:  No 

Bailard  Biehl  &  Kaiser  Diversa  Fund 

BA 

Robert  W  Baird  &  Co 

777  East  Wisconsin  Avenue 

Milwaukee,  Wl  53202 

(414  765-3500*  (local) 
(800  792-2473  (out  of  sute) 

Exchange  privilege:  No 

Baird  Blue  Chip  Fund 

ST 

Baird  Capital  Development  Fimd 

ST 

Baron  Asset  Fimd 

450  Park  Avenue 

New  York,  NY  10022 

212)  759-7700  local) 

800)  992-2766  out  of  state) 

Exchange  privilege:  No 

Baron  Asset  Fund 

ST 

Bartlett  Capital  Trust 

36  East  Fourth  Street 

Cincinnati,  OH  45202 

800  327-4363  local) 

800  543-0863  out  of  state) 

Exchange  privilege:  Yes 

Bartlett  Capital  Trust-Basic  Value 

ST 

Bartlett  Capital  Trust-Fixed  Income 

BD 

Beacon  Hill  Mutual  Fimd 

75  Federal  Street 

Boston,  MA  021 10 

(617)  482-0795  (local) 

Exchange  privilege:  No 

Beacon  Hill  Mutual  Fund 

ST 

Distributor                                 Type 

sf  fund 

Benham  Capital  Management 

755  Page  Mill  Road 
Palo  A  to,  CA  94304 

800  982-6150  local) 

800  227-8380  out  of  state) 

Exchange  privilege:  Yes 

Benham  Calif  Tax-Free-High  Yield 

MU 

Benham  Calif  Tax-Free-Insured 

MU 

Benham  Calif  Tax-Free-Intermediate 

MU 

Benham  Calif  Tax-Free-Long-Term 

MU 

Benham  Calif  Tax-Free-MM 

MM 

Benham  Govenmient  Inc-GNMA 

BD 

Benham  National  Tax-Free-MM 

MM 

Benham  Target  Maturitie&-2015 

BD 

Benham  Treasury  Note  Fund 

BD 

Capital  Preservation  Fund 

MM 

Capital  Preservation  Fund  II 

MM 

Berger  Associates 

899  Logan  Street 

Suite  211 

Denver,  CO  80203 

303  837-1020*  (localj 

800  333-1001  (out  of  state) 

Exchange  privilege:  Yes 

One  Hundred  Fund 

ST 

Berwyn  Fund 

1189  Lancaster  Avenue 

Berwyn,  PA  19312 

(215)  640-4330*  (local) 

Exchange  privilege:  Yes 

Berwyn  Fund 

ST 

Boston  Co  Funds  Distributor 

One  Boston  Place 

Boston,  MA  02108 

(800)  225-5267  (nationwide) 

Exchange  privilege:  Yes 

Boston  Co  Capital  Appreciation  Fund 

ST 

Boston  Co  Tax-Free  Muni-Mass  MM 

MM 

Boston  Co  Special  Growth  Fund 

ST 

Boston  Co  Tax-Free  Muni-Money 

MM 

Brandywine  Fund 

PO  Box  4166 

GreenvUle,  DE  19807 

(302)  656-6200  (local) 

Exchange  privilege:  No 

Brandywine  Fund 

ST 

Bridges  Investment  Fund 

8401  West  Dodge  Road 

Omaha,  NE  68114 

(402)  397-4700  (local) 

Exchange  privilege:  No 

Bridges  Investment  Fund 

ST 

Clayton  Brown  &  Associates 

500  West  Madison 

Suite  3000 

Chicago,  IL  60606 

312  559-3007  local) 

800  621-4770  out  of  state) 

Exchange  privilege:  Yes 

First  Trust-US  Govertmient 

BD 

•Will  accept  collea  calls. 
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Fund  Distributors 


Distributor                                    Type 

of  fund 

Alex  Brown  &  Sons 

135  East  Baltimore  Street 

Baltimore,  MD  21202 

301   727-1700  local) 

800  638-2596  out  of  state| 

Exchange  privilege:  Yes 

Alex  Brown  Cash  Reserve-Prime 

MM 

Flag  Investors  Corporate  Cash  Trust 

ST 

Flag  Investors  Emerging  Growth 

ST 

Flag  Investors  International  Trust 

FO 

Flag  Investors  T-F  Cash  Reserve  Shs 

MM 

Flag  Investors  Telephone  Income 

ST 

Bruce  Fund 

20  North  Wacker  Drive 

Suite  1425 

Chicago,  IL  60606 

|312|  236-9160  (local) 

Exchange  privilege:  No 

Bruce  Fund 

BA 

Bull  &  Bear  Group 

1 1  Hanover  Square 

New  York,  NY  10005 

212  363-1100  local) 

800  847-4200  out  of  state) 

Exchange  privilege:  Yes 

Bull  &  Bear  Capital  Growth  Fund 

ST 

Bull  &  Bear  Equity-Income  Fund 

ST 

Bull  &  Bear  Gold  Investors 

FO 

Calamos  Financial  Services 

2001  Spnng  Road 

Suite  750 

Oakbrook,  IL  60521 

312  571-7115  local) 

800  323-9943  out  of  state) 

Exchange  privilege:  No 

Calamos  Convertible  Income 

ST 

California  Investment  Trust 

44  Montgomery  Street 

Suite  2200 

San  Francisco,  CA94104 

800  225-8778  local) 

800  826-8166  out  of  state) 

Exchange  privilege:  Yes 

California  Tax-Free  Income 

MU 

California  Tax-Free  MM 

MM 

Calvert  Group 

1700  Pennsylvania  Avenue  NW 

Washmgton,  DC  20006 

301   951-4800*1  local  1 

800  368-2748  (out  of  state) 

Exchange  privilege:  Yes 

Calvert  Ariel  Growth  Fund 

ST 

Calvert  Fund-Equity 

ST 

Calvert-Washington  Area  Growth 

ST 

Calvert  Social  Inv-Equity 

ST 

Calvert  Social  Inv-Managed  Growth 

BA 

Calvert  Tax-Free  Reserves-Limited 

MU 

Calvert  Tax-Free  Reserves-MM 

MM 

Money  Management  Plus- Tax-Free 

MM 

Distributor                                    Type  of  fund 

Capstone  Asset  Planning  Co 

FO  Box  3167 

Houston,  TX  77253-3167 

(713)  750-8000  (local) 

(800)262-6631  (out  of  state) 

Exchange  pnvilege:  Yes 

Capstone  Equitv  Guard 
Cashman  Farrell  Value  Fund 

ST 

ST 

Fund  of  the  Southwest 

ST 

PBHG  Growth  Fund 

ST 

US  Trend  Fund 

ST 

Carnegie  Fund  Distributors 

1228  Euclid  Avenue 

Cleveland,  OH  441 15 

1216  781-4440*  (local! 
(800  321-2322  (out  of  state) 

Exchange  privilege:  Yes 

Carnegie-Cappiello-Growth 

ST 

Camegie-Cappiello- Total  Return 

ST 

Carnegie  Tax-Free  Income  Trust 
LiquiaCapital  Income  Trust 

MM 

MM 

Centennial  Capital  Corp 

3410  South  Galena  Street 

Denver,  CO  80201 

(800  356-3556  (local) 

(800  525-7048  (out  of  state) 

Exchange  privilege:  Yes 

Centennial  Tax-Exempt  Trust 

MM 

Daily  Cash  Accumulation  Fund 

MM 

Centuiy  Shares  Trust 

One  Liberty  Square 

Boston,  MA  02109 

617  482-3060*  (local) 

800  321-1928  (out  of  state) 

Exchange  privilege:  No 

Century  Shares  Trust 

ST 

Ciena  Securities 

1350  Main  Street 

Spnngfield,  MA  01 103 

(413)  784-0100  (local) 

Exchange  privilege:  Yes 

Cigna  Aggressive  Growth  Fund 

ST 

Cigna  Growth  Fund 

ST 

Cigna  High  Yield  Fund 

BD 

Cigna  Income  Fund 

BD 

Cigna  Municipal  Bond  Fund 

MU 

Cigna  Tax-Exempt  Cash  Fund 

MM 

Cigna  Utilities 

ST 

Cigna  Value  Fund 

ST 

Distributor 


Type  of  fund 


Colonial  Investment  Services 

One  Financial  Center 
Boston,  MA  021 11 
(617)  426-3750*  (local! 
(800)  225-2365  (out  of  state) 
Exchange  privilege:  Yes 


Colonial  Advanced  Strategies  Gold  BA 

Colonial  California  Tax-Exempt  MU 

Colonial  Fund  BA 

Colonial  Government  Securities  Plus  BD 

Colonial  Growth  Shares  Trust  ST 

Colonial  High  Yield  Securities  BD 

Colonial  Income  Trust  BD 

Colonial  International  Equity  Index  FO 

Colonial  Massachusetts  Tax-Exempt  MU 

Colonial  Ohio  Tax-Exempt  Trust  MU 

Colonial  Small  Stock  Index  Trust  ST 

Colonial  Strategic  Inc-Diversified  ST 

Colonial  Strategic  Inc-Inc  Plus  ST 

Colonial  Tax-Exempt-High  Yield  MU 

Colonial  Tax-Exempt-Insured  Fund  MU 

Colonial  Tax-Exempt-Money  Market  MM 

Colonial  US  Equity  Index  Trust  ST 

Colonial  VIP-Agressive  Growth  ST 

Colonial  VIP-Diversified  Return  ST 


Colorado  Tax  Exempt 

717  17th  Street 
Suite  2500 
Denver,  CO  80202 
(303)  292-0300  (local) 
Exchange  privilege:  No 


Colorado  Double  Tax  Exempt  Fund       MU 


Columbia  Funds  Management  Co 

PO  Box  1350 
Portland,  OR  97207-1350 
(800)  452-4512  (local) 
(800)  547-1707  (out  of  state) 
Exchange  privilege:  Yes 


Columbia  Daily  Income  Co  MM 

Columbia  Fixed  Income  Securities  BD 

Columbia  Growth  Fund  ST 

Columbia  Municipal  Bond  Fund  MU 

Columbia  Special  Fund  ST 


Command  Money  Market  Funds 

1 1 5  Broadway 

16th  Floor 

New  York,  NY  10006 

(212)306-0521  (local) 

(800)  222-4321  (out  of  state) 

Exchange  pnvilege:  Yes 


Command  Money  Fund 
Command  Tax-Free  Fund 


MM 
MM 


Common  Sense  Distributors 

3100  Breckinridge  Boulevard 
Building  400 
Duluth,  GA  30199-0001 
(404)  381-2668  (local) 
(800)  888-386.^  (out  of  state) 
Exchange  privilege:  Yes 


Common  Sense-Growth 
Common  Sense-Growth  &  Income 


ST 
ST 
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Distributor                                 Type  of  fund 

Concord  Financial  Group 

156  West  56th  Street 
Suite  1902 

New  York,  NY  10019 
212  492-1600*  (local! 
800  332-3863  (out  of  state) 
Exchange  privilege:  Yes 

Pacific  Horizon-Ageressive  Growth 
Pacific  Horizon-Calif  Tax-Ex  Bond 
Pacific  Horizon-Government  MM 
Pacific  Horizon-Money  Market 
Pacific  Horizon-Tax-Exempt  MM 

ST 

MU 

MM 

MM 

MM 

Comiecticut  Mutual  Financial  Services 

140  Garden  Street 

MS  240 

Hartford,  CT  06154 

203  727-6500*  (local) 

800  243-2501  (out  of  state) 
Exchange  privilege:  Yes 

Connecticut  Mutual-Growth 
Connecticut  Mutual-Total  Return 

ST 
BA 

Conway,  Luongo,  Williams 

3000  Sand  Hill  Road 
Menlo  Park,  CA  94025 
(415)  854-9150*  (local) 
Exchange  privilege:  No 

Adam  Investors 

ST 

Copley  Financial  Services  Corp 

PO  Box  3287 
Fall  River,  MA  02722 
(508)  674-8459*  (local) 
Exchange  privilege:  No 

Copley  Fund 

ST 

Cortland  Distributors 

315  State  Street 
Hackensack,  NI  07601 
(2011342-6066  local] 
(800)433-1918  out  of  state) 
Exchange  privilege:  Yes 

Aim  General  Money  Market 
Aim  Tax-Free  Money  Market 

MM 
MM 

Coimsellors  Securities 

466  Lexington  Avenue 
New  York,  NY  10017-3147 
(212  878-0600  local] 
(800  888-6878  out  of  state) 
Exchange  privilege:  Yes 

Counsellors  Capital  Appreciation 
Counsellors  Emerging  Growth  Fund 
Counsellors  New  Yorlc  Tax-Exempt 

ST 
ST 
MM 

Country  Capital  Management  Co 

PO  Box  2222 
Bloomington,  IL  61701 
(309)  557-2444  (local) 
Exchange  privilege:  Yes 

Country  Capital  Growth  Fund 
Country  Capital  Income  Fund 

ST 
BA 

Cowen  &  Co 
Financial  Square 
New  York,  NY  10005 
212  495-6000  local) 
800  221-5616  out  of  sute) 
Exchange  privilege:  Yes 

Cowen  Income  +  Growth  Fund 
Cowen  Opportunity  Fund 
1     Sundby  Tax-Exempt  Reserve  Fund 

ST 
ST 
MM 

•Will  accept  collea  calls 
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A  Great  One  Liner. 

SteinRoe  Special  Fund  is  a  stand-up  performer  that  could  really  grow 
on  you.  Just  consider  these  average  annual  total  returns  for  the  periods 
ended  6/30/89: 1-year,  27.07%;  5-year,  20.52%;  10-year,  20.31%.  Call 
today  for  more  complete  information.     ^P||w    qtFTN  "ROF 

CALL  1-800-338-2550               ^ "           Mutual Rmds 

P.O.  Box  U4:3  •  Chicago,  IL  60690 

The  total  return  data,  which  includes  changes  in  share  price  and  assumes  reinvestment  of  income 
and  capital  gains  distributions,  represents  past  performance,  which  may  vary  for  different  periods. 
Actual  total  return  and  principal  value  of  an  investment  will  fluctuate  so  that  an  investor's  shares, 
when  redeemed,  may  be  worth  more  or  less  than  their  cost.  Read  the  prospectus  carefully  before 
you  invest.       €  1989  Stein  Roe  &  Farnham  Incorporated     Libertj'  Securities  Corporation,  Distributor 

007MO2-ad892320000779 

HOW  TO 

CHOOSE  A  TAX-FREE 

PORTFOLIO 


STEP  I:  CONSIDER 
YIELD  POTENTIAL  In  a 

bond  fund,  other  things  being  equal, 
lower  costs  mean  higher  yields.  The 
Vanguard  Municipal  Bond  Fund  has 
virtually  the  lowest  operating  costs 
in  the  industry:  0.29  of  1%*— with  no 
commissions,  no  fees.  Minimum 
investment:  $3,000. 

STEP  2:  CHOOSE  MATURITY  LEVEL. 

The  longer  the  average  maturity 
length  of  the  bonds,  the  higher  the 
market  volatility— and  potential 
returns. 

Vanguard  offers  you  two  short- 
term  portfolios  for  lowest  risk;  two 
intermediate-term  portfolios  for 
higher  yields  with  some  volatility; 
three  long-term  portfolios  for  high- 
est yield  potential. 

STEP  3:  CALL  1-800-662-SHIPfor 

our  free  Tax-Free  Investing  Kit. 

*Lipper  Directors'  Analytical  Data,  Summer  '89 


Please  send  me  the  free  Vanguard 
Tax-Free  Investing  Information  Kit 

I  understand  the  Kit  contains  a  pro- 
spectus with  more  complete  infor- 
mation on  the  Vanguard  Municipal 
Bond  Fund,  including  advisory  fees, 
distribution  charges  and  other 
expenses.  I  will  read  it  carefully 
before  I  invest  or  send  money. 

Vanguard  Municipal  Bond  Fund 

Investor  Information  Department  95 

Valley  Forge,  Pennsylvania  19482 

Name 


Address - 
City 


State - 


.Zip_ 


Home  Phone 


(  ) 
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Fund  Distributors 


Distributor                                    Type  of  fund 

Craig-Hallum 

701  Fourth  Avenue  South- 10th  Floor 

Minneapolis,  MN  55415 

612  332-1212  local) 

800  331-4923  out  of  state) 

Exchange  privilege:  No 

General  Securities 

ST 

Dain  Bosworth 

790  North  MiIv^'aukee  Street 

Milwaukee,  WI  53202 

414  347-7276  local) 

800  432-7856  out  of  state) 

Exchange  privilege:  Yes 

Heartland  Group-Value  Fund 

ST 

Dean  Witter  Reynolds 

One  World  Trade  Center 

New  York,  NY  10048 

212  392-2500  local) 

800  869-3863  out  of  state) 

Exchange  privilege:  Yes 

Active  Assets  Money  Trust 

MM 

Active  Assets  Tax-Free  Trust 

MM 

Dean  Witter  American  Value  Fund 

ST 

Dean  Witter  Calif  Tax-Free  Income 

MU 

Dean  Witter  Convertible  Sees 

BA 

Dean  Witter  Developing  Growth  Sees  ST        | 

Dean  Witter  Dividend  Growth  Sees 

ST 

Dean  Witter  Government  Sees  Plus 

BD 

Dean  Witter  High  Yield  Sees 

BD 

Dean  Witter  Managed  Assets 

ST 

Dean  Witter  Natural  Resource  Dev 

ST 

Dean  Witter  NY  Tax-Free  Income 

MU 

Dean  Witter  Option  Income  Trust 

ST 

Dean  Witter/Sears  Liquid  Asset 

MM 

Dean  Witter/Sears  Tax-Free  Daily  Inc 

MM 

Dean  Witter/Sears  US  Govt  MM 

MM 

Dean  Witter  Tax-Exempt  Sees 

MU 

Dean  Witter  US  Govt  Securities 

BD 

Dean  Witter  Utilities  Fund 

ST 

Dean  Witter  Value-Added  Mkt 

ST 

Dean  Witter  World  Wide  Investment 

FO 

Delaware  Distributors 

10  Penn  Center  Plaza 

Philadelphia,  PA  19103 

215  988-1333  local) 

800  523-4640  out  of  state) 

Exchange  privilege:  Yes 

Delaware  Group  Cash  Reserve 

MM 

Delaware  Group  Decatur  Fund-I 

ST 

Delaware  Group  Decatur  Fund-II 

ST 

Delaware  Group  Delaware  Fund 

BA 

Delaware  Group  DelCap  Fund-I 

ST 

Delaware  Group  Delchester  H-Y-I 

BD 

Delaware  Group  Govt-Govt  Income 

BD 

Delaware  Group  Tax-Free  Fund-USA 

MU 

Delaware  Group  Tax-Free  Money 

MM 

Delaware  Group  Treasury-Investors 

BD 

Delaware  Group  Trend  Fund 

ST 

Delaware  Group  Value  Fund 

ST 

DMC  Tax-Free  Income  Trust-PA 

MU 

Distributor                                    Type 

of  fund 

Diversified  Securities 

PO  Box  357 

Long  Beach,  C A  90801 
(213)595-7711*  (local) 

Exchange  privilege:  No 

Investors  Research  Fund 

ST 

Dividend  Growth  Fund 

107  North  Adams  Street 

Rockville,  MD  20850 

(301   251-1002*  (local) 
(800  638-2042  (out  of  state) 

Exchange  privilege:  Yes 

Dividend/Growth-Dividend 

ST 

Dodge  &  Cox 

One  Post  Street 

35th  Floor 

San  Francisco,  CA  94104 

(415)434-0311  (local) 

Exchange  privilege:  Yes 

Dodge  &  Cox  Balanced  Fund 

BA 

Dodge  &  Cox  Stock  Fund 

ST 

Dolphin  FRIC  Convertible  Fund 

10900  Wilshire  Boulevard 

Suite  1050 

Los  Angeles,  CA  90024 

(213)  824-7609  (local) 

Exchange  privilege:  No 

Dolphin  FRIC  Convertible  Fund 

BA 

Drexel  Burnham  Lambert 

25  Bruail  Street 

New  York,  NY  10004 

(2121  480-6000*  (local) 
(800)  221-3290  (out  of  state) 

Exchange  privilege:  Yes 

DBL  Cash  Fund-Money  Market 

MM 

DBL  Tax-Free  Fund-Money  Market 

MM 

Drexel  Burnham  Fund 

ST 

Drexel  Series-Convertible  Sees 

ST 

Drexel  Series-Etnergiiij;  Growth 

ST 

Drexel  Series-Government  Securities 

BD 

Drexel  Series-Growth 

ST 

Drexel  Series-Option  Income 

ST 

Drexel  Series-Prioritv  Selection 

ST 

Fenimure  International  Fund  Equity 

FO 

Distributor 


Type  of  fund 


Dreyfus  Service  Corp 

600  Madison  Avenue 
New  York,  NY  10022 
(718)  895-1206  (local) 
(800)  645-6561  (out  of  state) 
Exchange  privilege:  Yes 


Dreyfus  A  Bonds  Plus  BD 

Dreyfus  California  Tax-Exempt  Bond  MU 

Dreyfus  California  Tax-Exempt  MM  MM 

Dreyfus  Capital  Value  Fund  ST 

Dreyfus  Convertible  Securities  Fimd  BA 

Dreyfus  Fund  ST 

Dreyfus  GNMA  Fund  BD 

Dreyfus  Growth  Opportunity  Fimd  ST 

Dreyfus  Index  Fund  ST 

Dreyfus  Insured  Tax-Exempt  Bond  MU 

Dreyfus  Intermediate  Tax-Ex  Bond  MU 

Dreyfus  Leverage  Fund  ST 

Dreyfus  Liquid  Assets  MM 

Dreyfus  Massachusetts  Tax-Ex  Bond  MU 

Dreyfus  MM  Instruments-Govt  Sees  MM 

Dreyfus  New  Jersey  Tax-Ex  Bond  MU 

Dreyfus  New  Leaders  Fund  ST 

Dreyfus  New  York  Insured  T-E  Bond  MU 

Dreyfus  NY  Tax-Exempt  Bond  Fund  MU 

Dreyfus  NY  Tax-Ex  Intermed  Bond  MU 

Dreyfus  New  York  Tax-Exempt  MM  MM 

Dreyfus  Strategic  Aggressive  Uiv  LP  ST 

Dreyfus  Strategic  Investing  ST 

Dreyfus  Strategic  World  Investing  LP  FO 

Dreyfus  Tax-Exempt  Bond  Fund  MU 

Dreyfus  Tax-Exempt  Money  Market  MM 

Dreyfus  Third  Century  Fund  ST 

First  Prairie  Diversified  Asset  Fund  BA 

First  Prairie  T-E  Money  Market  MM 

General  Aggressive  Growth  ST 

General  Calif  Tax-Exempt  Money  MM 

General  Money  Market  Fund  MM 

General  NY  T-E  Intermed  Bond  MU 

General  NY  Tax-Exempt  Money  MM 

General  Tax-Exempt  Money  Market  MM 

Premier  Calif  Tax-Exempt  Bond  MU 

Premier  Tax-Exempt-Maryland  MU 

Premier  Tax-Exempt-Connecticut  MU 

Premier  Tax-Exempt-Massachusetts  MU 

Premier  Tax-Exempt-Ohio  MU 

Westwood  Fund  ST 


Eaton  Vance  Distributors 

24  Federal  Street 
Boston,  MA  021 10 
(617)  482-8260  (local) 
(800)  225-6265  (out  of  state) 
Exchange  privilege:  Yes 


Eaton  Vance  California  Municipals  MU 

Eaton  Vance  Government  Oblig  BD 

Eaton  Vance  Growth  Fund  ST 

Eaton  Vance  High  Income  Trust  BA 

Eaton  Vance  High  Yield  Municipals  MU 

Eaton  Vance  Income  Fund  of  Boston  BA 

Eaton  Vance  Investors  Fund  BA 

Eaton  Vance  Special  Equities  Fund  ST 

Eaton  Vance  Stock  Fund  ST 

Eaton  Vance  Tax-Free  Reserves  MM 

Eaton  Vance  Total  Return  Trust  ST 

Nautilus  Fund  ST 

Vance,  Sanders  Special  Fund  ST 


"NXiil  accept  collect  c-alls 
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Distributor                                   Type  of  fund 

Eclipse  Financial  Services 

PO  Box  2196 

Peachtree  City,  GA  30269 

404  631-0414*  (local! 

800  872-2710  (out  of  state) 

Exchange  privilege:  Yes 

Eclipse  Equity  Fund 

ST 

Enterprise  Fund  Distributors 

1200  Asfiwood  Parkway 

Suite  290 

Atlanta,  GA  30338 

404  396-8118*  (local! 

800  432-4320  (out  of  state) 

Exchange  privilege:  Yes 

Enterprise  Group-Growth 

ST 

Enterprise  Group-Growth  &  Income 

ST 

Enterprise  Group-International  Grow 

FO 

EQSF  Advisers 

767  Third  Avenue 

5th  Floor 

New  York,  NY  10017 

212  888-6685  local) 

(800  834-3400  out  of  state) 

Exchange  privilege:  No 

Equity  Strategies  Fund 

ST 

Equitable  Funds 

1755  Broadway 

Location  3D 

New  York,  NY  10019 

(212  641-8100  local) 

(800  541-2150  nationwide) 

Exchange  privilege:  Yes 

Equitable  Funds-Balanced  Fund 

BA 

Equitable  Funds-Growth 

ST 

Equitec  Securities 

PO  Box  2470 

7677  Oakport  Street 

Oakland,  CA  94614 

(800)  869-8008  (nationwide) 

Exchange  privilege:  Yes 

Equitec  Siebel  Aggressive  Growth 

ST 

Equitec  Siebel  Toul  Return  Fund 

ST 

Equitec  Siebel  US  Government  Sees 

BD 

Equity  Services 

National  Life  Drive 

Montpeher,  VT  05604 

(802  229-3900*  (local) 
(800  233-4332  (out  of  state) 

Exchange  pnvilege:  Yes 

Sentinel  Balanced  Fund 

BA 

Sentinel  Bond  Fund 

BD 

Sentinel  Common  Stock  Fund 

ST 

Sentinel  Growth  Fund 

ST 

"Will  accept  collea  calls 
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Another  Great  One  Liner. 

SteinRoe  Managed  Municipals  knows  how  to  deliver  a  great  tax-free 
punchline.  Consider  these  average  annual  total  returns  for  the  periods 
ended  6/30/89: 1-year,  12.68%;  5-year,  14.77%;  10-year,  9.12%.  Call  today 
for  more  complete  information.         ^hk    QTFTM  ROF 

CALL  1-800-338-2550          ^  "           Mutua/ Funds 

P.O.  Box  U43  •  Chicago,  IL  60690 

Total  return  includes  changes  in  share  price,  assumes  reinvestment  of  income  and  capital  gains 
distributions  (both  of  which  may  be  subject  to  state  and  local  taxes  and  Federal  .Alternative  Minimum 
Tax),  represents  past  performance  and  may  vary  for  different  periods.  Actual  total  return  and 
principal  value  of  an  investment  will  fluctuate  so  that  an  investor's  shares,  when  redeemed,  may  be 
worth  more  or  less  than  their  cost.  Read  the  prospectus  carefully  before  you  invest. 
?  1989  Stein  Roe  &  Farnham  Incorporated     Libert\'  Securities  Corporation.  Distributor007MO2-ad892320000780 

D: 


'Contrarian  investing  requires 

independent  thinking . . .  and  guts. 

Admirable  qualities  in  very  short  supply." 


James  R  Arnold.  President.  THE  PRIMARY  TREND  FUND 


his  kind  of  clear,  independent  counsel  drives  The  Primary  Trend  Fund,  a  no-load  mutual 
I  fund  for  those  who  disdain  being  part  of  the  herd. 
Call  or  write  for  our  prospectus  today  and  we'll  send  you  a  free  copy  of  the  widely  circulated 
Primary  TYend  investment  letter,  which  sells  for  $180  a  year.  It's  packed  with  the  same  market 
savvy-  used  to  manage  more  than  $450  million  in  personal  and  corporate  accounts. 

Please  read  the  prospectus  carefully  before  you  invest.  Then,  if  you  become  a  shareholder, 
you  will  automatically  receive  The  Primary  Trend  investment  leUer  free 


n  Send  me  a  prospectus  and  a  free 
copy  of  The  Primary  TVend  invest- 
ment letter 

3  1  am  also  interested  in  IRAs. 


NAME 

ADDRESS 

CITY  STATE  ZIP . 
TELEPHONE 


FORBES,  SEPTEMBER  4,  1989 


LThe  Primary  Trend  Fund:  1-800  443-6544       i 
700  S.  Water  Street,  Milwaukee,  Wisconsin  53202  J 
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Fund  Distributors 


Distributor 


Type  of  fund 


Excel  Advisors 

16955  Via  Del  Campo 
Suite  120 

San  Diego,  CA  92127 
|618j  485-9400  (local) 
(800)  333-9235  (out  of  state) 
Exchange  pnvilege:  Yes 


Excel  Midas  Gold  Shares  &  Bullion 
Excel  Value  Fund 


ST 
ST 


Fahnestock  &  Co 

50  Broad  Street 

Suite  237 

New  York,  NY  10004 

(2121  425-9655  (local) 

(800|  221-5588  (out  of  state) 

Exchange  privilege:  No 


Ea^le  Growth  Shares 
Philadelphia  Fund 


ST 
ST 


Fairfield  Group 
200  Gibraltar  Road 
Horsham,  PA  19044 
(800)  222-3429  (local) 
(800)  441-3885  (out  of  state) 
Exchange  privilege:  Yes 


St  Clair  Equity-Capital  Growth  Fund  ST 
St  Clair  Tax-Free-Money  Market  MM 

Viking  Equity  Index  Fund-General       ST 


Fairmont  Fund 

1346  South  Third  Street 
Louisville,  KY  40208 
(502)  636-5633  (local) 
(800)  262-9936  (out  of  state) 
Exchange  privilege:  Yes 


Fairmont  Fund 


ST 


FBL  Investment  Advisory  Services 

5400  University  Avenue 
West  Des  Moines,  LA  50265 
(800)  422-3175  (local) 
(800)247-4170  (out  of  state) 
Exchange  pnvilege:  Yes 


FBL-Growth  Common  Stock 


ST 


Federated  Securities  Corp 

Federated  Tower 
Pittsburgh,  PA  15222-3779 
(412)2881900*(locall 
(800|  245-2423  (out  of  state) 
Exchange  pnvilege:  Yes 


American  Leaders  Fund  ST 

Convertible  Securities  &  Income  BA 

Federated  GNMA  Trust  BD 

Federated  Growth  Trust  ST 

Federated  High  Income  Securities  BD 

Federated  High  Quality  Stock  Fund  ST 

Federated  High  Yield  Trust  BD 

Federated  Income  Trust  BD 
Federated  Intermediate  Government     BD 

Federated  Short-Iniermed  Govt  BD 

Federated  Stock  &  Bond  Fund  BA 

Federated  Stock  Trust  ST 

Federated  Tax-Free  Income  Fund  MU 

Federated  Tax-Free  Trust  MM 

Federated  Utility  Trust  ST 

FT  International  FO 

Fund  for  US  Govt  Securities  BD 

Government  Income  Securities  BD 

Liberty  US  Govt  Money  Market  MM 

AT  Ohio  Tax-Free  Money  Fund  MM 

Progressive  Income  Equity  ST 

Tav-l  ree  Instruments  Trust  MM 


Distributor 


Type  of  fund 


Fidelity  Distributors  Corp 

82  Devonshire  Street 
Boston,  MA  02109 
(800)  544-6666  (nationwide) 
Exchange  privilege:  Yes 


Fidelity  Balanced  Fund  BA 

Fidelity  Blue  Chip  Growth  Fund  ST 

Fidelity  Calif  Tax-Free-High  Yield  MU 

Fidelity  Calif  Tax-Free-Insured  MU 

Fidelity  Calif  Tax-Free-MM  MM 

Fidelity  Canada  Fund  FO 

Fidelity  Capital  Appreciation  ST 

Fidelity  Cash  Reserves  MM 

Fidelity  Connecticut  Tax-Free  MU 

Fidelity  Contrafund  ST 

Fidelity  Convertible  Securities  Fund  BA 

Fidelity  Daily  Income  Trust  MM 

Fidelity  Destiny  Portfolio  I  ST 

Fidelity  Destiny  Portfolio  II  ST 

Fidelity  Equity  Income  Fund  ST 

Fidelity  Europe  Fund  FO 

Fidelity  Flexible  Bond  Fund  BD 

Fidelity  Freedom  Fund  ST 

Fide'ity  Fund  ST 

Fidelity  Ginnie  Mae  BD 

Fidelity  Global  Bond  Fund  FO 

Fidelity  Government  Securities  Fund  BD 

Fidelity  Growth  &  Income  ST 

Fidelity  Growth  Company  ST 

Fidelity  High  Income  Fund  BD 

Fidelity  Intermediate  Bond  Fund  BD 

Fidelity  International  Growth  &  Inc  FO 

Fidelity  Magellan  Fund  ST 

Fidelity  Mass  Tax-Free-High  Yield  MU 

Fidelity  Mass  Tax-Free-MM  MM 

Fidelity  Mortgage  Securities  BD 

Fidelity  New  Jersey  Tax-Free-MM  MM 

Fidelity  NY  Tax-Free-High  Yield  MU 

Fidelity  NY  Tax-Free-Insured  MU 

Fidelity  NY  Tax-Free-Money  Market  MM 

Fidelity  OTC  Portfolio  ST 

Fidelity  Overseas  Fund  FO 

Fidelity  Pacific  Basin  Fund  FO 

Fidelity  Pennsylvania  T-F-Hi  YId  MU 

Fidelity  PennsyKania  Tax-Free-MM  MM 

Fidelity  Plymouth-Growth  Oppor  ST 

Fidelity  Plymouth-Income  &  Grow  ST 

Fidelity  Puritan  Fund  BA 

Fidelity  Real  Estate  Investment  ST 

Fidelity  Select-Air  Transportation  ST 

Fidelity  Select-American  Gold  ST 

Fidelity  Select-Biotechnology  ST 

Fidelity  Select-Broadcast  &  Media  ST 

Fidelity  Select-Brokerage  &  Inv  ST 

Fidelity  Select-Capital  Goods  ST 

Fidelity  Select-Chemicals  ST 

Fidelity  Select-Computers  ST 

Fidelity  Select-Electric  Utilities  ST 

Fidelity  Select-Electronics  ST 

Fidelity  Select-Energy  ST 

Fidelity  Select-Energy  Service  ST 

Fidelity  Select-Financial  Services  ST 

Fidelity  Select-Food  &  Agriculture  ST 

Fidelity  Select-Health  Care  ST 

Fidelity  Select-Industrial  Materials  ST 

Fidelity  Select-Leisure  ST 

Fidelity  Seleci-Medical  Delivery  ST 

Fidelity  Select-Monev  Market  MM 


Distributor 


Type  of  fund 


Fidelity  Select-Paper  &  Forest  Prod  ST 

Fidelity  Select-Prec  Metals  &  Mins  ST 

Fidelity  Select-Prop  &  Casualty  ST 

Fidelity  Select-Regional  Banks  ST 

Fidelity  Select-Retailing  ST 

Fidelity  Select-Savings  &.  Loan  ST 

Fidelity  Select-Software  &  Computer  ST 

Fidelity  Select-Technology  ST 

Fidelity  Select-Telecommunications  ST 

Fidelity  Select-Utilities  ST 

Fidelity  Short-Term  Bond  BD 

Fidelity  Short-Term  Government  BD 

Fidelity  Special  Situations-Initial  ST 

Fidelity  Special  Situations-Plymouth  ST 

Fidelity  State  Tax-Free-Michigan  MU 

Fidelity  State  Tax-Free-Minnesota  MU 

Fidelity  State  Tax-Free-Ohio  MU 

Fidelity  Tax-Exempt-Money  Market  MM 

Fidelity  Tax-Free-Aegressive  MU 

Fidelity  Tax-Free-High  Yield  MU 

Fidelity  Tax-Free-Insured  MU 

Fidelity  Tax-Free-Ltd  Term  Munis  MU 

Fidelity  Tax-Free-Municipal  Bond  MU 

Fidelity  Texas  Tax-Free  MU 

Fidelity  Trend  Fund  ST 

Fidelity  US  Government  Reserves  MM 

Fidelity  Utilities  Income  ST 

Fidelity  Value  Fund  ST 


I 


Fiduciary  Investment  Co 

230  South  Tryon  Street 
Suite  345 

Charlotte,  NC  28202 
1704)331-0710' (local I 
(800)  527-1578  (out  of  state) 
Exchange  privilege:  Yes 


Salem  Funds-Growth 


ST 


Fiduciary  Management 

225  East  Mason  Street 
Milwaukee,  WI  53202 
1414)  226-4556*  (locall 
(800)  338-1579  (out  of  state) 
Exchange  pnvilege:  Yes 


Fiduciary  Capital  Growth  Fund 


ST 


Financial  Programs 

PC  Box  2040 
Denver,  CO  80201 
(303)  779-1233  (local) 
(800)  525-8085  (out  of  state) 
Exchange  privilege:  Yes 


Financial  Dynamics  Fund  ST 

Financial  Industrial  Fund  ST 

Financial  Industrial  Income  Fund  ST 

Financial  Strategic-Energy  ST 

Financial  Strategic-European  FO 

Financial  Strategic-Gola  ST 

Financial  Strategic-Health  Science  ST 

Financial  Strategic-Leisure  ST 

Financial  Strategic-Pacific  Basin  FO 

Financial  Strategic-Technology  ST 

Financial  Strategic-Utilities  ST 

Financial  Tax-Free  Income  Shares  MU 

Financial  Tax-Free  Money  Fund  MM 


"Vili  aocept  a;)lleci  calls 
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Distributor 


Type  of  fund 


First  Eagle  Fund  of  America 

45  Broadway 
New  York,  NY  10006 
(2121  943-9200*  |locall 
(800)  451-3623  (out  of  state) 
Exchange  privilege:  No 


First  Eagle  Fund  of  America 


First  Investors  Management  Co 

10  Woodbndge  Center  Drive 
Woodbndge,  NJ  07095 
(212)  208-6000  (local) 
(800)  423-4026  (out  of  state) 
Exchange  privilege:  Yes 


First  Investors 
First  Investors 
First  Investors 
First  Investors 
First  Investors 
First  Investors 
First  Investors 
First  Investors 
First  Investors 
First  Investors 
First  Investors 


Flagship  Financial 

One  First  National  Plaza 
Suite  910 

Dayton,  OH  45402 
(8001  354-7447  (local) 
(800)  227-4648  (out  of  state) 
Exchange  privilege:  Yes 


Flex  Funds 

PO  Box  7177 
Dublin,  OH  43017 
(614)  766-7000*  (local) 
(800)  325-3539  (out  of  state) 
Exchange  privilege:  Yes 


44  Securities 

26  Broadway 

Suite  205 

New  York,  NY  10004 

(212|  248-8080  (local) 

(800)  543-2620  (out  of  state) 

Exchange  privilege:  Yes 


44  Wall  Street  Equity  Fund 
44  Wall  Street  Fund 


"^ill  accept  collea  calls 


ST 


Bond  Appreciation  BD 

Discovery  Fund  ST 

Fund  for  Growth  ST 

Fund  for  Income  BD 

Government  Fund  BD 

High  Yield  Fund  BD 

International  Sees  FO 

New  York  Tax-Free  MU 

Tax-Exempt  Fund  MU 

Tax-Exempt  MM  MM 

Value  Fund  ST 


Flagship  Tax-Ex-Arizona  Double  MU 

Flagship  Tax-Exempt-Conn  Double  MU 

Flagship  Tax-Ex-Georgia  Double  MU 

Flagship  Tax-Ex-Kentucky  Triple  MU 

Flagship  Tax-Exempt-Mich  Triple  MU 

Flagship  Tax-Exempt-NC  Triple  MU 

Flagship  Tax-Exempt-Ohio  Double  MU 

Flagship  Tax-Exempt-Penn  Triple  MU 

Flagship  Tax-Exempt-Tenn  Double  MU 

Flagship  Tax-Exempt- Va  Double  MU 


Flex-funds-Growth  Fund  ST 

Flex-funds-Income  &  Growth  Fund      ST 


ST 
ST 


One  More  Great  One  Liner. 


SteinRoe  High-^eld  Bonds  have  made  their  investors  very  happy. 
Consider  these  average  annual  total  returns  for  the  periods  ended  6/30/89: 
1-year,  U.06%;  since  the  Fund's  inception  on  3/5/86,  9.17%.  Call  for 
more  information.                            |P|    STElN  ROE 
CALL  1-800-338-2550  Tf|P    Mutual  Funds 

P  0  Box  U43  •  Chicago,  IL  60690 


The  total  return  data,  which  includes  changes  in  share  price  and  assumes  reinvestment  of  income 
and  capital  gains  distributions,  represents  past  performance,  which  may  vary  for  different  periods. 
Actual  total  return  and  principal  value  of  an  investment  will  fluctuate  so  that  an  investor's  shares, 
when  redeemed,  may  be  worth  more  or  less  than  their  cost.  Read  the  prospectus  carefully  before 
YOU  invest.        '?  198fl  Stein  Roe  &  Farnham  Incorporated     Libert\-  Securities  Corporation,  Distributor 

007MO2-ad89232000078T 


HOW'S  YOUR 
5-YEAR  RETURN? 


T.  Rowe  Price  International  Steele  Fund.  Smart  investors  know  that  active 

asset  management  and  international  diversification  can  provide  superior  long-term 
returns.  By  investing  primarily  in  the  stocks  of  leading  companies  in  Europe  and 
the  Pacific  Basin,  this  Fund  has  proven  itself  in  both  up  and  down  markets  and 
in  periods  of  strength  and  weakness      i 

for  the  U.S  dollar  And  its  excep-  j       T  Rowe  Price.  100  E  Pratt  St .  Baltimore.  MD  21202 

Send  a  prospectus  with  more  complete  information 


n 


tional  5-year  record  placed  it  in  the 
top  2%  of  all  mutual  funds.*  $2,500 
minimum  initial  investment 
($1,000  for  IRAs)  and  no  sales 
charges! 

Call  24  hours  for 
a  free  information  kit 

1-800-638-5660 
ext.  4478 


including  management  fees  and  other  charges 
and  expenses.  I  will  read  it  careful!)  before  I  mvcst 
or  send  money. 

Name 
Address 


City  State/Zip 


ISF004478 


Phone 


D  Home       D  Business 


Invest  Wth  Confidence 

TRoweRlce 


FORBES,  SEPTEMBER  4,  1989 


'According  to  Upper  Analytical  Services,  Inc.,  which  has  monitored  683  funds  over  the  past  5  years 
ended  6/30/89.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor 
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Fund  Distributors 


Distributor 


Type  of  fund 


Founders  Asset  Management 
3033  East  First  Avenue 
Suite  810 

Denver,  CO  80206 
(303)  394-4404  (local] 
(800)  525-2440  (out  of  state| 
Exchange  privilege:  Yes 


Founders  Blue  Chip  ST 

Founders  Equity  Income  Fund  ST 

Founders  Frontier  Fund  ST 

Founders  Growth  Fund  ST 

Founders  Special  Fund  ST 


Franklin  Distributors 

777  Manner's  Island  Boulevard 
San  Mateo,  CA  94404-1585 
(8001  342-5236  (local] 
|800|  632-2180  (out  of  state] 
Exchange  pnvilege:  Yes 


Franklin  AGE  High  Income  Fund  BD 

Franklin  Arizona  Tax-Free  Income  MU 

Franklin  Calif  Insured  Tax-Free  Inc  MU 

Franklin  Calif  Tax-Exempt  Money  MM 

Franklin  Calif  Tax-Free  Income  MU 

Franklin  DynaTech  Fund  ST 

Franklin  Equity  Fund  ST 

Franklin  Federal  Tax-Free  Income  MU 

Franklin  Florida  Tax-Free  Income  MU 

Franklin  Gold  Fund  FO 

Franklin  Growth  Fund  ST 

Franklin  High  Yield  Tax-Free  Income  MU 

Franklin  Income  Fund  BA 

Franklin  Insured  Tax-Free  Income  MU 

Franklin  Managed  Trust  Rising  Divs  ST 

Franklin  Mass  Insured  Tax-Free  Inc  MU 

Franklin  Mich  Insured  Tax-Free  Inc  MU 

Franklin  Minn  Insured  Tax-Free  Inc  MU 

Franklin  Money  Fund  MM 

Franklin  New  Jersey  Tax-Free  Inc  MU 

Franklin  New  York  Tax-Ex  Money  MM 

Franklin  New  York  Tax-Free  Income  MU 

Franklin  Ohio  Insured  Tax-Free  Inc  MU 

Franklin  Option  Fund  ST 

Franklin  Oregon  Tax-Free  Income  MU 

Franklin  Pennsylvania  Tax-Free  Inc  MU 

Franklin  PR  Tax-Free  Income  Fund  MU 

Franklin  Tax-Exempt  Money  Fund  MM 

Franklin  US  Government  Securities  BD 

Franklin  Utilities  Fund  ST 


Freedom  Capital  Management  Corp 

One  Beacon  Street 
4th  Floor 

Boston,  MA  02108 
(8001  392-6037  (local) 
(800)  225-6258  (out  of  state) 
Exchange  privilege:  Yes 


Freedom  Cash  Management  MM 

Freedom  Equity  Value  Fund  ST 

Freedom  Inv-Gold  &  Government  ST 

Freedom  Inv-Government  Plus  BD 

Freedom  Inv-Regional  Bank  ST 

Freedom  Inv  II-Global  Fund  FO 

Freedom  Inv  II-Global  Income  +  FO 

Freedom  Tax-Exempt  Money  MM 

Tocqueville  Fund  ST 


Distributor                                    Type  of  fund 

Fundamental  Services 

1 1 1  Broadway 

Suite  1107 

New  York,  NY  10006 

(212  608-6864*  (local) 
(800  225-6864  (out  of  state) 

Exchange  privilege:  Yes 

New  York  Muni  Fund 

MU 

Furman  Selz  Mager  Dietz  &  Birney 

230  Park  Avenue 

New  York,  NY  10169 

(212  309-8400' (local! 
(800  845-8406  (out  of  state) 

Exchange  privilege:  Yes 

FEB  Tax-Free  Money  Market  Fund 

MM 

Fund  Source-International  Equity 
FundTrust-Aggressive  Growt  \\ 

FO 

ST 

FundTrust-Growth 

ST 

FundTrust-Growth  &  Income 

BA 

Olympus  California  Tax-Exempt 

MU 

Olympus  Equity  Plus  Fund 

ST 

Olympus  Option  Income  Plus  Fund 

ST 

Gabelli  &  Co 

POBox  1634 

Grand  Central  Station 

New  York,  NY  10163 

(212  490-3670  (local) 

(800  422-3554  (out  of  state] 

Exchange  privilege:  No 

Gabelli  Asset  Fund 

ST 

Gabelli  Growth  Fund 

ST 

GAM  Funds 

PO  Box  2798 

Boston,  MA  02208 

617  482-9300*  (local) 

800  356-5740  (out  of  state) 

Exchange  pnvilege:  Yes 

GAM  Global  Fund 

FO 

GAM  International  Fund 

FO 

GAM  Pacific  Basin  Fund 

FO 

Gateway  Investment  Advisers 

POBox  458167 

Cincinnati,  OH  45245 

513  248-2700"  (local) 

800  354-6339  (out  of  state] 

Exchange  pnvilege:  Yes 

Gateway  Growth  Plus  Fund 

ST 

Gateway  Option  Index  Fund 

ST 

Gintel  &  Co 

Greenwich  Office  Park  6 

Greenwich,  CT  06830 

(203  622-6400  (local) 

(800  24.V5808  (out  of  state] 

Exchange  privilege:  Yes 

Gintel  Capital  Aopreciation  Fund 
Gintel  Erisa  Funt 

ST 

ST 

Gintel  Fund 

ST 

GIT  Investment  Services 

1655  North  Fort  Mycr  Dnvc 

Arlington,  VA  22209 

(703)  528-6500  (local) 

(800)  336-306.?  (out  of  state) 

Exchange  privilege:  Yes 

GIT  Equity  Trust-Special  Growth 

ST 

Distributor 


Type  of  fund 


Gradison  &  Co 

580  Walnut  Street 
Cincinnati,  OH  45202 
(800)  582-7062  (local) 
(800J  543-1818  (out  of  state) 
Excfiange  privilege:  Yes 


Gradison  Cash  Reserves  Trust  MM 

Gradison  Established  Growth  Fund       ST 
Gradison  Opportunity  Growth  Fund     ST 


Greenspring  Fund 

Suite  322.  The  Quadrangle 
Village  of  Cross  Keys 
Baltimore,  MD  21210 
(301)  435-9000*  (local) 
Exchange  pnvilege:  No 


Greenspring  Fund 


ST 


Growth  Industry  Shares 

135  South  LaSalle  Street 
Chicago,  IL  60603 
(312)  346-4830  (local) 
(800)  635-2886  (out  of  state] 
Exchange  privilege:  No 


Growth  Industry  Shares 


ST 


GT  Global  Financial  Services 

50  California  Street 

Suite  2700 

San  Francisco,  CA  941 1 1-4624 

(415)  392-6181*  (local) 

(800)  824-1580  (out  of  state) 

Exchange  privilege:  Yes 


GT  Global  Growth-Europe  FO 

GT  Global  Growth-IntI  FO 

GT  Global  Growth-|apan  FO 

GT  Global  Growth-Pacific  FO 

GT  Global  Growth-Worldwide  FO 

GT  Investment-Global  Bond  FO 


Guardian  Investor  Services  Corp 

201  Park  Avenue  South 
New  York,  NY  10003 
1800]  221-3253  (nationwide] 
Exchange  privilege:  Yes 


Guardian  Park  Ave  Fund 


ST 


|ohn  Hancock  Advisors 

101  Huntington  Avenue 
Boston,  MA  02199 
(617)  375- 1800  (local) 
(800)225-5291  (out  of  state] 
Exchange  privilege:  Yes 


|ohn  Hancock  Bond  Trust  BD 

)ohn  Hancock  Global  Trust  FO 

John  Hancock  Growth  Trust  ST 

|ohn  Hancock  Special  Equities  Trust  ST 

John  Hancock  Tax-Exempt  Income  MU 

lohn  Hancock  US  Govt  Guar  Mort  BD 

John  Hancock  US  Govt  Securities  BD 


I 


•  I'llleacalls. 
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^^^^M 

butor                                   Type 

of  fund 

itll  Funds 

ladison  Avenue 

loot 

Vork,  NY  10022 

309-8400*  (local) 

624-3863  (out  of  state) 

nge  privilege:  Yes 

(ell  Emerging  Growth 
fell  Growth  Fund 

ST 
ST 

Securities 

eaCate 
0,  OH  43666 
147-2477  local) 
122-1050  out  of  state) 
nge  privilege:  Yes 

r  Growth  Fund 
T  International 
■r  US  Equities 
t  Value 

ST 
FO 

ST 
ST 

Management  Group 

1x830 

■ort,  CT  06881 
522-2564  local) 
122-2564  out  of  state) 
nge  privilege:  No 

Fund 

ST        1 

Securities 

n  F  Kennedy  Parkway 
HUls,  NJ  07078 
n2-2100*  (local! 
W8-3863  (out  of  state) 
nge  privilege:  Yes 

il  Series  Fund-Beacon 

il  Series  Fund-Mutual  Shares 

il  Series  Fund-Qualified 

ST 
ST 

ST 

ige  Asset  Management 
arillon  Parkway 
ersburg,  FL  33716 
t2 1-4 184  (nationwide) 
nge  privilege:  Yes 

ge  Capital  Appreciation 

ge  Convertible  Income-Grow 

ST 
BA 

sight  Funds 
UK  Avenue 
fork,  NY  10154 
;26-6656  local) 
.54-8525  out  of  state) 
nge  privilege:  Yes 

sight-Convertible  Fund 
sight-Equity  Fund 
sight-Tax-Free  MM  Fund 

ST 
ST 

MM 

1 ;  Hummer  &  Co 

est  lackson  Boulevard 

;n  IL  60604 

"■2  5566  local) 

til -4477  out  of  state) 
i  age  privilege:  Yes 

1 !  Hummer  Growth  Fund 

ST 

a  :pt  collea  calls 

\ 
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ff  you  like  these 
numbers... 


Twentieth  Century  Growth  Investors  Fund 


Average  Annual  Total  Return  as  of  June  30,  1989 

20.r  19.9'  20.7'  24.5' 


lYear 


5  Years 


10  Years 


ISYeare 


Call  this  number: 

1-800-345-2021 

Data  quoted  represents  past  performance.  Investment  return 
and  principal  value  will  fluctuate  and  redemption  value  may 
be  more  or  less  than  original  cost  For  complete  information 
about  Twentieth  Century  Investors,  including  charges  and 
expenses,  call  for  an  Information  Kit  and  Prospectus. 
Please  read  the  Prospectus  carefully  before  investing. 


<  1989  Twentieth  C«itury  bivestors.  Ine 


P.  O.  Box  419200,  Kansas  City,  MO  64141-6200 


Vanguard  Asset  Allocation  Fund 


HOW  TO  CHANGE  YOUR  ASSET  MIX 
WITHOUT  CHANGING  FUNDS 


By  the  disciplined  alloca- 
tion of  assets  to  a  changing 
mix  of  stocks,  bonds,  and  cash. 
Vanguard  Asset  Allocation  Rind 
seeks  to  capitalize  on  the  vary- 
ing returns  of  the  three  major 
asset  classes  in  order  to  maxi- 
mize long-term  total  return. 

The  Fund's  adviser,  Mellon 
Capital  Management,  uses  a 
highly  systematic  approach  to 
evaluate  the  relative  return 
and  risk  potential  of  each  asset 
class,  and  to  weight  the  Port- 
folio accordingly.  Stocks  are 
expected  to  comprise  the  larg- 
est part  of  assets  over  time. 
Initial  investment  in  this  pure 
no-load  fund:  $3,000;  $500 
forlRAs. 


Call  1'800-662-SHIP 
Any  Hour,  Any  Day  For  A  Free 

Vanguard  Asset  Allocation  fund 
Information  Kit. 

j   Please  send  me  a  free  Vanguard  ' 

Asset  Allocation  Fund  Information 

Kit  containing  a  prospectus  with 
more  complete  information  on  advi- 
sory fees,  distribution  charges  and 
other  expenses.  I  will  read  it  carefully 
before  I  invest  or  send  money.  I'd  also 
like  information  on: 
D  IRA  (71)     D  Keogh/Pension  (70) 

Vanguard  Asset  Allocation  Fund 
Investor  Information  Department  78 

Valley  Forge,  Pennsylvania  19482 

Name 


Address- 
City 


State- 


-Zip. 
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Fund  Distributors 


Distributor                                    Type 

of  fund 

Huntington  Investments 

251  South  Lake  Avenue 

Suite  600 

Pasadena,  CA  91101 

818  440-9688*  llocall 

800  232-3310  lout  of  state) 

Exchange  privilege:  Yes 

International  Casb-GIobal 

FO 

LAI  Funds 

PO  Box  357 

Minneapolis,  MN  55440 

(6121371-2884  (local) 

Exchange  privilege;  Yes 

lAI  Apollo 

ST 

LAI  Bond  Fund 

BD 

LAI  International  Fund 

FO 

LAI  Regional  Fund 

ST 

LAI  Stock  Fund 

ST 

lOEX  Management 

PO  Box  5068 

Clearwater,  FL  34618 

1813  585-6565  local) 

(800  237-3055  out  of  state) 

Exchange  privilege:  Yes 

IDEX  Fund 

ST 

IDEXU 

ST 

IDEX  Fund  3 

ST 

IDS  Financial  Services 

IDS  Tower  10 

Minneapolis,  MN  55440 

(612  372-3733  local) 

(800  328-8300  out  of  state) 

Exchange  privilege:  Yes 

roS  Bond  Fund 

BD 

IDS  California  Tax-Exempt  Fund 

MU 

IDS  Cash  Management  Fund 

MM 

IDS  Discovery  Fund 
IDS  Equity  Plus 

ST 

ST 

IDS  Extra  Income  Fund 

BD 

IDS  Federal  Income  Fund 

BD 

IDS  Growth  Fund 

ST 

IDS  High  Yield  Tax-Exempt  Fund 

MU 

IDS  International  Fund 

FO 

IDS  Managed  Retirement  Fund 

ST 

IDS  Minnesota  Tax-Exempt  Fund 

MU 

IDS  Mutual 

BA 

IDS  New  Dimensions  Fund 

ST 

IDS  New  York  Tax-Exempt  Fund 
IDS  Precious  Metals  Func 

MU 

ST 

IDS  Progressive  Fund 

ST 

IDS  Selective  Fund 

BD 

IDS  Stock  Fund 

ST 

IDS  Strategy-Aggressive  Equity 

ST 

IDS  Strategy-Equity 

ST 

IDS  Strategy-Income 

BD 

IDS  Strategy-Pan  Pacific  Growth 

FO 

IDS  Tax-Exempt  Bond  Fund 

MU 

IDS  Tax-Free  Money  Fund 

MM 

Distributor                                   Type 

of  fund 

Integrated  Resources  Asset  Mgmt 

10  Union  Square  East 

New  York,  NY  10003 

212  551-7125  local) 

800  821-5100  out  of  state) 

Exchange  privilege:  Yes 

Home  Investors  Govt  Guaranteed  Inc  BD        | 

Integrated  Capital  Appreciation  Fund 

ST 

Integrated  Equity-Aggressive  Growth  ST        | 

Integrated  Equity-Growth 

ST 

Integrated  Income-Convertible  Sees 

BA 

Integrated  Multi-Asset-Total  Return 

ST 

Integrated  Tax-Free-Money  Market 

MM 

Integrated  Tax-Free-Stripes 

MU 

Investment  Trust  of  Boston 

399  Boylston  Street 

Boston,  MA  021 17 

(617  578-1388*  (local) 
(800  888-4823  (out  of  state) 

Exchange  pnvilege:  Yes 

Inv  Trust  of  Boston  Grow  Opp 

ST 

Inv  Trust  of  Boston-Mass  T-F 

MU 

Investors  Management  Group 

418  Sixth  Avenue 

720  Liberty  Building 

Des  Moines,  lA  50309 

(515)  244-5426  (local) 

Exchange  pnvilege:  Yes 

IMG  Stock  Accumulation  Fund 

ST 

Investors  Security  Trust 

1 10  Bank  Street 

SuHolk,  VA  23434 

(804)  539-2396*  (local) 

Exchange  pnvilege:  No 

Old  Dominion  Investors'  Trust 

ST 

Ivy  Fund 

40  Industnal  Park  Road 

Hingham,  MA  02043 
(800)  235-3322  (nationwide) 

Exchange  pnviL-ge:  Yes 

Ivy  Growth  Fund 

ST 

Ivy  International  Fund 

FO 

Janus  Capital 

100  Fillmore  Street 

Suite  300 

Denver,  CO  80206 

303  333-3863*  (local) 

800  525-3713  (out  of  state) 

Exchange  privilege:  Yes 

(anus  Fund 

ST 

Janus  Twenty  Fund 

ST 

Janus  Venture  Fund 

ST 

Jefferson-Pilot  Investor  Services 

PO  Box  22086 

Greensboro,  NC  27420 

919  378-2448  (local) 

800  458-4498  (out  of  state) 

Exchange  privilege:  Yes 

IP  Growth  Fund 

ST 

Distributor                                    Type  of  fund 

Jones  &  Babson 

2440  Pershing  Road 

Kansas  City,  MO  64108 

(816  471-5200*  (local) 
(800  422-2766  (out  of  state) 

Exchange  privilege:  Yes 

Babson  Bond  Trust-Long-Term 

BD 

Babson  Enterprise  Fund 

ST 

Babson  Growth  Fund 

ST 

Babson  Value  Fund 

ST 

Shadow  Stock  Fund 

ST 

UMB  Stock  Fund 

ST 

UMB  Tax-Free  Money  Market 

MM      ' 

Edward  D  Jones  &  Co 

201  Progress  Parkway 

Maryland  Heights,  MO  63043 
314)  851-2000*  (local) 
(800)  441-0100  (out  of  state) 

Exchange  privilege:  No 

■ 

ED  Jones  Daily  Passport  Cash  Trust 

MM 

Kaufmann 

17  Battery  Place 

Suite  2624 

New  York,  NY  10004 

;| 

212)344-2661   local) 

1 

800)237-0132  out  of  state) 

1 

Exchange  privilege:  No 

1 

Kaufmann  Fund 

ST 

Kefier  Capital  Management 

50  Monument  Square 

465  Congress  Street 

Portland,  ME  04101 

(207)  879-1900  (local) 

Exchange  privilege:  No 

Warburg  International  Fund 

FO 

Kemper  Financial  Services 

120  South  LaSalle  Street 

Chicago,  IL  60603 

(312)  781-1121*  (local) 
(800)  621-1048  (out  of  state) 

Exchange  privilege:  Yes 

Cash  Equivalent  Fund-Govt 

MM 

Cash  Equivalent  Fund-MM 

MM 

Cash  Equivalent  Fund-T-E  MM 

MM 

Investment  Portfolios-Divers  Inc 

ST 

Investment  Portfolios-Equity 

ST 

Investment  Portfolios-Govt  Plus 

BD 

Investment  Portfolios-High  Yield 

BD 

Investment  Portfolios-Total  Return 

BA 

Kemper  Blue  Chip  Fund 

ST 

Kemper  California  Tax-Free  Income 

MU 

Kemper  Diversified  Income  Fund 

ST 

Kemper  Growth  Fund 

ST 

Kemper  High  Yield  Fund 

BD 

Kemper  Income  &  Capital  Preserv 

BD 

Kemper  International  Fund 

FO 

Kemper  Money  Market-MM 

MM 

Kemper  Municipal  Bond  Fund 

MU 

Kemper  Summit  Fund 

ST 

Kemper  Technology  Fund 

ST 

Kemper  Total  Return  Fund 

BA 

Kemper  US  Government  Securities 

BD 

Tax-Exempt  California  MM 

MM 
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Distributor 


Type  of  fund 


Keystone  Distributors 

99  High  Street 
Boston,  MA  021 10 
(6171  338-3400  (local] 
jSOOl  343-2898  (out  of  state) 
Exchange  privilege:  Yes 


Keystone 
Keystone 
Keystone 
Keystone 
Keystone 
Keystone 
Keystone 
Keystone 
Keystone 
Keystone 
Keystone 
Keystone 
Keystone 
Keystone 
Keystone 
Keystone 
Keystone 


America  Equity  Income 

ST 

America  Fund  of  Grow  Stk 

ST 

America  Higli  Yield  Bond 

BD 

America  Omega 

ST 

America  Tax-Free  Income 

MU 

Custodian  B-1 

BD 

Custodian  B-2 

BD 

Custodian  B-4 

BD 

Custodian  K-I 

BA 

Custodian  K-2 

ST 

Custodian  S-1 

ST 

Custodian  S-3 

ST 

Custodian  S-4 

ST 

International  Fund 

FO 

Precious  Metals 

FO 

Tax-Exempt  Trust 

MU 

Tax-Free  Fund 

MU 

Kidder,  Peabody  &  Co 
20  Exchange  Place 
New  York,  NY  10005 
(212)  510-5351*  (local! 
Exchange  privilege;  Yes 


Kidder,  Peabody  California  T-E  MM      MM 
Kidder,  Peabody  Equity  Income  ST 

Kidder,  Peabody  Government  Income  BD 
Kidder,  Peabody  Premium  Account       MM 
Kidder,  Peabody  Special  Growth  Fund  ST 
Kidder,  Peabody  Tax-Exempt  MM         MM 
Kidder,  Peabody  MarketGuard  I  ST 

Webster  Cash  Reserve  Fund  MM 


Kleinwort  Benson 

200  Park  Avenue 

24th  Floor 

New  York,  NY  10166 

1212)  687-2515  (local) 

1800)  237-4218  (out  of  state) 

Exchange  privilege:  Yes 


Kleinwort  Benson-Intl  Equity 


FO 


Landmark  Funds  Broker  Dealer  Svcs 

6  St  James  Avenue 

9th  Floor 

Boston,  MA  021 16 

(617)  423-1679*  (local) 

1800)  223-4447  (out  of  state) 

Exchange  privilege:  Yes 


Landmark  Capital  Growth  Fund  ST 

Landmark  Growth  &  Income  Fund  ST 

Landmark  New  York  T-F  Reserves  MM 

Landmark  Tax-Free  Reserves  MM 


Legg  Mason  Wood  Walker 

PO  Box  1476 
Baltimore,  MD  21203 
(3011  539-3400  (local) 
(8001  822-5544  (out  of  state) 
Exchange  privilege:  Yes 


Legg  Mason  Cash  Reserve  Trust  MM 

Legg  Mason  Special  Investment  Trust  ST 
Legg  Mason  Tax-Exempt  Trust  MM 

Legg  Mason  Total  Return  Trust  ST 

Legg  Mason  Value  Trust  ST 


Distributor                                 Type  of  fund 

Lepercq-Istel  Fund 

345  Parle  Avenue 

23rd  Floor 

New  York,  NY  10154 

(212)  702-0174*  (local) 

Exchange  privilege:  No 

Lepercq-Istel  Fund 

ST 

Lexington  Management  Corp 

PO  Box  1515 

Saddle  Brook,  NJ  07662 

201   845-7300*  (local) 

800  526-0057  (out  of  state) 

Exchange  privilege:  Yes 

Lexington  Corp  Leaders  Trust  Fund 
Lexington  Glo  )al  Fund 

ST 

FO 

Lexington  GNMA  Income  Fund 

BD 

Lexington  Goldfund 

ST 

Lexington  Growth  Fund 

ST 

Lexington  Research  Fund 

ST 

Lexington  Tax-Free  Money  Fund 

MM 

Lexington  Technical  Strategy  Fund 

ST 

Lieber  &  Co 

550  Mamaroneck  Avenue 

Harrison,  NY  10528 

914  698-5711*  (local! 

800  235-0064  (out  of  state) 

Exchange  privilege:  Yes 

Evergreen  American  Retirement 

ST 

Evergreen  Fund 

ST 

Evergreen  Limited  Market  Fund 

ST 

Evergreen  Total  Return  Fund 

ST 

Evergreen  Value  Timing  Fund 

ST 

Lincoln  Investment  Planning 

218  Glenside  Avenue 

Wyncote,  PA  19095-1595 

800  222-3317  local) 

800  242-1421  out  of  state) 

Exchange  privilege:  Yes 

Rightime  Fund 

ST 

Rightime  Fund-Blue  Chip 

ST 

Rightime  Fund  Growth 

ST 

Lindner  Management  Corp 

POBox  11208 

St  Louis,  MO  63105 

(314)  727-5305  (local) 

Exchange  privilege:  No 

Lindner  Dividend  Fimd 

ST 

Lindner  Fund 

ST 

Distributor                                   Type  of  fund 

Lord  Abbett  &  Co 

767  Fifth  Avenue 

11th  Floor 

New  York,  NY  10153 

212  848-1800*  (local) 
800  223-4224  (out  of  state) 

Exchange  privilege;  Yes 

Affiliated  Fund 

ST 

Lord  Abbett  Bond-Debenture  Fund 

BD 

Lord  Abbett  California  Tax-Free  Inc 

MU 

Lord  Abbett  Developing  Growth 

ST 

Lord  Abbett  Fundamental  Value 

ST 

Lord  Abbett  Tax-Free-National 

MU 

Lord  Abbett  Tax-Free-New  York 

MU 

Lord  Abbett  US  Govenmient  Sees 

BD 

Lord  Abbett  Value  Appreciation 

ST 

Lutheran  Brotherhood  Securities 

625  Fourth  Avenue  South 

Minneapolis,  MN  55419 

800  752-4208  (local) 

800  328-4552  (out  of  state) 

Exchange  privilege:  Yes 

Lutheran  Brotherhood  Fund 

ST 

Lutheran  Brotherhood  High  Yield 

BD 

Lutheran  Brotherhood  Income  Fund 

BD 

Lutheran  Brotherhood  Muni  Bond 

MU 

Mackenzie  Investment  Management 

PO  Box  5007 

Boca  Raton,  FL  33431 

(800)456-5111  (narionwide) 

Exchange  privilege;  Yes 

Mackenzie  American  Fund 

ST 

Mackenzie  Canada  Fund 

FO 

Mackenzie  No  Amer  Total  Return 

BA 

Madison  Investment  Advisors 

6411  Mineral  Point  Road 

Madison,  WI  53705 

608  273-2020*  (local! 

800  767-0300  (out  of  state) 

Exchange  privilege:  No 

Bascom  Hill  Balanced  Fund 

BA 

Bascom  Hill  Investors 

ST 

Mairs  &  Power 

W-2062  First  National  Bank  Building 

St  Paul,  MN  55101 

(612)  222-8478  (local) 

Exchange  privilege:  No 

Mairs  &  Power  Growth  Fund 

ST 

Mairs  &  Power  Income  Fund 

ST 

Horace  Mann  Growth  Fund 

One  Horace  Mann  Plaza 

Springfield,  IL  62715 

1217  789-2500  local) 

(800  999-1030  out  of  state) 

Exchange  privilege;  No 

Horace  Mann  Growth  Fund 

ST 

Will  accept  collea  calls 

i      : 
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Fund  Distributors 


Distributor 


Type  of  hind 


Massachusetts  Financial  Services 

500  Boylston  Street 
Boston,  MA  02116 
(6171  954-5000*  (local) 
(8001  225-2606  (out  of  state) 
Excliange  privilege:  Yes 


Mass  Capital  Development  Fund  ST 

Mass  Cash  Management-Prime  MM 

Mass  Financial  Bond  Fund  BD 

Mass  Financial  Development  Fund  ST 

Mass  Financial  Emerging  Growth  ST 

Mass  Financial  High  Income-Series  I  BD 

Mass  Financial  Intl-Bond  FO 

Mass  Financial  Special  Fund  ST 

Mass  Financial  Total  Return  Trust  BA 

Mass  Investors  Growth  Stock  Fund  ST 

Mass  Investors  Trust  ST 

MFS  Government  Guaranteed  Sees  BD 

MFS  Government  Securities  Hi  YId  BD 

MFS  Lifetime  Capital  Growth  Trust  ST 

MFS  Lifetime  Dividends  Plus  Trust  ST 

MFS  Lifetime  Emerging  Growth  ST 

MFS  Lifetime  Global  Equity  Trust  FO 

MFS  Lifetime  Government  Inc  Plus  BD 

MFS  Lifetime  High  Income  Trust  BD 

MFS  Lifetime  Managed  Muni  Bond  BD 

MFS  Lifetime  Managed  Sectors  Trust  ST 
MFS  Managed  California  Tax-Exempt  MU 

MFS  Managed  High  Yield  Muni  Bond  MU 

MFS  Managed  M-S  Tax-Exempt-Md  MU 

MFS  Managed  M-S  Tax-Ex-Mass  MU 

MFS  Managed  M-S  Tax-Exempt-NC  MU 

MFS  Managed  M-S  Tax-Exempt-SC  MU 

MFS  Managed  M-S  Tax-Exempt-Va  MU 

MFS  Managed  M-S  Tax-Ex-W  Va  MU 

MFS  Managed  Muni  Bond  Trust  MU 

MFS  Managed  Sectors  Trust  ST 


Mathers  Fund 

100  Corporate  North 
Suite  201 

Bannockbum,  IL  60015 
(312)  295-7400*  (local! 
(800)  962-3863  (out  of  state) 
Exchange  privilege:  No 


Mathers  Fund 


ST 


McDonald  &  Co  Securities 

2100  Society  Building 
Cleveland,  OH  441 14 
(216)  443-2300  (local) 
(800)  553-2240  (out  of  state) 
Exchange  privilege:  Yes 


McDonald  Tax-Exempt  MM 


MM 


Meeschaert  &  Co 

28  Hill  Farm  Road 
St  Johnsbury,  VT  05819 
(802)  748-2400  (local) 
Exchange  privilege:  No 


Meeschaert  Caoiial  Accumulation        ST 
Meeschaert  Gold  and  Currency  ST 
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Distributor 


Type  of  hind 


Meridian  Fund 

60  East  Sir  Francis  Drake  Boulevard 
Suite  306 

Larkspur,  CA  94939 
(800)  445-5553  (local) 
(800J  446-6662  (out  of  state) 
Exchange  privilege:  No 


Meridian  Fund 


ST 


Merrill  Lynch  Funds  Boston 

One  Financial  Center 
15  th  Floor 
Boston,  MA  02111 
(617)  357-1434*  (local! 
(800)  225-1576  (out  of  state) 
Exchange  privilege:  Yes 


Merrill  Lynch  Government  Fund  MM 

Merrill  Lynch  Institutional  Fund  MM 


Merrill  Lynch  Funds  Distributor 

PO  Box  9011 

Princeton,  NJ  08543-9011 
(6091  282-2800*  (local! 
(800)  637-3863  (out  of  state) 
Exchange  privilege:  Yes 


CBA  Money  Fund  MM 

Merrill  Lynch  Basic  Value  Fund-A  ST 

Merrill  Lynch  California  Tax-Exempt  MU 

Merrill  Lynch  Capital  Fund  ST 

Merrill  Lynch  Corp-High  Income  BD 

Merrill  Lynch  Corp-High  Quality  BD 

Merrill  Lynch  Corp-lntermediate  BD 

Merrill  Lynch  Equi-Bond  I  Fund  BA 

Merrill  Lynch  EuroFund-B  FO 

Merrill  Lynch  Federal  Securities  BD 

Merrill  Lynch  Fund  for  Tomorrow-B  ST 

Merrill  Lynch  Global  Convertible-B  FO 

Merrill  Lynch  International  Holdings  FO 

Merrill  Lynch  Muni-High  Yield-A  MU 

Merrill  Lynch  Muni-Insured-A  MU 

Merrill  Lynch  Muni-Ltd  Maturity-A  MU 

Merrill  Lynch  Municipal  Income  MU 

Merrill  Lynch  Natural  Resources  ST 

Merrill  Lynck  NY  Muni  Bond-B  MU 

Merrill  Lynch  Pacific  Fund  FO 

Merrill  Lynch  Phoenix  Fund-A  BA 

Merrill  Lynch  Ready  Assets  Trust  MM 

Merrill  Lynch  Retire  Benefit  Inv-B  BA 

Merrill  Lynch  Retire  Global  Bond-B  FO 

Merrill  Lynch  Retire  Equity  ST 

Merrill  Lynch  Retire/Income  Fund  BD 

Merrill  Lynch  Retire  Reser>es  Money  MM 

Merrill  Lynch  Special  Value-A  ST 

Merrill  Lynch  Strat  Div-B  ST 

Sci/Tech  Holdings-A  ST 

Summit  Cash  Reserves  Fund  MM 


Merrill  Lynch,  Pierce,  Fenner  &.  Smith 

One  Liberty  Plaza 
165  Broadway 
New  York,  NY  10080 
(2121  6.57-5730  (local) 
Exchange  privilege:  Yes 


CMA  Government  Securities  Fund        MM 
CMA  Money  Fund  MM 

CMA  la\-txcmpt  Fund  MM 


Distributor 


Type  of  fun 


Mesirow  Investment  Services 

350  North  Clark  Street 
Chicago,  IL  60610 
(312)  670-6035  (local) 
(800)  458-5222  (out  of  state) 
Exchange  privilege:  Yes 


Skyline  Fund-Balanced  BA 

Skyline  Fund-Special  Equities  ST 


MetLife  State  Street  Investment 

One  Financial  Center 
30th  Floor 
Boston,  MA  021 11 
(6171  348-2000  (local) 
(800)  882-0052  (out  of  state) 
Exchange  pnvilege:  Yes 


MetLife-State  Street  Cap  Apprec  ST 

MetLife-State  Street  Equity  Income  ST 

MetLife-State  Street  Equity  Inv  ST 

MetLife-State  Street  Government  Inc  BD 

MetLife-State  Street  High  Income  BD 


MGF  Distributors 

700  Dixie  Terminal  Building 
Cincinnati,  OH  45202 
(513)  629-2000  (local) 
J800)  543-8721  (out  of  state) 
Exchange  privilege:  Yes 


Financial  Independence-Growth  ST 

Midwest  Group  Tax-Free-MM  MW 

Midwest  Group  T-T-Ohio  MM  MM 

Midwest  Income-Intermediate  Govt  BD 


MidAmerica  Management 

4333  Edgewood  Road  NE 
Cedar  Rapids,  lA  52499 
(800)  288-2346  (local) 
(800)  288-2346  (out  of  state) 
Exchange  pnvilege:  Yes 


MidAmerica  High  Growth  Fund 
MidAmerica  Mutual  Fund 


ST 

ST 


Midvale  Securities  Corp 

11601  Wilshire  Boulevard 
24th  Floor 

Los  Angeles,  CA  90025 
(800)  233-6483  (local) 
(800)  225-9655  (out  of  state) 
Exchange  privilege:  Yes 


RNC  Convertible  Securities 
RNC  Income  Fund 
RNC  Regency  Fund 
RNC  Westwind  Fund 


BA 
BA 
ST 
BA 


Mimlic  Sales  Corp 

PO  Box  64132 
St  Paul,  MN  55101 
(612)  228-4833  (local) 
(800)  443-3677  (out  of  state) 
Exchange  privilege:  Yes 


Mimlic  Asset  Allocation  Fund 
Mimlic  Investors  Fund  I 


BA 
ST 
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Distributor                                   Type  ( 

3f  fund 

MML  Investor  Services 

1350  Mam  Street 

Springfield,  MA  01 103 

800  854-9100  local) 

800  542-6767  out  of  sute) 

Exchange  privilege:  Yes 

MassMutual  Integrity-Balanced  Fund  BA 

MassMutual  Integrity-Cap  Apprec 
MassMutual  Integrity-Valued  Stock 

ST 

ST 

Morgan  Keegan  &  Co 

50  North  Front  Street 

Memphis,  TN  38103 

901  524-4100  local) 

(800  238-7127  out  of  state) 

Exchange  privilege:  No 

Morgan  Keegan  Southern  Capital 

ST 

Morgan  Stanley  &  Co 

1221  Avenue  of  the  Americas 

30th  Floor 

New  York,  NY  10020 

212  398-2900  local) 

800  366-7426  out  of  state) 

Exchange  privilege:  Yes 

Pierpont  Capital  Appreciation  Fund 

ST 

Pierpont  Equity  Fund 

ST 

Pierpont  Money  Market 

MM 

Pierpont  Tax-Exempt  Bond  Fund 

MU 

Pierpont  Tax-Exempt  Money  Market 

MM 

Morison  Asset  Management 

1201  Marquette  Avenue 

Suite  400 

Minneapohs,  MN  55403 

612  332-1588  local) 

800  325-9244  out  of  state) 

Exchange  privilege:  No 

Morison  Asset  Allocation  Fund 

BA 

Murphey  Favre 

West  601  Riverside  Avenue 

Spokane,  WA  99201 
(509  353-3400  local) 

(800  543-8072  out  of  state) 

Exchange  pnvilege;  Yes 

Composite  Bond  &  Stock  Fund 

BA 

Composite  Growth  Fund 

ST 

Composite  Income  Fund 

BD 

Composite  Northwest  50  Index 

ST 

Composite  Tax-Exempt  Bond  Fund 

MU 

Mutual  Benefit  Financial  Services  Co 

290  Westminster  Street 

Providence,  RI  02903 

401   751-8600*  (locall 

800  333-4726  (out  of  state) 

Exchange  privilege:  No 

Mutual  Benefit  Fund 

ST 

•Will  accept  collea  calk 


WHILE 

WINDSOR  FUND 

CLOSES  1HE  DOOR 

ON  MOST  INVESTORS, 

JANUS' DOORS 

ARE  OPEN. 


Once  again,  the  outstanding  Windsor  Fund  has  closed  its  doors 
to  most  new  investors.  But  there  is  a  welcome  alternative — one 
that  has  also  achieved  an  excellent  ten-year  performance.* 
Janus  Fund.  Side  by  side  with  the  Windsor  Fund,  Janus  Fund 
compares  favorably  tor  ten-year  performance,  with  one  impor- 
tant difference.  The  Janus  Fund  is  available  for  new  investors. 


10  YEAR 
PERFORMANCE* 

SIZE 

SALES 
CHARGES 

AVAILABLE  TO 
NEW  INVESTORS 

JANUS 
FUND 

616% 

$500 
MILLION 

NONE 

YES 

WINDSOR 
FUND 

549% 

BILUON 

NONE 

NO 

Call  or  write  today  for  more  information  about  the  Janus  Fund, 
and  be  sure  to  ask  about  our  No  Minimum  Investment  Program. 

JANUS  FUND 

100  Fillmore  St.,  Suite  300,  Denver,  CO,  802064923 

1-800-525-3713 


I  YES,  I  would  like  to  know  more  about  the  Janus  Fund! 

I  Name 

Address     


I 


City.  State.Zip 

I 


Send  to:  Janus  Group  of  I 
Mutual  Funds,  I 

100  Fillmore  St.,  #300,      ■ 
Denver.  CO  80206-4923  | 

544  I 


FORBES,  SEPTEMBER  4,  1989 


*Per  Upper  Analytical  Services,  Inc.  and  ending  June  30,1989,  the  average 
rates  ot  return  for  Janus  Fund  for  the  one  year,  five  year  and  ten  year 
periods  then  ending  were  37.0%,  18.1%  and  21.8%  respectively  and  for 
Windsor  Fund  were  18.0%,  22.9%  and  20.6%  respectively 

Please  read  the  prospectus  carefully  before  you  invest  or  send  money.  Past  per- 
formaince  does  not  guarantee  future  results.  Your  return  and  share  price  will  vciry 
and  shcires  may  be  worth  more  or  less  at  redemption  than  at  purchase. 
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Fund  Distributors 


Distributor                                    Type 

af  fund 

Mutu;:S  u!  Omaha  Fund  Management 

IC.vS  Regency  Ciicle 

',m<i>.a,NE  68114 

,800  642-8112  local) 

(800  228-9596  out  of  state) 

Exchange  privilege:  Yes 

Mutual  of  Omaha  America  Fund 

BD 

Mutual  of  Omaha  Growth  Fund 

ST 

Mutual  of  Omaha  Income  Fund 

BA 

Mutual  of  Omaha  Tax-Free  Income 

MU 

National  Financial  Data  Service 

PO  Box  26070 

Kansas  City,  MO  64196-7070 

816  283-1700  local) 

800  225-8011   out  of  state) 

Exchange  privilege:  Yes 

Neuwirth  Fund 

ST 

Pine  Street  Fund 

ST 

Winthrop  Focus  Funds-Growth 

ST 

National  Securities  &  Research  Corp 

2  Pickwick  Plaza 

Greenwich,  CT  06830 

(203  86.5-5600*  (local! 
(800  223-7757  (out  of  sute) 

Exchange  privilege:  Yes 

California  Tax-Exempt  Bonds 

MU 

Fairfield  Fund 

ST 

National  Bond  Fund 

BD 

National  Federal  Securities  Trust 

BD 

National  Growth  Fund 

ST 

National  Real  Estate-Stock  Fund 

ST 

National  Stock  Fund 

ST 

National  Strategic  Allocation  Fund 

BA 

National  Total  Income  Fund 

BA 

National  Total  Return  Fund 

BA 

Nationwide  Financial  Services 

One  Nationwide  Plaza 

Columbus,  OH  43216 

(800)  848-0920  (nationwide) 

Exchange  privilege:  Yes 

Nationwide  Bond  Fund 

BD 

Nationwide  Fund 

ST 

Nationwide  Growth  Fund 

ST 

Neuberger  &  Berman  Management 
342  Maaison  Avenue 

New  York,  NY  10173 

212  850-8300' (local) 

800  877-9700  (out  of  state) 

Exchange  pnvilcge;  Yes 

Neuberger  &  Berman  Guardian  Fund 

ST 

Neuberger  &  Herman  Ltd  Mat  Bond 

BD 

Neuberger  &  Herman  Manhattan 

ST 

Neuberger  &  Berman  Muni  Money 

MM 

Neuberger  &  Bermjn  Partners  Fund 

ST 

Ntuberger  &  Bermjr  'ielect  Energy 

ST 

Distributor                                    Type  of  fund 

New  England  Securities 

399  Boy  Iston  Street 

Boston,  MA  021 16 

617  267-6600  local) 

800  343-7104  out  of  state) 

Exchange  privilege:  Yes 

Loomis-Sayles  Capital  Development 

ST 

Loomis-Sayles  Mutual  Fund 

BA 

New  England  Bond  Income  Fund 

BE 

New  England  Cash  Mgmt-MM 

MM 

New  England  Equity  Income  Fund 

ST 

New  England  Government  Securities 

BD 

New  England  Growth  Fund 

ST 

New  England  Retirement  Equity 

ST 

New  England  Tax-Exempt  Income 

MU 

New  England  Tax-Exempt  MM 

MM 

Newton  Fund 

PO  Box  1348 

Milwaukee,  WI  53201 

414  347-1141   local) 

800  247-7039  out  of  state) 

Exchange  privilege:  Yes 

Newton  Growth  Fund 

ST 

Nicholas  Co 

700  North  Water  Street 

Milwaukee,  WI  53202 

(414)  272-6133  (local) 

Exchange  privilege:  Yes 

Nicholas  Fund 

ST 

Nicholas  II 

ST 

Nicholas  Income  Fund 

BD 

Nicholas  Limited  Edition 

ST 

Noddings  and  Associates 

Two  MidAmcnca  Plaza 

Suite  920 

Oakbrook  Terrace,  IL  60181 

312  954-1322*  (local) 

800  544-7785  (out  of  state) 

Exchange  privilege:  No 

Noddings  Convertible  Strategies 

BA 

Nomura  Capital  Maaagement 

180  Maiden  Lane 

New  York,  NY  10a38 

212  208  9300  local) 

800  833-0018  out  of  state) 

Exchange  privilege:  No 

Nomura  Pacific  Basin  Fund 

FO 

Northeast  Investors  Trust 

50  Congicss  Street 

Boston,  MA  02109 

(617  523-3588  (local) 

(800  225  6704  (out  of  state) 

Exchange  privilege:  Yes 

Northeast  Investors  Growth 

ST 

Northeast  Investors  Trust 

BD 

Distributor                                    Type  of  fund 

John  Nuveen  &  Co 

333  West  Wacker  Drive 

Chicago,  IL  60606 

i312  917-7844*  (local) 
800  621-7227  (out  of  state) 

Exchange  privilege:  Yes 

Nuveen  California  T-F-Ins  Bond 

MU 

Nuveen  California  Tax-Free-MM 

MM 

Nuveen  California  T-F-Spec  Bond 

MU 

Nuveen  Insured  Tax-Free  Bond-Natl 

MU 

Nuveen  Municipal  Bond  Fund 

MU 

Nuveen  Tax-Exempt  Money  Market 

MM 

Nuveen  Tax-Free  Bond-Ohio 

MU 

Nuveen  Tax-Free  MM-Mass 

MM 

Nuveen  Tax-Free  MM-New  York 

MM 

Nuveen  Tax-Free  Reserves 

MM 

NYLife  Securities 

51  Madison  Avenue 

New  York,  NY  10010 

(800)  522-4202  (nationwide) 

Exchange  privilege:  Yes 

Mackay-Shields  Gold  &  Prec  Met 

ST 

MacKay-Shields  MainStay-Cap  App 

ST 

MacKay-Shields  MainStay-Convert 

BA 

MacKay-Shields  MainStay-Global 

FO 

MacKay-Shields  MainStay-Govt  -t- 

BD 

MacKay-Shields  MainStay-H-Y  Corp 
MacKay-Shields  MainStay-T-F  Bond 

BD 

MU 

MacKay-Shields  MainStay-Value 

ST 

MacKay-Shields  Total  Return  Fund 

ST 

Oberweis  Emerging  Growth 
30  North  LaSalk  Street 

Chicago,  IL  60602 

(800)  942-0850  (local) 

(800)  323-6166  (out  of  state) 

Exchange  privilege:  No 

Oberweis  Emerging  Growth 

ST 

Ohio  Companv 

155  East  Broad  Street 

Columbus,  OH  43215 

614  464-6852  local) 

800  848-7734  out  of  state) 

Exchange  privilege:  Yes 

Cardinal  Fund 

ST 

Cardinal  Government  Guaranteed 

BD 

Cardinal  Government  Securities 

MM 

Cardinal  Tax-Exempt  Money  Trust 

MM 

Olympic  Trust 

800  West  Sixth  Street 

Suite  540 

Los  Angeles,  CA  90017 

213)  623-7833  (local) 

800)346-7301  (out  of  state) 

Exchange  pnvilege:  Yes 

Olympic  Trust-Balanced  Income 

BA 

Olympic  Trust-Equity  Income 

ST 

Olympic  Trust-Small  Cap  Fund 

ST 

Oppenheimer  Fund  Management 

PO  Box  300 

Denver,  CO  80201 

303)  671-3200  (local) 

800)  525-7048  (out  of  state) 

Exchange  privilege:  Yes 

Champion  High  Yield  Fund 
Oppenheimer  Blue  Chip  Fund 

ST 

ST 

Oppenheimer  Directors  Fund 

ST 

Oppenheimer  Equity  Income  Fund 

ST 

Oppenheimer  Fund 

ST 

Oppenheimer  Global  Fund 

FO 

Oppenheimer  Gold  &  Special  Mins 

ST 

•Villi  ii.^c^A  cciloa  calls. 
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Distributot 


Type  of  fund 


Oppenheimer  High  Yield  Fund  BD 

Oppenlieimer  Money  Market  Fund  MM 

Oppenheimer  New  York  Tax-Exempt  MU 

Oppenheimer  Ninety  Ten  Fund  ST 

Oppenheimer  OTC  Fund  ST 

Oppenheimer  Premium  Income  ST 

Oppenheimer  Regency  Fund  ST 

Oppenheimer  Special  Fund  ST 

Oppenheimer  Target  Fund  ST 

Oppenheimer  Tax-Free  Bond  Fund  MU 

Oppenheimer  Time  Fund  ST 

Oppenheimer  Total  Return  Fund  ST 

Oppenheimer  US  Govenunent  Trust  BD 


Pacific  Financial  Research 

9601  Wilshire  Boulevard 
Suite  828 

Beverly  Hills,  CA  90210 
(2131  278-5033*  (local) 
Exchange  privilege:  No 


Clipper  Fund 


ST 


PaineWebber 

1285  Avenue  of  the  Americas 

18th  Floor,  Mutual  Funds  Finance  Dept 

New  York,  NY  10019 

(8001  544-9300  (local) 

Exchange  privilege:  Yes 


PaineWebber  Asset  Allocation  ST 

PaineWebber  Calif  Tax-Exempt  Inc  MU 

PaineWebber  Cashfund  MM 

PaineWebber  Classic  Atlas  Fund  FO 

PaineWebber  Classic  Growth  &  Inc  ST 

PaineWebber  Classic  Growth  Fund  ST 

PaineWebber  Fixed  Inc-GNMA  BD 

PaineWebber  Fixed  Inc-High  Yield  BD 

PaineWebber  Fixed  Inc-Invest  Grade  BD 

PaineWebber  Master  Energy-Util  ST 

PaineWebber  Master  Global  Income  FO 

PaineWebber  Master  Growth  ST 

PaineWebber  Master  Income  BD 

PaineWebber  RMA-Money  Market  MM 

PaineWebber  RMA-Tax-Free  MM 

PaineWebber  Tax-Exempt  Income  MU 


Pallas  Financial  Corp 

2325  Crestmoor  Road 

Suite  P200 

NashviUe,  TN  37215 

(615)298-1000 

(800)  251-1970  (out  of  state) 

Exchange  privilege:  Yes 


Monitrend  Value  Fund 


ST 


Palm  Beach  Capital  Management 

205  Royal  Palm  Way 
Palm  Beach,  FL  33480 
(407)  655-7255  (local) 
(800)  289-2281  [out  of  state) 
Exchange  privilege:  Yes 


ABT  Growth  &  Income  Trust  ST 

ABT  Invest-Emerging  Growth  ST 

ABT  Invest-Secunty  Income  ST 

ABT  Utility  Income  Fund  ST 


Paribas  Asset  Management 

787  Seventh  Avenue 
30th  Floor 

New  York,  NY  10019 
(212)  841-3245*  (local) 
Exchange  privilege:  No 


Paribas  Trust-Quantus  Equity 


ST 


Distributor                                   Type 

of  fund 

Parnassus  Financial  Management 

244  California  Street 

San  Francisco,  CA  941 1 1 

(415  362-3505*  (local! 
(800  999-3505  (out  of  state) 

Exchange  privilege:  No 

Parnassus  Fund 

ST 

Pasadena  Funds 

600  North  Rosemead  Boulevard 

Pasadena,  CA  91107-2101 

(818  351-9286*  (local] 
(800  882-2855  (out  of  state) 

Exchange  privilege:  Yes 

Pasadena  Growth  Fund 

ST 

Pax  World  Fund 

224  State  Street 

Portsmouth,  NH  03801 

(603)  431-8022  (local) 

Exchange  privilege:  No 

Pax  World  Fund 

BA 

Penn  Square  Management 

2650  Westview  Drive 

Wyomissing,  PA  19610 

(800  222-7506  local) 

(800  523-8440  out  of  state) 

Exchange  privilege:  Yes 

Penn  Square  Mutual  Fund 

ST 

Pennsylvania  Mutual  Fund 

1414  Avenue  of  the  Americas 

New  York,  NY  10019 

(212  355-7311*  (local) 
(800  221-4268  (out  of  state) 

Exchange  privilege:  No 

Pennsylvania  Mutual  Fund 

ST 

Permanent  Portfolio 

PO  Box  5847 

Austin,  TX  78763 

512  453-7558  local) 

800  355-7311   out  of  state) 

Exchange  pnvilege:  No 

Permanent  Portfolios-Permanent 

ST 

Phoenix  Equity  Planning  Corp 

100  Bright  Meadow  Boulevarc 

Enfield,  CT  06082 

(203  278-8050*  (local) 
(800  243-4361  (out  of  state) 

Exchange  privilege:  Yes 

Phoenix  Balanced  Fund 

BA 

Phoenix  Convertible  Fund 

BA 

Phoenix  Growth  Fund 

ST 

Phoenix  High  Yield  Fund 

BD 

Phoenix  Stock  Fund 

ST 

Phoenix  Total  Return 

ST 

Pilgrim  Group 

10100  Santa  Monica  Boulevard 

21st  Floor 

Los  Angeles,  CA  90067 

(213)  551-1833  (local) 

(800)  334-3444  (out  of  state) 

Exchange  privilege:  Yes 

Pilgrim  GNMA  Fund 

BD 

Pilgrim  High  Yield  Trust 

BD 

Pilgrim  MagnaCap  Fund 
Pilgrim  Preferred  Fund 

ST 

BD 

Distributor                                   Type  of  fund 

Pioneer  Group 

60  State  Street 

Boston,  MA  02109 

(617)  742-7825*  (local) 
(800)  225-6292  (out  of  state) 

Exchange  privilege:  Yes 

Pioneer  Bond  Fund 

BD 

Pioneer  Fund 

ST 

Pioneer  II 

ST 

Pioneer  Three 

ST 

Piper  Capital  Management 

Piper  Jaftray  Tower 

222  South  9th  Street 

Minneapolis,  MN  55402 

(612)342-6384  local) 

(800)  333-6000  out  of  state) 

Exchange  privilege:  Yes 

Piper  Jaffray  Balanced  Fund 

BA 

Piper  Jaffray  Money  Market 

MM 

Piper  Jaffray  Sector  Performance 

ST 

Piper  Jaffray  Value  Fund 

ST 

Prescott,  Ball  &.  Turben 

230  West  Monroe  Street 

Suite  2800 

Chicago,  IL  60606 

(312  641-7862  local) 

(800  553-5533  out  of  state) 

Exchange  privilege:  Yes 

Selected  American  Shares 

ST 

Selected  Special  Shares 

ST 

T  Rowe  Price  Associates 

100  East  Pratt  Street 

Baltimore,  MD  21202 

(301   547-2308*  (local) 
(800  638-5660  (out  of  state) 

Exchange  privilege:  Yes 

T  Rowe  Price  Calif  T-F  Inc-Bond 

MU 

T  Rowe  Price  Calif  T-F  Inc-Money 

MM 

T  Rowe  Price  Capital  Appreciation 

ST 

T  Rowe  Price  Equity  Income  Fund 

ST 

T  Rowe  Price  GNMA  Fund 

BD 

T  Rowe  Price  Growth  &  Income 

ST 

T  Rowe  Price  Growth  Stock  Fund 

ST 

T  Rowe  Price  High  Yield  Fund 

BD 

T  Rowe  Price  International  Bond 

FO 

T  Rowe  Price  International  Stock 

FO 

T  Rowe  Price  Maryland  T-F  Bond 

MU 

T  Rowe  Price  New  America  Growth 

ST 

T  Rowe  Price  New  Era  Fund 

ST 

T  Rowe  Price  New  Horizons  Fund 

ST 

T  Rowe  Price  New  Income  Fund 

BD 

T  Rowe  Price  New  York  T-F  Bond 

MU 

T  Rowe  Price  New  York  T-F  Money 

MM 

T  Rowe  Price  Prime  Reserve  Fund 

MM 

T  Rowe  Price  Science  &  Technology 

ST 

T  Rowe  Price  Short-Term  Bond  Fund 

BD 

T  Rowe  Price  Small-Cap  Value  Fund 

ST 

T  Rowe  Price  Tax-Exempt  Money 
T  Rowe  Price  Tax-Free  High  Yield 

MM 

MU 

T  Rowe  Price  Tax-Free  Income  Fund 

MU 

T  Rowe  Price  T-F  Short  Intermed 

MU 

Primary  Trend  Fund 

First  Financial  Centre-4th  Floor 

700  North  Water  Street 

Milwaukee,  WI  53202 

(800)  443-6544  (nationwide) 

Exchange  privilege:  Yes 

Primary  Trend  Fund 

ST 

'Will  accept  collea  calls 
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Fund  Distributors 


Distributor 


Type  of  fund 


Princor  Financial  Services  Corp 

711  High  Street 
Des  Moines,  lA  50309 
(515)247-5711  (local) 
(800)  247-4123  (out  of  sute) 
Exchange  privilege:  Yes 


Princor  Aggressive  Growth  Fiud  ST 

Princor  Capital  Accumulation  Fund  ST 

Princor  Growth  Fund  ST 

Princor  Managed  Fund  ST 

Princor  World  Fund  FO 


Prudent  Speculator  Group 

4023  West  Sixth  Street 
Los  Angeles,  CA  90020 
(213)  252-9000*  (local! 
(800)  444-4778  (out  of  state) 
Exchange  privilege:  Yes 


Prudent  Speculator  Leveraged  Fund       ST 


Prudential-Bache 

One  Seaport  Plaza 
Mutual  Funds- 18th  Floor 
New  York,  NY  10292 
(800)  225-1852  (nationwide) 
Exchange  privilege:  Yes 


Pru-Bache  Bond-Insured  MU 

Pru-Bache  California  Municipal  MU 

Pru-Bache  Equity  Fund  ST 

Pru-Bache  Equity  Income  ST 

Pru-Bache  FlexiFund-Aggressive  ST 

Pru-Bache  FlexiFund-Conservative  ST 

Pru-Bache  Global  Fund  FO 

Pru-Bache  Global  Genesis  FO 
Pru-Bache  Global  Natural  Resources     FO 

Pru-Bache  GNMA  Fund  BD 

Pru-Bache  Government  Plus  BD 

Pru-Bache  Government  Plus  II  BD 

Pru-Bache  Govt  Secs-lntermediate  BD 
Pru-Bache  Govt  Secs-Money  Market    MM 

Pru-Bache  Growth  Opportunity  ST 

Pru-Bache  High  Yield  Fund  BD 

Pru-Bache  IncomeVertible  Plus  BA 

Pru-Bache  Moneymart  Assets  MM 

Pru-Bache  Muni-Arizona  MU 

Pru-Bache  Muni-Georgia  MU 

Pru-Bache  Muni-High  Yield  MU 

Pru-Bache  Muni-Maryland  MU 

Pru-Bache  Muni-Massachusetts  MU 

Pru-Bache  Muni-Michigan  MU 

Pru-Bache  Muni-New  |en>ey  MU 

Pru-Bache  Muni-New  York  MU 

Pru-Bache  Muni-New  York  MM  MM 

Pru-Bache  Muni-North  Carolina  MU 

Pru-Bache  Muni-Ohio  MU 

Pni-Bache  Muni-Pennsylvania  MU 

Pru-Bache  National  Municipals  MU 

Pru-Bache  Option  Growth  Fund  ST 

Pru-Bache  Research  Fund  ST 

Pru-Bache  Tax-Free  Money  Fund  MM 

Pru-Bache  Utility  Fund  ST 


Putnam  Financial  Services 

One  Post  Office  Square 
12th  Floor 
Boston,  MA  02109 
(6171  292-1000  (local) 
1800)225-1581  (out  of  state) 
Exchange  pnvi'i-ge:  Yes 


Depositors  Inve'it-  Capital  Growth  ST 

Putnam  California  r.n-Exeinpt  Inc  MU 

Putnam  California  T.u-Excmpt  MM  MM 

Putnam  ConvertiUIt  'ncome-Growth  BA 

Putnam  Daily  Dividend  TniM  MM 

Putnam  Energy-Resources  Trusi  ST 

Putnam  Fund  tor  Gn-vvth  &.  Income  ST 

George  Putnam  Fund  v\  Boston  BA 

Putnam  Global  Governmental  Trl!^!  FO 


Distributor                                    Type  of  fund 

Putnam  GNMA  Plus  Trust 

BD 

Putnam  Health  Sciences  Trust 

ST 

Putnam  High  Income  Government 

BD 

Putnam  High  Yield  Trust 

BD 

Putnam  High  Yield  Trust  II 

BD 

Putnam  Income  Fund 

BD 

Putnam  Information  Sciences  Trust 

ST 

Putnam  International  Equities  Fund 

FO 

Putnam  Investors  Fund 

ST 

Putnam  Massachusetts  Tax-Ex  Inc 

MU 

Putnam  Michigan  Tax-Exempt  Inc 

MU 

Putnam  Minnesota  Tax-Exempt  Inc 

MU 

Putnam  New  York  Tax-Exempt  Inc 

MU 

Putnam  New  York  Tax-Exempt  MM 

MM 

Putnam  Ohio  Tax-Exempt  Income 

MU 

Putnam  Option  Income  Trust 

ST 

Putnam  Option  Income  Trust  II 

ST 

Putnam  OTC  Emerging  Growth  Func 

1  ST 

Putnam  Tax-Exempt  Income  Fund 

MU 

Putnam  Tax-Exempt  Money  Market 

MM 

Putnam  Tax-Free  Income-High  Yield 

MU 

Putnam  Tax-Free  Income-Insured 

MU 

Putnam  US  Govt  Guaranteed  Sees 

BD 

Putnam  Vista  Basic  Value 

ST 

Putnam  Voyager  Fund 

ST 

Quest  Distributors 

1414  Avenue  of  the  Americas 

New  York,  NY  10019 

212  355-731 1*  (local) 

800  221-4268  (out  of  state) 

Exchange  pnvilege:  Yes 

Royce  Fund-Total  Return 

BA 

Royce  Fund-Value 

ST 

Quest  lot  Value 

200  Libeny  Street 

World  Fmancial  Center 

New  York,  NY  10281 

(212  667-7587  1  local! 

(800  232-3863  out  of  state) 

Exchange  pnvilege:  Yes 

Quest  for  Value  Cash  Management 

MM 

Quest  for  Value  Fund 

ST 

lames  B  Rea 

10966  Chalon  Road 

Los  Angeles,  CA  90077 

(213  208-2282*  (local! 
(800  433-1998  (out  of  state) 

Exchange  privilege:  No 

Rea-Graham  Fund 

BA 

Reich  &  Tang  LP 

100  Park  Avenue 

28th  Floor 

New  York,  NY  10017 

(212  370-1240' (local! 
(800  22 1-3079  (out  of  state) 

Exchange  pnvilege:  Yes 

California  Daily  Tax-Free  Income 

MM 

Connecticut  Daily  Tax-Free  Income 

MM 

Daily  Income  Fund 

MM 

Daily  Tax-Free  Income  Fund 

MM 

Empire  Tax-Free  Money  Market 

MM 

Michigan  Daily  Tax-Free  Income 

MM 

Reich  &  Tang  Equity  Fund 

ST 

Short-Term  Income-Money  Market 

MM 

Sound  Shore  Fund 

ST 

Distributor                                    Type  of  fund 

Resrv  Partners 

810  Seventh  Avenue 

35th  Floor 

New  York,  NY  10019 

800  633-7890*  (local) 

800  223-5547  (out  of  state) 

Exchange  privilege:  Yes 

Reserve  Equity-Contrarian 

ST 

Reserve  Fund-Government 

MM 

Reserve  Fund-Primary 

MM 

Reserve  New  York  Tax-Exempt-NY 

MM 

Reserve  Tax-Exempt-Connecticut 

MM 

Reserve  Tax-Exempt-Interstate 

MM 

Review  Management  Corp 

PO  Box  1537 

Suite  228 

Fort  Washmgton,  PA  19034-1537 

(215)  643-2510*  (local) 
(800)  523-2578  (out  of  state) 

Exchange  pnvilege:  Yes 

Over-the-Counter  Securities  Fund 

ST 

Rochester  Fund  Distributors 

379  Park  Avenue 

Rochester,  NY  14607 

(716)  442-5500*  (local) 

Exchange  privilege:  Yes 

Rochester  Convertible-Growth 

BA 

Rochester  Convertible-Income 

BA 

Rochester  Tax  Managed  Fund 

ST 

Ruane,  Cunniff  &  Co 

1370  Avenue  of  the  Americas 

New  York,  NY  10019 

(212)  245-4500  (local) 

Exchange  privilege:  No 

Sequoia  Fund 

ST 

Rushmore  Group 

4922  Fairmont  Avenue 

Bethesda,MD  20814 

301)  657-1500*  (local) 
800)  343-3355  (out  of  state) 

Exchange  pnvilege:  Yes 

Fund  for  Govt  Investors 

MM 

Fund  for  Tax-Free  Inv-Money  Market  MM      | 

Rushmore-OTC  Index  Plus 

ST 

Rushmore-Stock  Market  Index  Plus 

ST 

Safeco  Securities 

PO  Box  34890 

Seattle,  WA  98124 

(206  545-5530  (local) 

(800  426-6730  (out  of  state) 

Exchange  pnvilege:  Yes 

Safeco  California  Tax-Free  Income 

MU 

Safeco  Equity  Fund 

ST 

Safeco  Growth  Fund 

ST 

Safeco  Income  Fund 

ST 

Safeco  Municipal  Bond  Fund 

MU 

Safeco  Tax-Free  Money  Market 

MM 

SBSF  Funds 

45  Rockefeller  Plaza 

New  York,  NY  10111 

212  903-1200  (local) 

800  422-7273  (out  of  state) 

Exchange  pnvilege:  Yes 

SBSF-Growth  Fund 

ST 

•w; 


■oUca  calls. 
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Distributor                                 Type  of  fund 

Schield  Portfolios  Series 

390  Union  Boulevard 

Suite  410 

Denver,  CO  80228 

(800  233-4971   local] 

1800  826-8154  out  of  state) 

Exchange  privilege:  Yes 

Scfiield-Aggressive  Growth 
Scliield-Value 

ST 

ST 

Scudder  Fund  Distributors 

160  Federal  Street 

Boston,  MA  02110 

1800)  225-2470  (local) 

Exchange  privilege:  Yes 

AARP  Growth  Trust-Capital  Growth 

ST 

AARP  Growth-Growth  &  Income 

ST 

AARP  Income  Trust-General  Bond 

BD 

AARP  Income-GNMA  &  US  Treas 

BD 

AARP  Insured  T-F  Inc-Genl  Bond 

MU 

Japan  Fund 

FO 

Scudder  California  Tax  Free  Fund 

MU 

Scudder  California  Tax-Free  Money 

MM 

Scudder  Cash  Investment  Trust 

MM 

Scudder  Development  Fund 

ST 

Scudder  Equity-Capital  Growth 

ST 

Scudder  Equity-Equity  Income 

ST 

Scudder  Fund-Lazard  Equity 

ST 

Scudder  Fund-Managed  Tax-Free 

MM 

Scudder  GLBl^Global  Fund 

FO 

Scudder  GNMA  Fund 

BD 

Scudder  Growth  &  Income  Fimd 

ST 

Scudder  High  Yield  Tax  Free  Fund 

MU 

Scudder  Income  Fund 

BD 

Scudder  International  Fund 

FO 

Scudder  Managed  Municipal  Bonds 

MU 

Scudder  Massachusetts  Tax  Free 

MU 

Scudder  NY  Tax  Free  Fund 

MU 

Scudder  NY  Tax-Free  Money  Fund 

MM 

Scudder  Tax-Free  Money  Fund 

MM 

Securities  Management  &  Research 

Two  Moody  Plaza 

Galveston,  TX  77550 

(800  392-9753  local) 

(800  231-4639  out  of  state) 

Exchange  privilege:  Yes 

American  National  Growth  Fund 

ST 

American  National  Income  Fund 

ST 

Triflex  Fund 

BA 

Security  Distributors 

700  Hamson  Street 

Topeka,  KS  66636 

(800)  888-2461  (nationwide) 

Exchange  privilege:  Yes 

Security  Action  Fund 

ST 

Security  Equity  Fund 

ST 

Security  Income-Corporate  Bond 

BD 

Security  Investment  Fund 

ST 

Security  Omni  Fund 

ST 

Security  Ultra  Fund 

ST 

Seligman  Marketing 

One  Bankers  Trust  Plaza 

New  York,  NY  10006 

800  522-6869  local) 

800  221-2450  out  of  state) 

Exchange  privilege:  Yes 

Seligman  Calif  Tax-Exempt-High  YId  MU      | 

Seligman  Calif  Tax-Exempt-Quality 

MU 

Seligman  Capiul  Fund 

ST 

Seligman  Common  Stock  Fund 

ST 

Seligman  Commun  &.  Inform 

ST 

•Will  accept  collea  calls 


LOOKING  FOR  HIGH  CURRENT  YIELDS? 


TM 


Spartan 

Low-Expense 

Guarantee 


All  money  market  funds  claim  to  offer  high  current  yields,  but  in 
order  to  offer  them,  you  must  start  with  low  costs.  It's  our  low-cost  guar- 
antee that  sets  Fidelity's  Spartan  Money  Market  Fund  -  one  of  the 
highest-yielding  money  market  funds  -  apart  from  all  the  others.  Spar- 
tan's low-cost  guarantee  ensures  that  you'll  be  able  to  invest  for 
high  current  yields  over  the  long  term.  Fidehty  is  guaranteeing 
to  freeze  fund  operating  expenses  at  no  more  than  0.45%  all 
the  way  into  1992.  Of  course,  you  still  pay  for  the  transactions  you 
make.  ^  Call  now  for  today's  high  current  yields. 

Call  for  Today's  High  Current  Yields 

For  more  complete  information  on  Spartan 
Money  Market  Fund,  including  management  fees  and 
transaction  expenses,  call  us  24  hours  a  day  for  your 
^^L  W^^  free  prospectus.  Read  it  carefully  before  you  invest  or 
^^^^^RLJ  send  money  If  you're  receiving  a  retirement  plan 
^^B^^^K  distribution,  or  simply  shopping  for  a  better 
^^^ygH^^  place  for  your  existing  IRA,  consider  Spartan 

for  your  IRA  rollover  or  transfer.  Minimum 
initial  investment  $20,000. 

Visit  a  Fidelity  Investor  Center  or  call  24  hours 

1-800-544-6666 

Service  for  the  hearing  impaired  TDD/1-800-544-0118 


Fidelity 


Investments 


2R  CODE:  FORB/SPM/090489 

Fidelity  Distributors  Corporation  (General  Distribution  Agent),  P.O.  Box  660603,  Dallas,  TX  75266-0603. 

'These  transaction  fees  will  reduce  your  yield,  depending  on  the  number  you  make.  Special  Yield 
Opportunity:  Beginningjuly  1, 1989.  the  fund's  adviser  is  temporarily  paying  for  a  portion  of  the 
fund's  e.xpenses,  which  increases  its  yield.  This  expense  lijnitation  may  be  terminated  or  re\ised  at 
any  time,  at  which  time  expenses  will  go  up  and  the  yield  wiU  go  down.  Yields  will  vary 
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Fund  Distributors 


Distributor                                    Type  of  fund 

Seligman  Growth  Fund 

ST 

Seligman  Income  Fund 

BA 

Seligman  New  Jersey  Tax-Exempt 

MU 

Seligman  Penn  Tax-Exempt-Quality 
Seligman  Tax-Exempt-Colorado 

MU 

MU 

Seligman  Tax-Exempt-Louisiana 

MU 

Seligman  Tax-Exempt-Maryland 

MU 

Seligman  Tax-Exempt-Mass 

MU 

Seligman  Tax-Exempt-Michigan 

MU 

Seligman  Tax-Exempt-Minnesota 

MU 

Seligman  Tax-Exempt-Missouri 

MU 

Seligman  Tax-Exempt-National 

MU 

Seligman  Tax-Exempt-New  York 

MU 

Seligman  Tax-Exempt-Ohio 

MU 

Seligman  Tax-Exempt-Oregon 

MU 

Seligman  Tax-Exempt-SC 

MU 

Sentry  Equity  Services 

1800  North  Point  Drive 

A3/32 

Stevens  Point,  WI  54481 

(800)  533-7827  (nationwide) 

Exchange  privilege:  No 

Sentry  Fund 

ST 

Shearson  Lehman  Hutton 

One  Western  Union  Plaza 

15th  Floor 

New  York,  NY  10004 

(212)  528-2744  (local) 

Exchange  privilege:  Yes 

American  Telecom-Growth 

ST 

Lehman  Capital  Fund 

ST 

Lehman  Investors  Fund 

ST 

Lehman  Opportunity  Fund 

ST 

SLH  Aggressive  Growth  Fund 

ST 

SLH  Appreciation  Fund 

SLH  Ca  ifornia  Daily  Tax-Free 

ST 

MM 

SLH  California  Municipals  Fund 
SLH  Convertible  Securities  Fund 

MU 

BA 

SLH  Daily  Dividend 

MM 

SLH  Daily  Tax-Free  Dividend 

MM 

SLH  Equity-Growth  &  Opportunity 
SLH  Equity-International 

ST 

FO 

SLH  Equity-Sector  Analysis 

ST 

SLH  Equity-Strategic  Investors 
SLH  Fundamental  Value  Fund 

ST 

ST 

SLH  Global  Opportunities 

FO 

SLH  Government  &  Agencies 

MM 

SLH  High  Yield  Fund 

BD 

SLH  Income-Convertible  Sees 

BA 

SLH  Income-Global  Bond 

FO 

SLH  Income-High  Income 

BD 

SLH  Income-Option  Income 

ST 

SLH  Income- Tax-Exempt 

MU 

SLH  Income-Utilities 

BA 

SLH  Investment-Basic  Value 

ST 

SLH  Investment-Global  Equity 

FO 

SLH  Investment-Government  Sees 

BD 

SLH  Investment-Growth 

ST 

SLH  Investment-High  Grade 

BD 

SLH  Investment-Prec  Metals 

ST 

SLH  Investment-Spec  Equities 

ST 

SLH  Managed  Government 

BD 

SLH  Managed  Municipals 

MU 

SLH  Multi  Opportunities  LP 

ST 

SLH  N|  Municipals 

MU 

SLH  NY  Daily  Tax-Free 

MM 

SLH  New  York  Municipals 

MU 

SLH  Precious  Metals  &  Mins 

FO 

SLH  Small  Capitali23tion 

ST 

Distributor                                    Type  of  fund 

Sheffield  Investments 

41  Madison  Avenue 

New  York,  NY  10010 

212)  779-7979*  (locall 
800)922-7771  (out  of  state) 

Exchange  pnvilege:  No 

Blanchard  Precious  Metals  Fund 

ST 

Blanchard  Strategic  Growth 

ST 

Sherman,  Dean  Fund 

6061  NW  Expressway 

Suite  465 

San  Antonio,  TX  78201 

(512)  735-7700  (local) 

(800)  247-6375  (out  of  state) 

Exchange  privilege:  No 

Sherman,  Dean  Fund 

ST 

Sigma  Investor  Services 

Greenville  Center  C-200 

3801  Kennett  Pike 

Wilmington,  DE  19807 

(302)  652-3091' (locall 
(800)  441-9490  (out  of  state) 

Exchange  privilege:  Yes 

ISI  Growth  Fund 

ST 

ISI  Trust  Fund 

ST 

Sigma  Capital  Shares 

ST 

Sigma  Income  Shares 

BD 

Sigma  Investment  Shares 

ST 

Sigma  Pennsylvania  Tax  Free  Trust 

MU 

Sigma  Special  Fund 

ST 

Sigma  Trust  Shares 

BA 

Sigma  Value  Shares 

ST 

Sigma  Venture  Shares 

ST 

Sigma  World  Fund 

FO 

Sit  Investment  Associates 

90  South  7th  Street 

Minneapohs,  MN  55402 

612  332-3223  local) 

800  332-5580  out  of  state) 

Exchange  pnvilege:  Yes 

Sit  New  Beginning  Growth  Fund 

ST 

Sit  New  Beginning  Income  &  Growth  ST 

Smith  Barney,  Harris  Upham  &  Co 

1345  Avenue  of  the  Americas 

New  York,  NY  10105 

212  698-5349  (local) 

800  544-7835  (out  of  state) 

Exchange  privilege:  Yes 

Muni  Bond  Funds-California 

MU 

Muni  Bond  Funds-National 

MU 

National  Liquid  Reserves-Cash 

MM 

National  Liquid  Reserves-Retire 

MM 

Smith  Barney  Equity  Fund 

ST 

Smith  Bamey-lncome  &  Growth 

ST 

Smith  Barney-US  Government 

BD 

Tax-Free  Money  Fund 

MM 

Vantage  Money  Market-Cash 

MM 

Sogen  Securities  Corp 

50  Rocktttlk-i  Plaza 

New  York,  NY  10111 

(212  832-6363  local) 

(800  334-2143  out  of  state) 

Exchange  privilege:  No 

SuGrn  International  Fund 

ST 

Distributor 


Type  of  fund 


Southeastern  Asset  Management 

860  Ridgelake  Boulevard 
Suite  301 

Memphis,  TN  381 19 
(9011  761-2474*  (locall 
(800)  445-9469  (out  of  state) 
Exchange  privilege:  No 


Southeastern  Asset  Mgmt  Value 


ST 


Sovereign  Advisers 

985  Old  Eagle  School  Road 
Suite  515A 
Wayne,  PA  19087 
(215)  254-0703*  (local) 
Exchange  privilege:  No 


Sovereign  Investors 


ST 


State  Bond  Sales  Corp 

8500  Normandale  Lake  Boulevard 
Minneapolis,  MN  55437 
(507)  354-2144*  (locall 
(800)  328-4735  (out  of  state) 
Exchange  privilege:  Yes 


State  Bond  Common  Stock  Fund  ST 

State  Bond  Diversified  Fund  ST 

State  Bond  Progress  Fund  ST 


State  Street  Research  &  Management 

One  Financial  Center 
Boston,  MA  02111 
(617)  482-3920*  (local) 
Exchange  privilege:  Yes 


State  Street  Investment  Trust 


ST 


Steadman  Security  Corp 

1 730  K  Street  NW 
Suite  904 

Washington,  DC  20006 
(202)  223-1000  (local) 
(800|  424-8570  (out  of  state) 
Exchange  privilege:  Yes 


Steadman  American  Industry  Fund  ST 

Steadman  Associated  Fund  ST 

Steadman  Investment  Fund  ST 

Steadman  Oceanographic  Tech  &  Gr  ST 


II 


Stein  Roe  &  Famham 

POBox  1131 

Chicago,  IL  60690 

(800)  338-2550  (nationwide) 

Exchange  privilege:  Yes 


SteinRoe-Capital  Opportunities  ST 

SteinRoe-Growth  &  Income  ST 

SteinRoe-High  Yield  Bonds  BD 

SteinRoe-High  Yield  Municipals  MU 

SteinRoe  Income-Cash  Reserves  MM 

SteinRoe-International  Growth  FO 

SteinRoe-Managed  Bonds  BD 

SteinRoe-Managed  Municipals  MU 

SteinRoe-Prime  Equities  ST 

SteinRoe-Special  Fund  ST 

SteinRoe-Stock  Fund  ST 
SteinRoe  Tax-Exempt  Income-Money  MM 

SteinRoe-Total  Return  Fund  BA 


Stonebridge  Capital 

1801  Century  Park  East 
Suite  1800 

Los  Angeles,  CA  90067 
(213)  277-1450  (local) 
Exchange  privilege:  No 


National  Industries  Fund 


ST 


•I 
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Distributor 


Type  of  fund 


Strategic  Distributors 

2030  Royal  Lane 
DaUas,  TX  75229 
(2141  484-1326*  (local! 
|800)  527-5027  (out  of  sute) 
Exchange  privilege:  Yes 


Strategic  Gold/Minerals  Fund  ST 

Strategic  Investments  Fund  ST 

Strategic  Silver  Fund  ST 


Stratton  Management 

610  West  Germantown  Pike 
Suite  361 

Plymouth  Meeting,  PA  19462 
(2151  941-0255*  (local! 
JSOO)  634-5726  (out  of  sute) 
Exchange  privilege:  Yes 


Stratton  Growth  Fund  ST 

Stratton  Monthly  Dividend  Shares        ST 


Strong/Comeliuson  Capital  Management 

PO  Box  2936 

Milwaukee,  WI  53201-2936 
(4141  359-1400*  (locall 
(800|  368-3863  (out  of  state) 
Exchange  privilege:  Yes 


Strong  Discovery  Fund  ST 

Strong  Income  Fund  BD 

Strong  Investment  Fund  BA 

Strong  Money  Market  Fund  MM 
Strong  Tax-Free  Money  Market  Fund    MM 

Strong  Opportunity  Fund  ST 

Strong  Total  Return  Fund  BA 


Templeton  Funds  Distributors 

700  Central  Avenue 
St  Petersburg,  FL  33701-3628 
(8131  823-8712  (local) 
(800|  237-0738  (out  of  state) 
Exchange  privilege:  Yes 


Templeton  Foreign  Fund 
Templeton  Global  I 
Templeton  Growth  Fund 
Templeton  Income  Fund 
Templeton  World  Fund 


FO 
FO 
FO 
BA 
ST 


Thompson,  Unger  &  Plumb 

PO  Box  55320 
Madison,  Wl  53705 
(608)  231-1676*  (local) 
Exchange  privilege:  No 


Thompson,  Unger  &  Plumb  Fund  BA 


Thomson  McKinnon  Asset  Management 
One  State  Street  Plaza 
New  York,  NY  10004 
(2121  482-5894  (local) 
|800|  628-1237  (out  of  sute) 
Exchange  privilege:  Yes 


Cash  Accumulation-National  MM  MM 

Cash  Accumulation-National  Tax-Ex  MM 

Thomson  McKinnon-Global  FO 

Thomson  McKinnon-Growth  ST 

Thomson  McKinnon-Income  BD 

Thomson  McKinnon-Oppor  ST 

Thomson  McKinnon-US  Govt  BD 


Thomburg  Securities 

1 19  East  Marcy  Street 

Suite  202 

Santa  Fe,  NM  87501 

(5051  984-0200  (local) 

|800|  847-0200  (out  of  sute) 

Exchange  privilege:  Yes 


Limited  Term  Municipal-National 


MU 


Distributor                                   Type  of  fund 

Transamerica 

1000  Louisiana 

Suite  6000 

Houston,  TX  77002-5098 

(800)999-3863  local) 

(800)231-4645  out  of  state) 

Exchange  pnvilege;  Yes 

Lowry  Market  Timing  Fund 

ST 

Transamerica  Bond-US  Govt  Hi  Yld 

BD 

Transamerica  Growth  &  Income 

BA 

Transamerica  Inv  Quality  Bond 

BD 

Transamerica  Special  Blue  Chip  Fund 

ST 

Transamerica  Special  Convert  Sees 

BA 

Transamerica  Special  Emerging  Grow 

ST 

Transamerica  Special  Global  Growth 

FO 

Transamerica  Simbelt  Growth  Fund 

ST 

Transamerica  Technology  Fund 

ST 

Trinity  Capital  Management 

183  East  N  ain  Street 

Suite  1135 

Rochester,  NY  14604 

(716)  262-4080  local) 

(800)  456-7780  out  of  sute) 

Exchange  privilege:  No 

Trinity  Liquid  Assets  Trust 

MM 

Trusteed  Funds 

One  Winthrop  Square 

Boston,  MA  02110 

800)  462-1199  (local) 

800)  343-2902  (out  of  sute) 

Exchange  privilege:  Yes 

Commonwealth  Indenture  A  &  B 

ST 

Commonwealth  Indenture  C 

ST 

GPM  Fund 

BA 

Twentieth  Century  Investors 

4500  Main  Street 

Kansas  City,  MO  641 11 

816  531-5575  local) 

800  345-2021   out  of  state) 

Exchange  privilege:  Yes 

20th  Century  Cash  Reserve 

MM 

20th  Century  Giftrust  Investors 

ST 

20th  Century  Growth  Investors 

ST 

20th  Century  Heritage  Investors 

ST 

20th  Century  Select  Investors 

ST 

20th  Century  Ultra  Investors 

ST 

20th  Century  US  Govenmients 

BD 

20th  Century  Vista  Investors 

ST 

Unified  Management  Corp 

PO  Box  61 10 

Indianapolis,  IN  46206-6110 

(317  634-3300  (local) 

(800  862-7283  (out  of  state) 

Exchange  privilege:  Yes 

Unified  Growth  Fund 

ST 

Unified  Income  Fund 

BA 

Unified  Mutual  Shares 

ST 

United  Services  Advisors 

PO  Box  29467 

San  Antonio,  TX  78229-0467 

(512  696-1234*  (locall 
(800  873-8637  (out  of  sute) 

Exchange  privilege:  Yes 

United  Services-Gold  Shares  Fund 

FO 

United  Services-Good  &  Bad 

ST 

United  Services-Growth  Fund 

ST 

United  Services-Income  Fund 

ST 

United  Services-New  Prospector 

FO 

United  Services-Prospector  Fund 

FO 

Distributor                                   Type  of  fund 

US  Boston  Investment 

6  New  England  Executive  Park 

Burlington,  MA  01803 

(617)  272-6420  (local) 

Exchange  pnvilege:  Yes 

US  Boston  Inv-Growth  &  Income 

ST 

US  Boston  Inv-Foreign  G&I 

FO 

USAA  Investment  Management  Co 

PO  Box  33338 

Mutual  Fund  Accounting 

San  Antonio,  TX  78265 

(5121498-8000  local) 

(800|  531-8000  out  of  state) 

Exchange  privilege:  Yes 

USAA  Investment-Cornerstone  Fund 

ST 

USAA  Investment-Gold  Fund 

ST 

USAA  Mutual-Aggressive  Growth 

ST 

USAA  Mutual-Growth  Fund 

ST 

USAA  Mutual-Income  Fund 

BD 

USAA  Mutual-Income  Stock  Fund 

ST 

USAA  Mutual-Money  Market 

MM 

USAA  Tax-Exempt  Fund-High  Yield 
USAA  Tax-Exempt-Intermediate 

MU 

MU 

USAA  Tax-Exempt  Fund-MM 

MM 

USAA  Tax-Exempt  Fund-Short-Term 

MU 

UST  Securities 

555  South  Flower  Street 

Suite  2710 

Los  Angeles,  CA  90071 

213)488-0666  local) 

800)233-1136  out  of  sute) 

Exchange  privilege:  Yes 

UST  Master  Funds-Equity 

ST 

UST  Master  Funds-Income  &  Grow 

ST 

UST  Master  Funds-International 

FO 

UST  Master  Tax-Exempt-Short-Term  MM 

Valley  Forge  Fund 

PO  Box  262 

Valley  Forge,  PA  19481 

(215)  688-6839  (local) 

(800)  548-1942  (out  of  sute) 

Ejf change  privilege:  Yes 

Valley  Forge  Fund 

ST 

Value  Line  Securities 

711  Third  Avenue 

New  York,  NY  10017 

(800)  223-0818  (local) 

Exchange  privilege:  Yes 

Value  Line  Cash  Fund 

MM 

Value  Line  Convertible  Fund 

ST 

Value  Line  Fund 

ST 

Value  Line  Income  Fund 

ST 

Value  Line  Leveraged  Growth  Inv 

ST 

Value  Line  New  York  Tax-Exempt 

MU 

Value  Line  Special  Situations  Fund 

ST 

Value  Line  Tax-Exempt-High  Yield 

MU 

Value  Line  Tax-Exempt-MM 

MM 

Value  Line  US  Government  Sees 

BD 

Van  Eck  Securities  Corp 

122  East  42nd  Sueet 

42nd  Floor 

New  York,  NY  10168 

212)  687-5200*  (local! 
800)  221-2220  (out  of  sute) 

Exchange  privilege:  Yes 

Van  Eck  Gold/Resources  Fund 

ST 

Van  Eck  International  Investors 

FO 

Van  Eck  World  Trends  Fund 

FO 

I 


*  ill  accept  collea  calls. 
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Fund  Distributors 


Distributor 


Type  of  hind 


Van  Kampen  Merrltt 

1001  Warrenville  Road 
Lisle,  IL  60532 
13121  719-6000  (locall 
(8001  225-2222  (out  of  state] 
Exchange  pnvilege:  Yes 


Van  Kampen 
Van  Kampen 
Van  Kampen 
Van  Kampen 
Van  Kampen 
Van  Kampen 
Van  Kampen 
Van  Kampen 


Merritt  Cal  Ins  Tax-Free  MU 
Merritt  Growth  &  Inc      ST 
Merritt  High  Yield  BD 

Merritt  Insured  T-F  MU 

Merritt  Penn  T-F  Inc        MU 
Merritt  T-F  Hi  Inc  MU 

Merritt  T-F  Money  MM 

Merritt  US  Goverimient  BD 


Vanguard  Group  of  Investment  Cos 

PO  Box  2600 

MS  136 

Valley  Forge,  PA  19482 

(215)  648-6000  (local) 

(800)  662-7447  (out  of  state) 

Exchange  privilege:  Yes 


Vanguard  California  T-F-Ins  L-T  MU 

Vanguard  California  Tax-Free-MM  MM 

Vanguard  Convertible  Securities  BA 

Vanguard  Equity  Income  Fund  BA 

Vanguard  Explorer  Fund  ST 

Vanguard  Explorer  II  ST 

Vanguard  Fixed  Income-GNMA  BD 

Vanguard  Fixed  Income-High  Yield  BD 

Vanguard  Fixed  Income-Invest  Grade  BD 

Vanguard  Fixed  Income-Short-Term  BD 

Vanguard  Fixed  Income-US  Govt  S-T  BD 

Vanguard  Fixed  Income-US  Treasury  BD 

Vanguard  High  Yield  Stock  ST 

Vanguard  lndex-500  Portfolio  ST 

Vanguard  Index-Extended  Market  ST 

Vanguard  MM  Reserves-Federal  MM 

Vanguard  MM  Reserves-Prime  MM 

Vanguard  WL  Morgan  Growth  Fund  ST 

Vanguard  Muni  Bond-High  Yield  MU 

Vanguard  Muni  Bond-Insured  L-T  MU 

Vanguard  Muni  Bond-Intermediate  MU 

Vanguard  Muni  Bond-Limited  Term  MU 

Vanguard  Muni  Bond-Long-Term  MU 

Vanguard  Muni  Bond-Money  Market  MM 

Vanguard  Muni  Bond-Short-Term  MU 

Vanguard  Naess  &  Thomas  Special  ST 

Vanguard  N|  Tax  Free-Insured  MU 

Vanguard  N]  Tax-Free-MM  MM 

Vanguard  New  York  Insured  T-F  MU 

Vanguard  Penn  Tax-Free-Insured  L-T  MU 

Vanguard  Preferred  Stock  Fund  BD 

Vanguard  Primecap  Fund  ST 

Vanguard  Quantitative  Portfolios  ST 

Vanguard  Special-Energy  ST 

Vanguard  Spec-Gold  &  Prec  FO 

Vanguard  Special-Health  Care  ST 

Vanguard  Special-Service  Economy  ST 

Vanguard  Special-Technology  ST 

Vanguard  STAR  Fund  BA 

Vanguard  Trustees  Comm-IntI  FO 

Vanguard  Trustees  Commingled-US  ST 

Vanguard  Wellesley  Income  Fund  BA 

Vanguard  Wellington  Fund  BA 

Vanguard  Windsor  Fund  ST 

Vanguard  Windsor  II  ST 

Vanguard  World-International  Grow  FO 

Vanguard  World-US  Growth  ST 


Distributor                                    Type  of  fund 

Variable  Stock  Fund 

One  Monarch  Place 

12th  Floor 

Spnngfield,  MA01144 

(413   781-3000  local) 

(800  343-2902  out  of  state) 

Exchange  privilege:  No 

Variable  Stock  Fund 

ST 

Venture  Advisers 

POBox  1688 

Santa  Fe,NM  87504-1688 

(505  983-4335  local) 

(800  545-2098  out  of  state) 

Exchange  privilege:  Yes 

New  York  Venture  Fund 

ST 

RPF  of  America-Equity  Fund 
Venture  Income  ( + 1  Plus 

ST 

BD 

Voyageur  Asset  Management 

100  South  Fifth  Street 

Suite  2200 

Minneapolis,  MN  55402 

800  247-1576  (local) 

|800  553-2143  (out  of  state) 

Exchange  privilege:  Yes 

Double  Exempt  Flex  Fund 

MU 

Waddell  &  Reed 

24U0  iV-rshing  Road 

POBox  418343 

Kansas  City,  MO  64141-9343 

(816  283-4122  local) 

(800  366-5465  out  of  state) 

Exchange  pnvilege:  Yes 

United  Accumulative  Fund 

ST 

United  Bond  Fund 

BD 

United  Continental  Income  Fund 

BA 

United  Gold  &  Government  Fund 

FO 

United  Government  Securities 

BD 

United  High  Income  Fund 

BD 

United  High  Income  Fund  II 

BD 

United  Income  Fund 

ST 

United  International  Growth 

FO 

United  Municipal  Bond  Fund 

MU 

United  Municipal  High  Income 

MU 

United  New  Concepts  Fund 

ST 

United  Retirement  Shares 

BA 

United  Science  &  Energv  Fund 

ST 

United  \'anguard  Fund 

ST 

Wall  Street  Management  Corp 

641  Lexington  Avenue 

21st  Floor 

New  York,  NY  10022 

(212)  319-9400*  (local) 

Exchange  pnvilege:  No 

Wall  Street  Fund 

ST 

Washington  Funds  Distributors 

1 101  Vermont  Avenue  NW 

Washmgton,  DC  20005 

2021  842-5300  locall 

8001  972-9274  out  of  state) 

Exchange  privilege:  Yes 

Growth  Fund  of  Washington 

ST 

Wealth  Monitors  Fund 

1001  hast  101st  Terrace 

Suite  220 

Kansas  City,  MO  64131 

(8161  941-7990' (locall 

Exchange  pnvilege:  No 

Wealth  Monitors  Fund 

ST 

Distributor                                    Type  of  fund 

Weiss,  Peck  &  Greer 

One  New  York  Plaza 

New  York,  NY  10004 

212  908-9582*  (locall 

800  223-3332  (out  of  statel 

Exchange  pnvilege:  Yes 

Tudor  Fund 

ST 

WPG  Dividend  Income  Fund 

ST 

WPG  Fund 

ST 

WPG  Growth  Fund 

ST 

WPG  Tax-Free  Money  Market  Fund 

MM 

Weitz  Value  Fund 

9290  West  Dodge  Road 

Suite  405 

Omaha,  NE  68114-3323 

(4021  391-1980*  (local) 

Exchange  privilege:  Yes 

Weitz  Value  Fund 

ST 

Westchester  Capital  Management 

1 1  High  Meadows 

Mount  Kisco,  NY  10549 

(914)  241-3360*  (local) 

Exchange  privilege:  Yes 

The  Merger  Fund 

ST 

Wheat  First  Securiries 

PO  Box  1357 

Richmond,  VA  23211 

(8041649-2311  (locall 

(8001  999-4328  (out  of  statel 

Exchange  pnvilege:  No 

Southeastern  Growth  Fund 

ST 

Wood  Logan 

1455  East  Putnam  Avenue 

Old  Greenwich,  CT  06870 

(8001  334-4437  (locall 

Exchange  privilege:  Yes 

Hidden  Strength-Conserve  Asset 

ST 

Hidden  Strength-Growth 

ST 

Hidden  Strength-Mod  Asset 

BA 

BC  Ziegler  &  Co 

215  North  Main  Street 

West  Bend,  WI  53095 

(4141334-5521  (locall 

(8001  826-4600  (out  of  statel 

Exchange  privilege:  Yes 

Principal  Preser\-ation-Div  Achievers 

ST 

Principal  Preservation-S&P  100  Plus 

ST 

I 


•Will  accept  aillca  calls. 
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The  Forbes/WUshire  5000  Review 


Edited  by  Steve  Kiclien 


3250 


3000 


2750 


2500 


Market  value  of  Wilshire  5000: 
$3,193.2  billion  as  of  8/11/89 


2250 Wilshire  5000  equity  index* 

The  total  price  of  all  stocks  for 

2000  which  daily  quotations  are 

available,  weighted  by  market  value. 


1750 


1500 


1250 


1000 


Dow  Jones 
industrial  average 

The  total  price  of  30 
blue-chip  industrial  stocks, 
adjusted  to  reflect  splits. 

Data  plotted  quarterly. 
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o  o  Percent  change  in  last  two  weeks. 
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Return  of  the  summer  of  1987.  In  the  last  two  weeks  a 
smooth  Treasury  refunding  and  takeover  activity  pro- 
pelled the  market  to  record  territory.  On  Aug.  7  and  8,  the 
total  market  value  of  the  Wilshire  index'  nearly  6,000 
stocks  crossed  the  $3.4  trillion  mark  before  falling  back 
slightly.  Pleasant  earnings  news  from  Procter  &  Gamble 
and  Woolworth  helped  the  Dow  industrials  gain  nearly 
1  % .  The  Dow  ended  the  last  ten  trading  days  at  2684,  only 
38  points  shy  of  its  August  1987  peak.  Seven  years  ago,  at 


the  start  of  the  bull  market  in  August  1982,  the  Dow 
traded  2,000  points  below  its  current  level. 

The  Dow  is  now  trading  at  about  12  times  latest  12- 
month  earnings;  the  multiple  for  the  Wilshire  index  is  14. 
At  the  height  of  the  market  two  years  ago  both  indexes 
sold  for  more  than  20  times  earnings,  and  analysts  were 
fueling  the  market  with  bullish  estimates  for  the  year. 
This  time  analysts  are  scaling  back  their  fiscal  year  projec- 
tions (see  next  page). 


Closeup  On  the  Equity  Markets 


Performance  of  six  leading  indexes 

Percent  change 

Wilshire 
5000 

Forbes 
500- 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

3.9 

3.9 

5.1 

3.9 

3.4 

3.0 

in  last  32  weeks 

29.3 

28.5 

31.7 

29.4 

28.4 

22.0 

Stock  performance  based  on  six  k^  investor  yardsticks^ 

Percent  change 

Company  size 

Volatility^ 

P/E  multiple 

Dividend  yield 

Growth  profile^ 

Share  price 

large 

small 

high 

low 

over  22 

under  8 

over  4.2% 

none 

high 

low 

over  $36 

under  $5 

in  last  4  weeks 

4.7 

1.7 

2.3 

2.9 

2.5 

4.2 

2.2 

1.8 

2.7 

2.4 

4.6 

0.4 

in  last  52  weeks 

33.3 

27.6 

18.6 

18.6 

31.7 

20.4 

10.6 

25.5 

22.6 

22.1 

34.2 

10.0 

Wilshire  index  reflects  price  perlormancc.  It  differs  slightly  from  market  value  of  outstanding  stocks  because  of  retirements  of  equity  since  index  was  created.  'Based  on  sales. 
Equal  weighted  indices  containing  all  shares  with  market  capitalizations  over  $10  million. ""A  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide 
pnce  fluctuations,  low-volatility  issues  arc  more  stable.  ^A  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 

Note:  All  data  for  periods  ending  8/1 1/89.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif.  "<™'  k^™^ 
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Where  the  Action  Is 


Flying  above  the  market.  Takeover  speculation  enabled 
transportation  stocks  to  outperform  the  overall  market  by 
more  than  a  3-to-I  margin  over  the  last  two  weeks.  Inves- 
tor Marvin  Davis'  $240-a-share  bid  for  ual  caused  shares 
in  the  carrier  to  rise  41%.  In  the  consumer  nondurable 
sector,  Adolph  Coors'  proposal  to  purchase  some  of  Stroh 
Brewery's  assets  helped  push  up  Coors'  stock  25%.  In  the 


same  sector,  Turner  Broadcasting  System  increased  19% 
as  it  posted  its  first  profit  in  over  three  years. 

Another  top-performing  stock  over  the  last  two  weeks 
was  Jefferson-Smurfit  Corp.,  a  Missouri-based  paper  prod- 
ucts company,  which  rose  32%.  Its  Ireland-based  parent 
announced  a  venture  with  Morgan  Stanley  to  buy  back  the 
22%  of  Jefferson-Smurfit  that  is  still  outstanding. 


Percent  chanse  in  last  52  weeks    O-O   Percent  than°e  in  last  2  weeks 
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What  the  Analysts  Think 


Market  up,  estimates  down.  Analysts  downgraded  earn-  hcdgmg  their  bets,  because  they  aren't  sure  what  will 
ings  estimates  for  each  sector.  Technology  and  transporta-  happen,"  says  Laura  Alpert  of  Lynch,  Jones  &.  Ryan.  If 
tion  showed  the  sharpest  four-week  cuts.  "Analysts  are      they're  right,  the  market  multiple  is  higher  than  it  seems. 


forecasting  the  Forbes  Sales  500 


Perforinaiuf 
period 


Average 

earniiiv.s  ncr 
share 


IVE 


latest  12  months  $3.32 

1989  estimates  3.70 

1990  estimates  4.04 
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Capital  Markets 


MONEY  &  INVESTMENTS 


You  can  boost  your  yield  by  getting  a 
closed-end  bond  fund  at  a  discount  to  its 
net  assets.  But  not  all  such  discounts 
make  for  good  bargains. 

THE  DISCOUNT 
WINDOW 


By  Ben  Wdtermaii 


It  is  probably  a  safe  assumption  that 
any  reader  of  this  column  knows 
better  than  to  buy  a  closed-end  bond 
fund  when  it  is  first  offered.  Closed- 
ends  come  out  at  a  premium  to  the 
assets  they  contain — that  is,  you 
pay  $1.07  or  more  to  get  a  dollar  of 
assets — and  this  premium  is  all  but 
certain  to  vanish  sooner  or  later. 
When  you  go  to  sell  your  dollar  of 
assets  you  get  only  a  dollar,  or  even 
less.  Most  of  the  older  closed-end 
bond  ftmds  are  trading  at  a  discount 
to  net  assets. 

But  this  raises  the  question  of 
when  it  makes  sense  to  buy  a  bond 
fimd  at  a  discount,  tcw  Convertible 
Securities  closed  Aug.  11  on  the 
New  York  Stock  Exchange  at  7%. 
Its  portfolio  of  convertible  bonds 
was  worth  $9  a  share  at  the  time. 
Thus,  you  could  have  bought  on 
that  day  a  dollar  of  assets  for  only  87 
cents.  Is  this  stock  a  buy? 

TCW  does  seem  to  be  a  good  buy, 
albeit  not  a  screaming  bargain.  It  is 
one  of  those  on  the  recommended 
list  of  Thomas  Herzfeld,  the  Miami, 
Fla.  broker  of  closed-ends  and  au- 
thor of  Encyclopedia  of  Closed  End 
Funds.  And  there  are  several  other 
bond  funds  trading  at  less  than  their 
net  assets.  It's  easy  to  spot  them  by 

Ben  Weberman  is  a  contributing  editor  of 
Forbes  magazine. 


scanning  the  weekly  closed-end 
fund  tables  in  the  newspapers. 

The  attraction  of  a  discounted 
bond  fund  is  that  the  discount  raises 
your  yield.  Excelsior  Income  Shares, 
one  of  the  oldest  nonconvertible 
bond  funds,  was  recently  trading  at 
a  discount  of  not  quite  9%.  The 
portfolio  yields  a  modest  7.5%  after 
overhead  expenses,  but  the  fund  ef- 
fectively yields  8.2%  to  someone 
buying  at  the  recent  discount. 

Three  cautions  must  be  ad- 
vanced. One  is  that  there  is  (with  an 
exception  I  will  note  shortly)  no  as- 
surance that  the  discount  will  not 
widen  further,  just  before  you  sell 
the  fund.  That  sort  of  market  reac- 
tion is  entirely  likely  if  the  bond 
market  turns  severely  bearish. 
Holders  of  open-end  funds  (the  kind 
that  can  be  redeemed  at  net  asset 
value)  might  be  sitting  on,  say,  a 
20%  loss  of  principal,  while  holders 
of  closed-end  bond  funds  experience 
this  same  20%  portfolio  hit,  com- 
pounded by,  say,  a  5%  widening  in 
their  discounts,  for  an  overall  loss  of 
almost  25%. 

Next,  yields  can  be  deceptive. 
The  article  on  page  166  sets  forth 
the  problem:  Some  funds  lure  cus- 
tomers by  paying  out  dividends 
they  can't  consistently  cover  with 
earnings.  The  problem  is  not  con- 
fined to  open-end  funds.  Blackstone 
Income  Trust  is  paying  out  a  lavish 
$1.10  a  year  from  a  portfolio  of  pa- 
per like  Ginnie  Maes  and  collateral- 
ized mortgage  obligations.  That  div- 
idend comes  to  13% — after  ex- 
penses— of  the  $8.38  net  assets  per 
share,  at  a  time  when  safe  Treasury 
bonds  are  yielding  more  like  8% — 
before  expenses.  Naive  investors, 
attracted  to  high  yields  like  flies  to 
honey,   have  bid   up  Blackstone's 


shares  to  9V&,  a  9%  premium  over 
the  asset  value.  In  its  first  12 
months  of  operation  Blackstone  In- 
come turned  in  a  total  return  of  3% . 
You  would  have  been  better  off  in 
Treasurys. 

Finally,  pay  attention  to  costs. 
Some  of  the  yield  advantage  you  get 
from  a  discounted  bond  fund  may  be 
offset  by  an  excessive  expense  ratio. 
Turn  to  the  table  on  page  183  of 
efficiently  run  funds.  Vanguard's 
bond  funds  cost  about  0.4%  annual- 
ly in  overhead  and  management 
fees.  If  the  closed-end  you're  inter- 
ested in  costs  1  %  a  year  to  run,  then 
you're  paying  0.6%  more  than  you 
have  to.  The  discount  has  to  be  pret- 
ty large — or  the  manager's  past  per- 
formance quite  outstanding — to  jus- 
tify such  a  cost  differential.  Expense 
ratios  for  bond  funds  are  shown  in 
the  table  that  begins  on  page  254. 

Another  cost  not  to  overlook: 
Brokerage  commissions.  Figure  on  a 
round-trip  transaction  cost  of  2%  to 
get  in  and  out  of  a  stock  like  Excel- 
sior or  Blackstone  on  the  New  York 
Stock  Exchange.  By  contrast,  you 
can  get  in  and  out  of  a  no-load  open- 
end  fund  at  no  commission  cost. 

Herzfeld  likes  several  closed-end 
bond  funds  besides  tcw:  Comstock 
Partners  Strategy  Fund  (discount, 
5.6%;  annual  expense  ratio,  0.9%); 
Excelsior  (8.6%  and  1.1%),  and  Fort 
Dearborn  Income  Securities  (4.3% 
and  0.8%).  Ln  the  convertible  bond 
closed-end  sector,  there  are  Ameri- 
can Capital  Convertible  (10.9%  dis- 
count and  0.8%  expenses)  and  Ban- 
croft Convertible  (14.6%  and  1.7%). 

The  $1.3  billion  (net  assets)  Com- 
stock Partners  Strategy  Fund  is  one 
of  the  few  funds  that  has  gone  out 
on  a  limb  to  buy  long-term  Treasury 
bonds,  profiting  handsomely  in  re- 
cent months  from  the  rally  that  be- 
gan last  March.  Its  total  return  over 
the  past  12  months  is  almost  21%, 
double  that  of  the  average  bond 
fund.  If  a  case  is  to  be  made  for 
paying  higher  than  minimal  ex- 
penses to  get  good  management,  it 
might  be  made  with  this  fund. 

Now,  about  the  exception  to  the 
rule  that  you  have  no  assurance  a 
discount  will  not  widen.  Several 
closed-ends  that  came  to  market  in 
1988  have  provisions  for  open-end- 
ing of  the  fund  if  the  discount  re- 
mains too  wide  for  too  long,  either 
automatically  or  after  a  shareholder 
vote.  Such  a  move  would  erase  the 
discount.  Comstock  Strategy  is  one 
of  the  funds  with  this  safety  net. 
TCW  is  another.  ■ 
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Ifs  not  the  Nifty  Fifty,  but  we  are  in  a 
market  where  some  stocks  are  amply 
priced  and  others  are  shouting  bargains. 

THE  NEW 
TWO-TIER  MARKET 


By  David  Dreman 


Even  those  of  us  who  were  relative- 
ly optimistic  after  Oct.  19,  1987  un- 
derestimated the  market's  torrid 
pace  in  the  subsequent  recovery.  1 
wrote  (Forbes,  Dec.  29,  1987]  that 
this  market  looked  a  lot  more  like 
1962  (where  after  a  sharp  break  it 
hit  a  new  high)  than  the  1929  paral- 
lel a  lot  of  people  were  citing.  But  1 
didn't  predict  the  market  would  hit 
a  new  high  within  22  months. 

Is  this  market  likely  to  move 
higher?  My  answer  is  yes,  but  be 
careful.  On  fundamentals  it  contin- 
ues to  be  reasonably  priced.  The 
surge  of  over  50%  in  the  s&p  500's 
earnings  in  1987-88  has  about 
halved  the  i'/e  multiple  from  its 
1987  high,  in  spite  of  the  current 
level  of  prices.  Then,  too,  interest 
rates  are  low  and  inflation  seems 
under  control  at  the  present  time. 

Even  so,  it's  not  a  market  to  dive 
into  but  one  that  requires  careful 
picking.  Let  me  explain.  Investors 
are  almost  schizoid  in  their  outlook 
for  stocks.  On  the  one  hand,  they 
have  a  very  strong  consensus  that 
the  economy  is  headed  for  a  "soft 
landing" — in  which  it  will  self-cor- 
rect with  only  the  mildest  sniffles, 
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then  bounce  back  strongly.  But  their 
economic  beliefs  are  totally  contra- 
dicted by  the  way  they  invest. 

Today's  investors  are  buying 
stocks  you  would  expect  them  to 
own  if  we  were  headed  for  a  sharp 
recession — if  not  a  depression.  Earn- 
ings growth  and  stability  when  the 
bad  times  come  constitute  the  only 
game  in  town.  Stocks  are  bid  up  to 
overvalued  levels  when  it  looks  as  if 
their  earnings  will  safely  ride  out 
the  oncoming  economic  storms. 
Thus,  the  best  performers  year-to- 
date  have  been  defensive  stocks, 
such  as  foods,  beverages,  tobaccos, 
consumer  products,  telephone  com- 
panies and  so  on. 

Add  it  up  and  what  do  you  have? 
A  two-tier  market  emerging,  with 
companies  showing  10%  or  better 
growth  in  stable  industries  com- 
manding large  premiums  over  the 
rest  of  the  investment  universe. 

The  bottom  tier  is  made  up  of 
those  unfortunate  companies  and 
industries  that  either  have  declin- 
ing earnings  or  that  people  expect  to 
have  declining  earnings  because  of  a 
major  business  slowdown.  Even 
when  they  have  excellent  records 
and  managements,  such  stocks 
have  become  pariahs  in  this  market. 

It  is  among  these  pariahs,  howev- 
er, that  good  value  is  to  be  found. 
Many  of  them  are  trading  at  bar- 
gain-basement values,  sometimes 
at  only  one-third  to  one-half  the  av- 
erage I'/e  of  the  market  and  in  many 
cases  near  book  value. 

There's  a  contradiction  in  this 
market.  Overall  it  expects  an  eco- 
nomic soft  landing,  but  it  treats 
many  stocks  as  if  a  major  economic 
crash  were  coming.  Like  the  origi- 
nal two-tier  market  of  the  early 
1970s,  this  one  spells  great  opportu- 


nity for  buyers  brave  enough  to 
delve  into  the  ranks  of  the  "unloved 
and  unwanted." 

In  recent  columns  I  have  men- 
tioned stocks  in  the  auto  and  com- 
puter industries  with  first-rate  pros- 
pects, trading  at  almost  subterra- 
nean levels.  Some  other  groups 
taking  it  on  the  chin  follow. 

Even  with  sluggish  general  retail 
sales,  F.W.  Wooluortb  (66)  is  prosper- 
ing through  an  aggressive  expansion 
of  specialty  stores.  Earnings  should 
increase  about  10%  this  year  and  a 
further  7%  in  1990.  The  company 
has  a  p/e  of  12  and  yields  3.2%. 

Pulp  and  paper  is  a  second  indus- 
try that  has  been  badly  beaten  up 
this  year.  Ironically,  a  number  of  the 
stocks  in  this  group  are  recession- 
resistant  consumer  paper  product 
companies  with  little  if  any  raw  ma- 
terial exposure.  Two  1  would  look  at: 

James  River  [3>i]  is  a  major  manu- 
facturer of  paper  products.  Earnings 
are  likely  to  increase  10%  in  1989 
and  should  continue  to  grow  at  a 
10%  or  better  rate.  JR  trades  at  a  p/e 
of  11  and  yields  1.8%. 

Wausau  Papers  (41),  a  smaller-cap 
company,  has  a  strong  niche  in  the 
printing,  medical  and  food  packag- 
ing markets.  Earnings  should  be  up 
30%  in  fiscal  1989  (ended  Aug.  31) 
and  another  15%  in  1990.  The  stock 
trades  at  a  p/e  of  9  and  yields  1.5%. 

A  final  group  that  appears  cheap 
is  the  regional  banks.  Three  I  would 
look  at: 

Banictt  Banks  (38)  is  one  of  the 
largest  banks  in  the  Southeast.  The 
stock  has  a  rapid  earnings  growth 
rate,  but  share  price  is  low  because 
of  the  weak  Florida  real  estate  mar- 
ket, even  though  Bamett  itself  is  a 
careful  lender  and  aggressively 
writes  off  bad  loans.  The  stock 
trades  at  a  p/e  of  9  and  yields  3.2%. 

MariJxill  &  ILsky  (37)  is  the  second- 
largest  bank  in  Wisconsin.  The 
state's  strong  economy  should  re- 
sult in  earnings  increasing  about 
1 2%  in  1 989  and  again  in  1 990.  mris 
trades  at  a  p/e  of  9  and  yields  3%. 

fiiyf  Virginia  Bank  (32)  is  a  smaller, 
well-managed  bank.  Like  Wiscon- 
sin's, the  Virginia  economy  is 
strong,  and  net  losses  on  loans  are 
well  below  average.  First  Virginia 
trades  at  a  p/e  of  9  and  yields  4.1%. 

At  some  time,  probably  not  far 
off,  investors  will  look  over  the  val- 
ley of  the  expected  mild  recession 
and  start  buying  stocks  that  are 
overly  depressed  on  recession  fears. 
Companies  such  as  these  should  do 
just  fine  in  this  environment.  ■ 
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/  would  be  slow  to  pull  the  sell  trigger  at 
this  point  because  of  the  unprecedented 
recovery  in  stock  prices  since  1987. 

HOLDING  ACTION 


By  Ann  C.  Brown 


If  you  are  agonizing  over  whether  to 
sell  those  big  gainers  in  your  portfo- 
lio— or  if  your  stocks  are  finally 
even  with  summer  1987  prices  and 
you  are  thinking  of  getting  out — 
consider  hanging  on  a  bit  longer.  For 
several  reasons,  I  don't  think  now  is 
the  time  to  exit  the  market  in  a 
major  way. 

First  of  all,  it  looks  as  if  the  risk  for 
many  stocks  could  be  less  than  the 
capital  gains  tax  consequences  for 
higher-income  investors  with  hefty 
profits.  Furthermore,  I  think  there  is 
a  reasonable  chance  that  the  capital 
gains  tax  could  be  reduced.  Even  if  it 
isn't,  all  the  talk  that  the  rate 
could/may/might  be  cut  should  be 
enough  to  keep  a  lot  of  people  hold- 
ing a  lot  of  stocks  they  otherwise 
might  have  sold  when  the  max-tax 
on  capital  gains  was  about  half  what 
it  is  today. 

Second,  the  Federal  Reserve  con- 
tinues to  make  good  on  its  goal  of  a 
slow-growth  economy.  Should  the 
business  cycle  as  we  once  knew  it 
truly  be  dead  because  of  the  combi- 
nation of  a  more  responsive  mone- 
tary policy,  relative  world  peace, 
the  globalization  of  markets  and  a 
more  service-oriented  domestic  so- 


Ann  C.  Brown  is  chief  executire  officer  of  the 
equity  advisory  and  portfolio  consulting 
firm  of  AC.  Brown  &  Associates. 


ciety,  then  the  time  pressure  to  sell 
equities  is  decreased.  If  economists 
have  succeeded  in  replacing  boom- 
and-bust  with  boring,  investors  are 
probably  as  well  off  in  stocks  as  in 
any  alternative  investment  vehicle. 

Third,  the  current  stock  market  is 
as  much  merger/takeover  driven  as 
it  is  earnings  driven.  Nearly  every 
company  now  carries  two  valua- 
tions— what  it's  worth  as  an  ongo- 
ing entity  and  what  it's  worth  to 
another  company  (or  as  a  leveraged 
buyout).  As  long  as  lucky  lightning 
continues  to  strike,  investors  who 
can  afford  to  take  the  risk  could  find 
it  rewarding  to  take  a  chance  that 
someone  else  will  find  their  stocks 
as  attractive  as  they  do. 

Fourth,  to  prevent  unwanted 
takeovers,  many  company  manage- 
ments have  instituted  ambitious 
stock  buyback  programs,  which  are 
helping  to  support  equity  prices.  In 
addition,  many  companies  are 
boosting  the  dividends  on  their 
stocks  in  the  hope  of  building  a 
more  loyal  stockholder  base  that 
might  be  less  amenable  to  overtures 
from  unfriendly  outsiders.  Whatev- 
er form  it  takes,  this  new  corporate 
concern  for  shareholder  well-being 
should  work  in  investors'  favor  by 
increasing  total  return  prospects 
(and  possibly  stock  prices). 

Finally,  I  would  be  slow  to  pull 
the  sell  trigger  because  of  the  un- 
precedented recovery  in  stock 
prices  since  1987.  Clearly,  whatever 
we  experienced  in  October  two 
years  ago  was  no  1929.  Instead,  it 
may  go  down  in  the  books  as  the 
first  tangible  manifestation  of  the 
new  volatility  that  has  come  to  the 
stock  market  as  a  result  of  new  trad- 
ing techniques  and  strategies,  new 
trading  instruments  and  a  new  gen- 


eration of  traders — many  from  over- 
seas. Time  was  when  the  funds  and 
other  fiduciaries  held  on  to  stocks 
and  the  "little  guy"  was  in  and  out. 
Today,  the  roles  should  be  reversed. 
The  big  players  have  the  advantages 
of  lower  relative  commission  costs, 
computerized  trading  programs,  tax 
deferrals,  etc.  Individual  investors 
could  be  better  off  buying  wisely 
and  holding  well  beyond  their  previ- 
ous selling  points. 

Among  the  stocks  that  have  sur- 
passed their  1987  highs  and  that  are 
still  in  buying  range  are  American 
Telephone  &  Telegraph  (40),  Archer 
Daniels  Midland  (32),  Nike  (46)  and 
Sfxiw  Industries  {10). 

AT&T  is  no  longer  a  high-yielding, 
slow-growing,  widows-and-orphans 
utility  stock.  The  company  is  com- 
pleting the  transition  to  a  commu- 
nications company,  and  the  multi- 
ple is  rising  as  more  and  more  inves- 
tors get  this  message.  Earnings 
estimates  for  1989  recently  have 
been  revised  upward  to  $2.65  per 
share.  Next  year  $3.25  looks  possi- 
ble. Stock  target  price:  $50  per  share 
a  year  from  now. 

Archer  Daniels  Midland  is  a  big 
agricultural  commodities  processor. 
It  stands  to  benefit  from  1989's  an- 
ticipated good  crop  year  for  com  and 
soybeans,  compared  with  last  year's 
drought-restricted  yield.  (Even  at 
that,  adm's  earnings  grew  17%,  to 
$2.39  per  share  for  the  fiscal  year 
ended  June  30. )  This  fiscal  year,  earn- 
ings could  be  around  $2.90  to  $3.  For 
fiscal  1991,  $3.45  looks  possible. 

Nike  is  currently  selling  for  near- 
ly twice  its  peak  1987  price,  and  the 
stock  appears  headed  higher.  The 
company  is  enjoying  renewed  suc- 
cess in  the  fickle  footwear  business, 
and  early  indications  are  that  its 
expanded  apparel  line  is  meeting 
profit  expectations.  For  the  fiscal 
year  ending  May  1990,  Nike  is  esti- 
mated to  earn  $5.25  per  share.  As- 
suming the  recent  multiple  of  12  is 
maintained,  the  stock  could  sell 
close  to  $60  per  share  over  the  next 
12  months. 

Shaw  Industries  is  the  largest  do- 
mestic carpetmaker  and  is  an  excel- 
lent way  to  play  the  "no  recession" 
economy.  Sales  have  more  than 
doubled  over  the  past  five  years,  and 
earnings  have  increased  nearly  30% 
annually.  While  business  may  not 
be  quite  as  brisk  over  the  next  year 
or  two,  SHX  still  could  show  a  20% 
total  return.  For  fiscal  1990  (ending 
next  June),  earnings  per  share  are 
estimated  to  be  around  $2.  ■ 
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The  next  recession  wont  look  like  any 
that  has  preceded  it  in  recent  decades. 

BORROWING  TO 
THE  BITTER  END 


By  Ashby  Bladen 


Despite  all  the  current  agonizing 
about  a  hard-landing  or  a  soft-land- 
ing recession,  I  believe  that  so  long 
as  the  great  American  borrowing- 
and-spending  spree  lasts,  we  are  in- 
sulated against  a  downturn.  But 
when  our  creditors  finally  give  up 
on  us,  the  resulting  slump  will  be 
totally  unlike  any  other  postwar  re- 
cession in  this  country. 

In  the  1960s  inventory  recessions 
gave  way  to  financial  suppressions. 
When  inflation  grew  painful,  the 
Fed  tried  to  restrain  the  borrowing 
and  spending  that  caused  it  with  a 
credit  crunch.  When  the  resulting 
slump  became  more  painful  than 
the  inflation,  the  Fed  relaxed  and 
the  inflation  came  back  stronger 
than  before. 

Since  1982  we  have  been  spared 
such  stop-and-go  economics.  The 
forced  sales  of  oil  and  other  com- 
modities by  the  countries  that  have 
already  borrowed  and  spent  them- 
selves into  inflationary  domestic 
depressions  have  restrained  our 
own  inflation,  but  the  American 
rate  of  debt  formation  has  followed 
theirs  into  the  wild  blue  yonder. 

By  now  we  also  are  so  heavily 
indebted  that  a  slump  wt'uld  quick- 
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ly  turn  into  a  Latin  American-style 
depression.  The  Fed  does  not  want 
to  be  blamed  for  the  next  depres- 
sion, so  we  can  be  sure  that  it  will 
not  inflict  another  crunch  upon  us 
this  side  of  runaway  inflation.  This 
time  It  will  let  us  go  right  on  bor- 
rowing and  spending  until  we  de- 
stroy our  creditors'  confidence  in 
our  creditworthiness. 

But  keeping  the  debt-propelled 
boom  going  requires  progressively 
larger  bailouts  of  overextended 
debtors  with  the  credit  of  the  federal 
government.  Three  major  problems 
that  will  cause  a  slump  if  the  bor- 
rowing and  spending  ever  slow 
down  are  the  excess  productive  ca- 
pacity in  the  automobile  industry, 
the  massive  oversupply  of  commer- 
cial real  estate  and  the  precariously 
high  prices  of  houses. 

The  net  new  demand  for  houses 
comes  mainly  from  kids  who  want 
to  start  housekeeping,  for  when 
older  homeowners  buy  one  house, 
they  usually  sell  another  one.  So 
the  idea  that  we  have  a  crisis  be- 
cause most  youngsters  who  don't 
already  own  a  house  can't  afford  to 
buy  one  means  that,  in  economic 
terms,  houses  are  overpriced.  On 
the  other  hand,  for  years  homeown- 
ers have  been  keeping  prosperity 
going  by  mortgaging  the  inflation- 
ary profit  in  their  homes  and  spend- 
ing It  on  the  other  good  things  of 
life.  If  the  prices  of  houses  fell  to 
the  point  where  kids  could  afford 
them,  millions  of  homeowners 
would  find  that,  between  the  first 
mortgage  and  the  home  equity 
loan,  they  owe  more  than  the  house 
is  worth  in  the  market. 

The  government  now  guarantees 
most  new  first-mortgage  home 
loans  through  the  Mae  girls — Fan- 


nie and  Ginnie.  The  Mae  girls  are 
skating  on  the  same  thin  ice  of  over- 
priced real  estate  as  the  thrifts. 
From  now  on,  maintaining  prosperi- 
ty will  require  the  government  to 
keep  both  the  girls  and  us  home- 
owners afloat  by  buying  the  houses 
that,  if  they  were  sold  in  the  open 
market,  would  wipe  out  the  infla- 
tionary profits  that  we  have  been 
happily  borrowing  and  spending. 
And  at  the  same  time  that  it  is  sup- 
porting the  prices  of  your  home  and 
mine,  it  will  be  pressured  to  subsi- 
dize affordable  housing  for  the  kids. 

The  thrift  crisis  already  has  made 
the  government  the  householder  of 
last  resort  and  the  biggest  owner  of 
commercial  real  estate  in  the 
Southwest.  And,  since  new  car 
loans  are  now  made  for  five  years, 
many  car  buyers  already  find  that, 
for  a  considerable  length  of  time, 
they  owe  more  than  the  car  is 
worth.  Lf  a  slump  made  slightly  used 
cars  available  at  prices  well  below 
the  cost  of  manufacturing  new 
ones,  as  happened  in  1929,  Detroit 
would  now  go  into  the  tank  even 
faster  than  it  did  then.  So,  to  keep 
any  future  downturn  from  develop- 
ing into  a  depression,  the  govern- 
ment may  also  have  to  become  the 
car  buyer  of  last  resort. 

Economists  tell  us  not  to  worry 
because  the  national  government's 
credit  is  unlimited  by  definition, 
but  the  Latin  American  example 
shows  that  in  practice  it  is  limited 
by  the  extent  of  its  creditors'  confi- 
dence. Our  government,  like  those 
of  Mexico  and  Brazil,  now  depends 
on  foreign  creditors,  who  can't  be 
forced  to  lend  it  more,  as  you  and  I 
can  be.  And  recent  events  must 
make  them  doubt  that  we  care 
about  maintaining  their  confidence 
in  our  ability  to  pay  our  debts  at 
anything  like  the  current  value  of 
the  dollar. 

The  $50  billion  thrift  bailout  that 
Congress  just  passed  is  obviously 
inadequate.  And  putting  $20  billion 
of  the  bailout  cost  into  this  year's 
budget,  where  it  will  not  break  the 
Gramm-Rudman  ceiling  on  the  pro- 
jected deficit,  but  putting  off-budget 
the  next  two  years'  borrowings,  be- 
cause otherwise  they  would  trigger 
across-the-board  spending  cuts,  is 
sheer  hypocrisy.  The  Economist 
magazine,  looking  at  our  Treasury's 
snowballing  contingent  liabilities, 
raised  the  specter  of  junk  T  bonds. 
That  is  exactly  what  the  bailout 
costs  of  the  next  slump,  whenever  it 
comes,  will  make  them.  ■ 
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Here's  a  professional  secret:  Superior 
trading  has  less  to  do  with  picking  win- 
ners than  with  minimizing  losers. 

CUT  YOUR  LOSSES 


By  Mark  Hnlbert 


In  Market  Wizards — Inteniews  with 
Top  Traders  (New  York  Institute  of 
Finance,  Simon  &  Schuster, 
$19.95),  Jack  D.  Schwager  explores 
the  secrets  behind  17  top  traders' 
phenomenal  success.  Were  these 
successful  traders  exceptionally 
brilliant  at  picking  winning  trades? 
Not  particularly.  Almost  to  a  man, 
they  explained  their  superiority 
over  other  traders  in  terms,  not  of 
their  winning  trades,  but  of  how 
they  handled  their  losers.  Unlike 
less  successful  traders,  they  kept 
their  losses  small. 

The  strategy  of  avoiding  losses  is 
the  hallmark  of  what,  in  sports  cir- 
cles, is  referred  to  as  "a  loser's 
game."  This  concept  was  first  ap- 
plied to  investments  by  Charles  D. 
Ellis  in  his  1985  book.  Investment 
Policy.  Ellis  got  the  idea  upon  ana- 
lyzing the  starkly  contrasting  strat- 
egies pursued  by  winning  profes- 
sional and  amateur  tennis  players. 
He  observed  that  a  professional  ten- 
nis player  cannot  win  by  pursuing  a 
strategy  of  merely  avoiding  losses: 
To  win,  bold  risks  must  be  taken. 
But  in  amateur  tennis,  where  there 
is  a  high  percentage  of  unforced  er- 

Mark  Hulbert  is  editor  of  the  Alexandria, 
Va.-based  Hulbert  Financial  Digest.  His 
newest  book  is  The  Hulben  Guide  to  Finan- 
cial .Newsletters  (Probus  Publishing). 


rors,  a  strategy  of  just  avoiding  mis- 
takes makes  more  sense.  For  a  play- 
er to  take  on  more  risk  in  such  a 
game  is  not  only  unnecessary  but 
most  likely  counterproductive,  as  it 
can  lead  to  his  own  unforced  errors. 

This  loser's  game  analogy  kept 
coming  back  to  me  as  I  read  each 
one  of  Schwager's  inter^'iews.  Time 
after  time,  these  traders  told  him 
that  what  distinguished  them  from 
lesser  traders  was  their  success  in 
limiting  losses. 

Consider  the  testimony  from  Da- 
vid Ryan.  He  won  the  stock  division 
of  former  Stanford  University  Pro- 
fessor Norm  Zadeh's  U.S.  Investing 
Championship  contests  in  1985  and 
1987,  came  in  second  in  1986,  and 
realized  a  1,379%  return  for  all 
three  years  combined.  According  to 
Ryan,  the  percentage  of  winners 
among  his  stock  picks  is  "only 
about  50-50." 

What,  then,  has  been  the  key  to 
Schwager's  traders'  phenomenal 
success?  Keeping  losses  small.  Oth- 
er traders  had  just  as  many  winning 
trades,  but  always  managed  to  find 
ways  of  giving  the  profits  back. 

As  Ryan  explains,  a  50-50  stock 
picking  record  is  good  enough  if 
among  the  50%  that  are  winners 
there  are  some  real  gainers,  and  if 
the  losers  are  eliminated  quickly.  "I 
make  my  money  on  the  few  stocks  a 
year  that  double  and  triple  in  price. 
The  profits  in  those  trades  easily 
make  up  for  all  the  small  losers." 

Ed  Seykota,  a  professional  com- 
modity trader  whose  track  record 
since  the  early  1970s  is  unmatched 
by  anyone  else  Schwager  is  aware  of, 
says  that  the  elements  of  successful 
trading  are,  "one,  cutting  losses, 
two,  cutting  losses  and  three,  cut- 
ting losses.  If  you  can  follow  these 


three  rules,  you  may  have  a  chance." 

Cutting  losses  takes  discipline. 
It's  easier  to  wait  for  tomorrow  and 
hope  for  the  best.  That's  what  most 
people  do,  turning  small  mistakes 
into  big  ones  through  inaction. 

Avoiding  losses  also  requires 
keeping  risks  low.  Tony  Saliba,  a 
floor  trader  on  the  cboe  whose  pic- 
ture recently  graced  the  cover  of 
Success  magazine,  has  built  his  for- 
tune, according  to  Schwager,  by  ex- 
ploiting only  a  handful  of  rare  trad- 
ing opportunities.  The  rest  of  the 
time,  his  approach  is  "treading  the 
water  day  in,  day  out." 

As  widely  known  investor  Jimmy 
Rogers  put  it:  "One  of  the  best  rules 
anybody  can  learn  about  investing 
is  to  do  nothing,  absolutely  nothing, 
unless  there  is  something  to  do." 

How  does  this  fit  with  the  invest- 
ment letters  I  monitor  in  my  Hulbert 
Financial  Digest:'  Pretty  well.  Martin 
Zweig's  The  Zweig  Forecast  is  one  of 
only  five  newsletters  that  has  beat- 
en the  S&.P  500's  total  return  over 
the  last  nine  years,  439.4%  to 
308.4%.  Zweig  always  cuts  losses 
fast.  His  slogan  is:  "Don't  fight  the 
tape."  What  stands  out  about 
Zweig's  record  is  not  his  winning 
trades  but  his  consistency:  not  one 
losing  year.  I  was  not  surprised  to 
read  in  Schwager  that  among  the 
traders  he  interviewed,  Zweig  was 
the  analyst  mentioned  more  than 
anyone  else.  They  appreciate  his 
ability  to  cut  losses. 

In  contrast,  consider  James  Dines' 
The  Dines  Letter.  No  service  among 
those  I  follow  has  had  a  greater  num- 
ber of  spectacularly  successful 
trades.  There  have  been  times  when 
it  seems  as  if  he  could  do  no  wrong, 
and  several  instances  of  triple-digit 
appreciation.  But  each  time.  Dines' 
hot  hand  has  cooled,  and  he  has  often 
failed  to  keep  his  losses  small.  Com- 
bining the  hot  hands  with  the  cold, 
he  has  underperformed  the  s&p  500 
since  mid- 1980,  63.4%  to  308.4%. 

Schwager's  interviews  show — as 
if  we  need  to  learn  the  lesson  again 
and  again — that  there  is  no  magic  to 
successful  trading.  The  top  profes- 
sional traders  succeed  by  treating 
trading  as  a  "loser's  game."  They 
keep  risks  low  and  cut  losses  short. 

Thus  it  is  safe  to  say  that  trading 
isn't  like  tennis.  In  tennis,  what  is 
true  for  pros  isn't  true  for  amateurs. 
But  in  stock  trading,  what  works  for 
pros  works  equally  well  for  ama- 
teurs. So,  there's  truth  in  the  old 
investment  adage:  Cut  your  losses 
and  let  your  profits  run.  ■ 
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By  Frederick  E.  Rone  Jr. 


Good  news  for  telecommunications  is 
bad  news  for  the  airlines.  Heres  a  way  to 
profit  from  the  good  and  the  had  news. 

HAVING  IT 
BOTH  WAYS 


eler.  Isn't  business  travel  really  a 
form  of  communication?  If  you  are  a 
salesman  in  Dallas,  you  fly  to  New 
York  to  meet  with  your  sales  man- 
ager. If  you  are  a  lawyer,  you  perhaps 
meet  with  another  lawyer  in  anoth- 
er city  to  draft  a  document.  Business 
travel  is  one  of  the  major  ways  busi- 
ness people  communicate. 

Technological  innovation  is  fast 
making  a  great  deal  of  business  trav- 
el unnecessary.  Senior  executives  at 
large  companies  constantly  brag 
about  all  the  time  they  save  through 
teleconferencing,  where  partici- 
pants in  meetings  use  conference- 
calling  lines  and  see  each  other  on 
large-scale  television  screens. 

On  American  and  Delta,  the 
round-trip  between  Dallas  and  New 
York  costs  about  $950.  If  one  busi- 
ness traveler  forgoes  one  such  trip, 
that  is  perhaps  $900  off  the  bottom 
line  of  the  unlucky  airline.  The  air- 
line would  have  to  sell  quite  a  few 
off-price  tickets  to  pleasure  travel- 
ers to  replace  that  single  loss.  The 
airline  business  is  a  high-fixed-cost, 
low-variable-cost  proposition,  and 
meeting  the  high  fixed  costs  im- 
posed by  leveraged  restructuring 
deals  will  be  a  huge  challenge. 

In  1989  and  1990,  because  of  new 
airplanes  coming  on  stream,  domes- 
tic airline  capacity  will  increase  5% 
to  7%  each  year.  In  1988,  a  boom 
year,  American  and  Delta,  the  two 
most  efficient  airlines  in  the  coun- 
try, made  a  little  less  than  6%  on 
revenues  net  aftertax.  The  others 
did  considerably  worse.  Despite  the 
wishes  and  hopes  of  airline  lbo 
lenders,  the  airline  business  is  capi- 
tal-intensive, cyclical  and  competi- 
tive. It  is  hard  not  to  conclude  that  a 
slowing  economy,  changing  tech- 
nology and  excess  capacity  could 


A  friend,  long  mystified  by  short- 
selling,  decided  in  a  moment  of  clar- 
ity that  he  had  figured  out  what  I 
and  other  hedge  fund  operators  do. 
"Shad,"  he  said,  "you  aren't  looking 
for  the  next  party.  You  arc  looking 
for  the  next  hangover." 

Well  put.  Wild  financial  parties 
produce  painful  financial  hang- 
overs, which,  in  fact,  usually  set  the 
stage  for  the  next  party.  So,  if  an 
investor  is  nimble,  he  can  occasion- 
ally capitalize  on  a  party  going  on  in 
one  place  and  a  hangover  someplace 
else.  I  believe  that  such  an  opportu- 
nity now  exists  in  the  airline  and 
the  telecommunications  industries. 

Consider  the  airlines  first.  The 
transportation  indexes  have  been 
making  new  highs,  fueled  by  airline 
takeovers  and  record  profits.  North- 
west has  just  been  taken  over  by  a 
buyout  group  headed  by  Al  Checchi 
and  backed  by  klm.  Also,  early  in 
August,  oilman  Marvin  Davis  of- 
fered at  least  $240  a  share  for  ual 
Corp.,  parent  of  United.  Other  com- 
panies may  also  be  "in  play." 

But  the  airplane  party  is  in  its  late 
hours.  The  lifeblood  of  the  domestic 
airline  industry  is  the  business  trav- 

Frederick  F.  (Shttd)  Ruu  "  fr.  a  guest  colum 
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produce  a  bottom  line  disaster  for 
the  airline  industry — even  without 
the  fantastic  debts  associated  with 
leveraged  buyouts. 

Now  take  telecommunications. 
The  government  is  now  moving  to- 
ward deregulation  and  price  caps, 
under  which  a  ceiling  is  placed  on 
prices  charged  to  consumers  but  not 
on  allowable  rates  of  return.  As  a 
result,  the  telephone  companies 
have  a  big  incentive  to  cut  costs  and 
invest  in  new  technologies,  which 
are  improving  exponentially.  The 
cost  of  telephone  communications 
thus  will  continue  to  decline  dra- 
matically relative  to  other  forms  of 
communication. 

From  teleconferencing  to  data 
transmission,  to  cellular,  to  fax,  the 
telecommunications  companies 
have  the  world  going  their  way. 
This  party  is  in  its  early  stages. 

But  in  my  opinion,  the  airline  fi- 
nance party  is  close  to  being  over. 
Delta,  American  and  Southwest  air- 
lines are  so  strong  financially  that 
they  can  perhaps  muddle  through 
anything — and,  if  they  wish,  create 
real  problems  for  the  newly  restruc- 
tured and  debt-heavy  carriers.  If  you 
want  to  capitalize  on  the  airline 
hangover  (and  assuming  you  under- 
stand the  risks  involved  in  short- 
selling),  you  might  consider  short- 
ing Texas  Air  [\7 ,  amex),  oxBraniff[l, 
o-t-c).  Both  have  lost  money  during 
the  good  times,  have  stressed  bal- 
ance sheets  and  will  have  problems 
during  more  difficult  economic 
times.  As  a  hedge  one  might  buy 
Delta  (75)  and  short  Texas  Air;  if 
business  is  good  enough  to  help 
Texas  Air,  it  will  be  great  for  Delta. 

Back  to  the  telecommunications 
party:  Investors  should  continue  to 
focus  on  AiCyT  (40).  It  is  underowned 
by  institutions  and  is  positioned  to 
capitalize  on  all  of  the  technological 
and  regulatory  trends  mentioned 
above.  The  regional  Bell  operating 
companies  will  also  benefit.  Here 
my  first  choice  would  be  Southu>est- 
(77/  Bell  (55),  which  is  also  a  major 
cellular  player. 

Finally,  investors  might  look  at 
/>sf  Commnnicatiotis  (14,  o-t-c),  a 
provider  of  cost-effective  switching 
equipment  to  regional  phone  com- 
panies and  cellular  operators. 

Parties  and  hangovers  take  place 
simultaneously.  The  smart  hedger 
can  do  nicely  by  playing  both  at  the 
same  time.  For  the  airlines,  it  is 
almost  hangover  time.  For  telecom- 
munications, the  orchestra  is  just 
tuning  up.  ■ 
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To  those  who  worry  about  the  health 
hazards  of  electricity:  Meet  the  late  James 
Thurbers  grandma;  she  was  convinced 
that  wall  sockets  leaked  dangerotcs  stuff. 

ELECTROPHOBIA 


By  Peter  Hober 


McCaw  Cellular  can't  put  an  anten- 
na on  a  building  in  Seattle  because 
workers  on  the  top  floors  are  wor- 
ried about  radiation.  A  nation  of 
hypochondriacs,  we  are  developing 
a  phobia  toward  technology  worthy 
of  a  primitive  tribe.  I  am  reminded 
of  an  earlier  time: 

"This  room  is  equipped  with  Edi- 
son Electric  Light.  Do  not  attempt 
to  light  with  match.  The  use  of  elec- 
tricity for  lighting  is  in  no  way 
harmful  to  health,  nor  does  it  affect 
the  soundness  of  sleep."  In  1892 
these  signs  started  appeanng  in  ho- 
tels and  public  buildings  newly 
equipped  with  electricity.  It  took  a 
few  decades  to  overcome  the  pub- 
lic's fears. 

Now  comes  a  New  Yorker  journal- 
ist, Paul  Brodeur,  to  declare  that  the 
early  phobiacs  were  right.  His  pen  is 
itself  a  remarkable  generator,  of 
publicity  at  least.  Extra-low-fre- 
quency (elf)  electromagnetic  fields 
from  transmission  lines,  video  dis- 
play terminals,  and  yes,  electric 
lights  have  all  become  today's  fash- 
ionable environmental  terrors. 

One  strand  of  research  suggests 
that  low-level  fields  can  affect  cells 
in   carefully    contrived    laboratory 

Peter  Huber,  a  senior  fellow  of  the  Afan/jat- 
tan  Institute,  is  the  author  of  Liabilit\-:  The 
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conditions.  But  the  effects  come 
and  go,  apparent  at  one  frequency, 
disappearing  at  the  next,  pointing  in 
different  directions  in  different  lab- 
oratories, altered  by  (among  other 
things)  the  local  orientation  of  the 
earth's  magnetic  field.  Effects  don't 
rise  with  field  intensity. 

Then  there's  the  epidemiological 
work.  It  all  started  when  an  ex- 
tremely green  researcher  drove 
around  Denver  hunting  for  an  envi- 
ronmental factor  to  explain  child- 
hood leukemia.  Many  of  the  vic- 
tims seemed  to  live  near  power  line 
transformers,  she  decided.  She  pub- 
lished a  paper  on  the  correlation. 
But  she  didn't  systematically  mea- 
sure the  fields  themselves.  Others 
did  and  found  little  relationship  be- 
tween her  wiring  observations  and 
actual  field  intensities. 

More  recently,  epidemiologist 
David  Savitz  explored  52  correla- 
tions between  childhood  cancer, 
measured  electric  and  magnetic 
fields,  and  wiring  codes.  He  found 
no  association  with  electric  field 
levels,  and  none  that  were  statisti- 
cally significant  with  magnetic 
fields,  though  here  he  did  claim  to 
see  some  suggestive  trends.  There 
was  a  slightly  stronger  correlation 
with  wiring  codes.  Only  one  data 
group  (consisting  of  eight  cancer 
cases  and  two  controls)  stood  out  as 
distinctly  unusual.  Savitz,  as  trans- 
lated by  Brodeur,  sounds  almost 
apocalyptic.  But  "it  would  be  erro- 
neous to  interpret  the  literature  as  a 
series  of  replicated  positive  re- 
sults," says  Savitz  himself.  Epide- 
miological studies,  he  might  have 
added,  uncover  weak  correlations  of 
this  kmd  all  the  time.  Almost  all  are 
eventually  discarded  as  spurious. 

This  we  know,  elf  fields  of  ordi- 


nary intensity  don't  disrupt  chemi- 
cal bonds,  as  ionizing  radiation 
does,  nor  do  they  heat  tissues.  Liv- 
ing cells  naturally  maintain  electric 
fields  thousands  of  times  stronger 
than  man-made  fields  in  the  every- 
day environment.  The  strength  of  a 
typical  man-made  magnetic  field  in 
the  home  is  vastly  lower  than  the 
earth's,  by  factors  of  100  or  more. 

Basic  physics  and  common  sense 
notwithstanding,  claims  of  magical 
healing  powers  from  elf  fields  have 
been  floated  over  the  years  about  as 
often  as  claims  of  pernicious  haz- 
ard. Over  200  effects  have  been  re- 
ported. Most  have  been  at  the  bor- 
derline of  experimental  detectabil- 
ity.  The  claims  shift  quickly, 
always  one  step  ahead  of  the  good 
science.  It's  what  Nobel  physicist 
Richard  Feynman  called  cargo-cult 
science.  After  World  War  II,  South 
Sea  islanders  set  up  dummy  air- 
bases,  complete  with  hangars  and 
flares,  to  attract  back  the  military 
planes  that  had  once  brought  com- 
fort and  plenty.  Bad  scientists  go 
through  similar  rituals  and  motions 
of  the  scientific  inquiry.  But  the 
planes  never  land. 

In  recent  years,  the  health  effects 
of  ELF  fields  have  been  reviewed  by 
the  National  Academy  of  Sciences, 
the  World  Health  Organization  and 
commissions  in  Florida,  New  York, 
Australia  and  England.  None  con- 
cludes that  any  human  health  haz- 
ard has  been  proved.  The  evidence 
of  hazard  is  "not  close  to  meeting 
established  standards  of  scientific 
acceptance,"  says  Robert  K.  Adair, 
Sterling  Professor  of  Physics  at 
Yale.  "The  results  are  about  as  be- 
lievable as  claims  of  perpetual  mo- 
tion." Or  cold  fusion. 

The  electrophobiacs  will  none- 
theless be  fortified  in  their  fears  by 
a  report  recently  published  by  Con- 
gress' Office  of  Technology  Assess- 
ment, which  somberly  concludes 
that  "there  are  legitimate  reasons 
for  concern,"  and  counsels  "pru- 
dent avoidance"  of  elf  fields.  James 
Thurber's  grandmother  must  be 
smiling  in  her  grave.  She  "lived  the 
latter  years  of  her  life  in  the  horri- 
ble suspicion  that  electricity  was 
dripping  invisibly  all  over  the 
house,"  her  grandson  wrote  in  a 
1933  essay.  She  spent  her  days  turn- 
ing off  the  wall  switches  that  led  to 
empty  sockets,  "happy  in  the  satis- 
faction that  she  had  stopped  not 
only  a  costly  but  a  dangerous  leak- 
age." Paul  Brodeur:  Meet  Thurber's 
grandma.  ■ 
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Linda  Loren,  Torbes  Market/Oassified, 
60  5th  Ave.,  New  York,  NY  10011 
(212)620-2440 


BUSINESS  OPPORTUNITIES 


INCORPORATE  IN  DELAWARE! 

Specialists  in  setting  up  Delaware 
Corporations.  General,  Aircraft, 
Boat  &  Stielf  Corporations 

(7)(/((((Urr     CallWrile lor  FREE  KIT: 

i7J'<';s?/\  POBOX484-FB 

I    '    ":>  Wilminqlon,  DE  19899 

Li   hi' 


Vj 


800-321-CORP- 302-652-6532 


1-800-USA-LIST 


BUY  -  SeUL  -  TRADE 


PROPERTY-PHOOUCTS-SERVICE 


aiNGtNC  BUVERS  » 
:tLfflS  TOCCTHER 


NO  BROKENAGC  FEES 


BUSINESS  ACQUISITION 


WITHOUT  A 


FtW»MW>  IT 
L  BUY  IT 
RUN    11- 

SENO  RESUME  AND  LETTER  TO  CHAIRHAN 
1500  EXECUTIVE  M.  ELGIN,  IL  60123 

SOFTWARE 


Write  your  own 

BUSINESS  PLAN 

start  to  finish  with  this 
Unique  StandAlone"^ 
,    Word  Processing- 
Spreadsheet  Program 

•  NEEft^NO  OTHER  SOFTWARE 

•  Money  Back  Guarantee 

•  1 78  pg  Workbook,  Binder,  &  Disk 


Call  1-800-228-2275 

Also  Ask  For  FREE  CATALOG      30399 


MARTIN  ZWEIG 


BIG-NAME  STOCKS 
TO  UNLOAD  NOW: 

My  new  Performance 
Ratings  of  all  NYSE 
stocks  show  200  ex- 
tremely vulnerable 
stocks  (rated  8  or  9i 
-including  some  very  , 
famous  names-  ,' 
which  I  believe  could 
"take  a  bath."  I'll  rush 
you  the  Performance 
Ratings  ($39  value)  asa  bonus  with 
your  subscription  to  The Zweig  Fore- 
cast Time  IS  crucial. 

Three-Month  Trial  $50.  One  Year 
$245  Visa  or  MC  1-800-633-2252 
Ext  9064 

THE  ZWEIG  FORECAST 

PO.  Box  360,  Bellmore.  NY.  11710 


Introductory  Trial 

Value  Line 
Only  $60 


An  introductory  subscription  to  The 
Value  Line  Investment  Survey 

brings  you  the  2000-page  Investors 
Reference  Service — Value  Line's  most 
recent  reports  and  ratings  on  1700 
stocks.  You  will  also  receive  analyses 
of  about  130  stocks  each  week  for  10 
weeks  for  $60.  Available  only  once 
every  two  years  to  any  household.  30 
day  Money-Back  Guarantee. 

SCall  Toil-Free 
1-800-633-2252 

(Ext.2686-Dept.416E04) 

American  Express,  MasterCard  or 

Visa.  7  days  week.  24  hrs.  a  day. 


DISCOUNT  STOCK  BROKER 
MURIEL  SIEBERT  &  CO.,  INC. 

Our  VIP  Accounts  receive 

Personal  Service  and 

Quality  Order  Executions 

at  commission  rates  as  low  as 

2c  per  shr  OTC   3c  per  sh'  Listed 

iSSO  min  cridfge  pv  yoef) 

To  compare  rates,  call 

The  Discount  Professionals  - 

Muriel  Siebert  &  Co.,  Inc 

444  Madison  Ave.,  NY,  NY  10022 

1-718-SIE-BERT  1-800-USA-0711 

Uemtwi  NVSt  1967  SiPC  fO: 


HAKI)  K)  1U)KK()\\ 

No  ("red II  fhi'ck 

(luaranlecs  Provided 

Wc  do  not  make  loans 

Minimum  $100,000  .S-20  years 

The  Hunding  As.sistancc  Corp. 

505  Park  Ave. 

U.S.A.  (212)  755-9400 

Fax  (212)  755-7339 


Fbrbes:  Capitalist  Ibol 


We  give  our  executive  clients  the  unique 
ability  to  move  Into  job  changing  quickly 
and  confidently  by  providing  a  series  til 
guarantees  that  are  unprecedented  in  this 
field.  To  maintain  the  high  level  ol  service 
that  this  requires,  we  limit  our  practice  ic 
senior  executives,  and  to  no  more  than  3 
new  clients  a  week  in  each  of  our  offices 
We  even  guarantee  your  satisfaction  with 
thejobyouaccepifortwofullyeare!  Fora 
offices  call   1-800-359-1800. 

EXECUTIVE  RESOURCES 
imw      INTERNATIONAL,  INC 

'iZ;ff.„.  1 22  E.  42nd  St.,  NY,  NY  10161 
Offices  in  NY,  Wjj  Wash.  IXC,  Boston,  CA. 


REAL  ESTATE  SERVICES 


YOU  CAN  MANE  $1,000,000-1^-1- 
IN  ONE  REAL  ESIXTE  DEVELOPMENT  Dl 

Vob  can  lose  Si  000.000  lust  as  quickly  Knowledge  is 
deciding  laddr  300  of  the  Country's  lop  real  estate  di 
opeis  comtme  tlieir  know-how  the  ins  and  outs  in  this 
Stu(f/  Dete\(f)mm  Cmse  20,000  graduJes,  senous  firm! 
like  Olympia  i  York,  Trsmmell  Cnw.  Kaifman  i  tnu 
Homad.  Piile  Corp.,  Toll  Bros.,  Rouse  Co..  General  Dr 
Corp.,  Piudenlial  Oev,.  Del  Webb.  S395  plus  SM  Cm' 
on  today  s  markei  conditcns  To  order  serious  panes  o: 
call  THE  RED)  FOUNDATION  -  (508)  3582665. 


BUSINESS  SERVICES 


N.A.G.L.S. 

View  precious  genisloncs  tor  v.ilc. 

on  computer,  tree  of  charge 

(4161  238-4985 

For  (urihci  intorination. 

(416)  238-8044 


MISCELLANEOUS  FOR  SAL 


INVESTMENT  GEMSTONESj 
GUARANTEED  LIQUIDITY' 

We  buy  &  sell  Diamonds  and  all  Prec*j 
Gemsiones  Free  wholesale  catalog  si' 
1967'  Member  Jewelers  Board  of  Tnd. 
Chamber  of  Commerce 

HOUSE  OF  ONYX 

One  Main  Street 

Greenville.  Kentucky  42J45 

TOLL  FREE  1-800-626-8352 


I 


EDUCATIONAL  SERVICE! 


COLLEGE  DEGREE 

BACHELORS  •  MASTERS  •  0OCT0IU1     f| 

H>r  Wort   UtttMlatf     l| 
tuvriena  No  ClasvoV 
WteniUna  Reowrtl 
Call  (213)  471-03 
Outsid*  C«llfon<ti 
1  •  800-423-324 
or  send  oclaiifC  resiif* 
tor  Free  (valuation 
Pacific  Weslern  Universily 

600  N    Scowrvtdi  Blvtl     Ocpr    IKS    lotAngcm    CA«>| 


•I 

i 


brbes  Market/ 


CORPORATE  ITEMS 


CORPORATE  ITEMS 


100%  Cotton/Your  Logo! — 

Better  Than  Lacoste  or  Ralph  Lauren! 

Our  yrcat  quahrv.  unciinJiti>mallv'Uuar;inrt.-cd-pol<>  shirr>  arc  100%  cotttm.  American 
MaJtr.  and  cusiitm  vmhritiJcrcJ  with  your  loj;i«  «tr  Jtr^i^n.  Minimum  order  ju>t  xix  xhirr^ 
Fur  J  price  hsi.  brochure  and  inh»rmarum  .ihout  i>ur  other  yreat  products  call. 

1-800-274-4787 
The  Queensboro  Shirt  Company 

Dt-pl  IIS,  n9N  Ihh  St..  Grcenpoinl.  \"i'  11211 


WINE  CELLARS 


WINE  CELLARS 


WiNECELLARS-  USA 

18  Models  -  We  won't  be  undersold! 
Immediate  shipment  on  most  models. 
Handmade  Wood  Cellars  Your  Coit 


296  Bottle  Credenza 

Ret:  $  2795 

$  1795 

440  Bottle  Capacity 

2495 

1695 

700  Bottle  Capacity 

3495 

1995 

Designer  Models 

-  \'ot  Handmade 

40  Bottle  Glass  Door 
60  Bottle  Glass  Door 


$  599 

749 


$  499 
659 


VisalMC/AmExJDiscovei 


FurVault  holds  about  8  Furs  $3495         $  1895 


Custom  Cellars  &  Racking  Systems  -  Call  For  Cablog 

134  W  131^T  St.  Los  Angeles  •  800/777/VINO  (777-8466)  or  in  CA  213/719-9500 


MERCHANDISE 


;top  sweat 

OR  6  WEEKS. 

nONIC  «-  the 
iwer  to  costly  and 
barrassing  under- 
1,  hand  or  foot 
leal  Short  treatment 
h  electronic  Drjonlc 
!!ps  these  areas  dry 
6  week  periods.  Try 
';lor  recommended 
onic  @  $125  ea  pair 
ecify  which).  Send 
or  MC/Visa  #&  exp. 
e.  CA  res  add  6% 
I  45  DAY  MONEY 
CK  GUAR. 

^ERAL  MEDICAL  CO. 

Depl.  FOB-23 
i35  Armacost  Awe. 
Angeles.  CA  90025 

one    orders  — MC/ 

3  —  800  HEAL  DOC 


FACSIMILE  MACHINES 


Ith 

I  cry  fax 

Kftlne  Purtnasea 

TOP 

M     Miorp    •    Muitita    •    Canon 

•  BEST  PRICES  IN  THECQUNTRY 

•  RJU  SERVICE  AND  TRAl 

•  NO  SALES  TAX 


AININC 


FAX  OP  AMIRICA 
1-aOO-S42-#AXX 

AM6WCA  S  LOW  PWCE  FAX  PISTglBUTPg 


FAX  PAPER 


AX      PAPER 


Guaranteed  lowest  prices 
24  hour  shippinij 
Dealer  inquiries  incited 


Call  or  fax  for  catalog/price 
Tel:  (516)  239-1854 
Fax:(516)239-1939 


A-Z  FAX  PAPER  MFG: 


CORPORATE  ITEMS 


Make  your  training  messages 
stick  with  humor. 

Learn  how  from  John  Cleese. 

Free  8  minute  vicdeo  rental 
with  your  first  order  of  a 
Video  Arts  program  in 
management,  selling,  or 
customer  care. 

For  a  FREE 
catalog  call: 

VIDEO 
ARTS 

1-800-553-0091 
\I69 

In  IL 

1-312-291-1008 
xI69 


CORPORATE  SERVICES 


REAL  ESTATE 


CORPORflTE  VIDEOS 

skyrocket  Your  Soles 

producers,  scriptwriters,  camera 

crews  &  talent 

Beam  Us  Aboard! 

EP  Technologies  (21  2)686-6693 


BUSINESS  SERVICES 


LITTLE    VALLEY    RA.NCH.The 

famous  6,400-acre  Little  Valle>  Ranch 
is  located  50  miles  northwest  of  Helena, 
Montana,  near  Avon.  Virtually  all  of 
the  ranch  is  deeded.  It  is  estimated  at 
350  balanced  animal  units  and  includes 
a  good  irrigated  hay  base  and  native 
grass  foothill  pastures  highlighted  by 
groves  of  conifers  and  aspen.  In 
addition  to  extensive  working 
improvements  and  a  foreman's  house, 
the  ranch  offers  a  delightful  five- 
bedroom  main  residence  designed  to 
accommodate  and  entertain  guests. 
Situated  in  the  heart  of  Norman 
Maclean  Country,  the  property  is  in  an 
area  of  closely  held  mountain  ranches, 
yet  is  easily  accessible  to  airports  and 
several  major  rivers.  Debtor  in 
possession  has  ordered  immediate  sale 
Contact  exclusive  agent  for  seller:  Hall 
and  Hall.  Inc.,  P.O.  Box  1924.  Billings, 
Montana  59103.  (406)  252-2155  or 
(406)  682-7583. 


MAJOR  PRICE  REDUCTION 
WYOMING  RANCH.  Adjoining  the 
national  forest  on  iwo  sides,  this 
l.lOO-acre  ranch  lies  at  the  end  of  the 
road  in  its  own  basin,  a  20-mile  drive 
from  Cody.  The  architect-designed, 
11-year-old  main  residence  contains 
more  than  6,000  square  feet.  The 
original  log  home  is  a  classic,  in  good 
condition,  and  sited  to  command  a 
panoramic  view  of  the  peaks  of  the 
Absaroka  Range.  .\  caretaker's  house, 
barn  and  log  recreation  hall  complete 
ihe  ranch.  The  terrain  includes  rock 
palisades,  open  hills,  lush  spring-fed 
valleys,  ponds,  timbered  hillsides,  aspen 
groves  and  a  mountain  stream.  The 
price  has  been  reduced  lo  $1,500,(XX). 
Coniaci  exclusive  agent  for  seller:  Hall 
and  Hall,  Inc..  P.O.  Box  1924,  Billings, 
Montana  59103.  (406)  252-2155  or 
(406)  682-7583. 


Elegant  Compound  With  Large 

Home  and  Guest  House 

on  40  Extraordinary  Acres  in  foothills 

35  minutes  from  Denver 

Approximately  1  hour  to  major  ski  areas 

$1.5  million.  Brochure 
Colorado  Real  Estate  Brokers,  Inc. 

(303)  674-5060: 
PO  Box  2499,  Evergreen,  CO  80439 


Eurocave 

WINE  CELLARS 

Spoil  yourself,  not 
your  wines,  with  ttie 
perfect  temperature  and 
humidity  control  of  a 
Eurocave  wine  cellar. 

IMMEDIATE  DELIVERY 
on  units  up  to  2,0(X)  bottles, 

prices  from  only  $995  ». 

FREE  Cellar  Catalog 

800-356-VINO 

Dept.  D-1 


THE  WINE  ENTHUSIAST' 

Box  39,  Pleasantville,  NY  10570 


BUILDING  SUPPLIES 


Excellence  inQak 


Mciiculouslv  deiailed  oak  entrances 
and  inienon  for  prestigious 
liomes  and  businesses. 
Our  exclusive  handmade 
door  and  moulding 
s>  stems  are  produced 
on  a  limiied  basis 
l>\  master  craftsmen. 
We  incite  you  to  cail 
or  »»rile  for  free 
lemilel,  or  complete 
SI2  portfolio. 


•  Box  898 -F 
Ignacio.  00  8113" 
WO  24S-366~  Ext,  F 


COMPUTERS 


uTmflRYmflc 


INDUSTRIES  INC 


l 


Our  i:ih  >cjr  ul  DISCOl  NT.S. 
C()MPLTF.R.S&  CKI.LII  AR  PHONK.S 

Hfl    Prcpjid    Sjvc  tj\ 
Toll  l-KV  l«0O-23l-.V>XO 


i-\Mti.r.^,Tr^ 


il  Kjis  F<Av  .  Kjt\  iHtmvioni  IX  774.S(i 
1-71.1-142-0747  hjx  (711)  ';74-4S67 


Streetwalker 


Edited  by  Thomas  Jaffe 


Soup  for  oats 

Since  John  Dorrance  Jr.,  tlie  patri- 
arch of  the  family  that  controls 
Campbell  Soup  Co.,  died  in  April,  the 
stock  of  the  $5.7  billion  (estimated 
1989  sales)  food  giant  has  climbed 
nearly  70%  on  speculation  that  the 
Dorrances,  who  control  around  60% 
of  the  129  million  outstanding  shares, 
might  be  willing  to  sell  out.  Recent 
NYSE  price:  54'/2. 

But  Robert  Cummins,  food  analyst 
for  New  York's  Wertheim  Schroder  &. 
Co.,  doubts  a  takeover  is  in  the  works. 
He  notes  that  since  Dorrance's  death 
his  son  Bennett  has  been  elected  to 
the  board,  which  already  includes 
brother  John  Dorrance  III  and  two  first 
cousins.  In  any  case,  says  Cummins, 
the  stock  now  sells  for  a  rich  21  times 
anticipated  fiscal  1990  earnings, 
which  he  estimates  at  $2.60  a  share. 
(For  the  fiscal  year  that  ended  July  31, 
Cummins  thinks  Campbell  earned 
$2.25.) 

Cummins:  "By  comparison,  Kraft 
was  acquired  in  December  1988  at  21 
times  projected  calendar  1989  earn- 
ings, while  the  purchase  price  for 
Pillsbury  in  January,  on  the  same  ba- 
sis, was  22  times."  The  market,  he 
concludes,  has  already  largely  dis- 
counted a  takeover. 

Cummins  tells  clients  to  sell 
Campbell  and  consider  buying  Quak- 
er Oats  Co.  (1989  sales,  $5.7  bilhon). 
Quaker  earned  $3.76  a  share  this  year, 
excluding  extraordinary  charges,  and 
Cummins  is  looking  for  a  13%  gain, 
to  $4.25,  in  1990.  Although  Quaker's 
stock  also  is  up — 20%  since  the  begin- 
ning of  the  year — at  a  recent  price  of 
64 '74,  it  still  sells  for  under  16  times 
next  year's  anticipated  earnings,  as 
against  21  for  Campbell.  There  arc  79 
million  nyse  shares  outstanding. 


The  Belzbergs,  again 

Speaking  ot  possible  takeover  tar- 
gets, there's  Armstrong  World  In- 
dustries, Inc.,  the  $3  billion  (estimat- 
ed 1989  sales)  producer  of  home  fur- 
nishings. In  July  the  Belzbergs  of 
Canada  announced  they  had  acquired 
nearly  10%  of  the  52  million  shares 
and  were  considering  a  bid.  Trouble 
is,  investors  don't  take  the  Belzbergs 
seriously.  Their  reputation  on  Wall 
Street    is    as   greenmailers,    not    ac- 
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quirers.  In  fact,  when  they  actually 
did  follow  through  and  bought  a  man- 
ufacturing concern,  Scovill,  in  1985, 
they  had  so  much  trouble  running  it 
that  it  won't  soon  be  forgotten 
(Forbes,  Dec.  2,  1985].  All  the  same, 
news  that  they  had  a  position  in  Arm- 
strong briefly  drove  the  Big  Board 
stock  over  50.  Recent  price:  49'/4. 

Even  if  the  Belzbergs  winkle  out, 
they  may  still  manage  to  put  Arm- 
strong in  play.  So  what's  the  company 
worth?  Streetwalker  asked  building 
materials  analyst  Timothy  Hurckes 


ArittsiiDNi^  I  in\i  jiiiiiii  in  l(ii.k'\( III,  mi\s 
Wm  the  BeUbergs  take  the  floor? 

of  Donaldson,  Lufkin  &.  Jenrette. 

Assuming  a  multiple  of  8  to  8.5 
times  free  cash  flow — earnings  plus 
depreciation  after  dividends,  interest 
and  capital  expenditures  are  account- 
ed for — Hurckes  comes  up  with  a 
value  of  $55  to  $60  a  share.  And  that 
range,  he  adds,  is  on  the  high  side. 
Purely  on  fundamentals,  Hurckes 
says,  Armstrong's  a  $35  stock.  Al- 
though Its  margins  are  recovering  in 
vinyl  flooring,  he  forecasts  weak 
sales  growth  in  that  business  as  well 
as  in  carpets,  furniture  and  insula- 
tion. Finally,  Hurckes  notes  that 
Armstrong  and  several  competitors 
are  expanding  in  vinyl  flooring, 
which  may  lead  to  overcapacity.  He 
thinks  the  company  will  earn  $3.40  a 
share  this  year,  about  flat  with  1988, 
and  expects  a  19%  decline  to  $2.75  a 
share  in  1990.  Not  much  promise  in 
this  one. 


Cant  get  no  respect 

Like  most  chief  executives,  Marcade 
I  Group  President  Charles  Ramat 
fumes  that  Wall  Street  is  underpricing 
Marcade 's  stock.  It  cunently  lan- 
guishes at  around  IVs  a  share  on  the 
NYSE,  while  the  rest  of  the  market 
rages.  "It's  disgusting,  "  gripes  Ramat. 
"I'm  puzzled  by  our  lack  of  recogni- 
tion on  Wall  Street." 

Ramat,  38,  was  born  in  Austria, 
graduated  from  New  York's  Yeshiva 
University  at  age  20,  and  then  picked 
up  a  law  degree  from  Columbia  Uni- 
versity's Law  School.  He  teamed  up 
with  former  law  professor  Robert  Lif- 
ton  and  business  associate  Howard 
Weingrow  (now  cochairmen  of  Mar- 
cade) and  invested  in  ventures  ranging 
from  a  chain  of  Beefsteak  Charlie's 
restaurants  to  co-op  conversions.  In 
late  1986  they  came  upon  Marcade,  a 
manufacturer  of  budget  ladies'  appar- 
el that  was  in  financial  straits.  The 
three  partners  persuaded  the  banks  to 
write  down  $30  million  in  Marcade's 
debt  in  exchange  for  a  package  of 
stock  and  notes,  put  up  $4  million  in 
cash  and,  when  the  dust  settled,  end- 
ed up  with  a  50%  stake  in  the  firm. 

Ramat  enjoys  good  connections 
with  Drexel  Burnham  Lambert;  peo- 
ple and  groups  associated  with  Drexel 
(including  Michael  Milken)  own 
around  14%  of  Marcade's  69  million 
fully  diluted  shares.  Ramat  used  Mar- 
cade's tax-loss  carryforwards  and  be- 
gan acquiring  profitable  apparel 
lines — among  them  Members  Only, 
Booth  Bay  and  Above  The  Belt. 

From  sales  of  $65  million  when  Ra- 
mat and  his  partners  took  over  in  late 
1986,  Marcade's  sales  have  grown  to 
nearly  $500  million.  The  company 
earned  $6.6  million  (10  cents  a  share) 
in  the  12  months  ended  in  April. 
Debt,  of  course,  is  high,  but  cash  flow 
is  twice  as  high  as  interest  expense. 
And  based  on  this  year's  projected 
earnings  of  25  cents  per  share,  the 
company  sells  at  a  price/earnings  ra- 
tio of  8.5,  compared  with  13  for  most 
apparel  firms. 

So  why  doesn't  Marcade  draw  more 
Wall  Street  interest?  A  major  problem 
IS  that  there  isn't  much  float.  Of  Mar- 
cade's 69  million  fully  diluted  shares,  ^ 
the  insiders,  their  bankers  and  close 
associates  control  80%,  leaving  just 
12  million  shares  worth  $25  million 
in  market  capitalization  for  the  pub- 
lic. Ramat  talks  about  building  Mar- 
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de's  sales  to  $1  billion  relatively 
on,  and  has  hired  Morgen-Walke 
>sociates,  a  leading  investor  rela- 
)ns  firm,  to  drum  up  interest  in  the 
mpany.  A  reverse  stock  split  is  un- 
r  consideration.  But  w^hether  all 
is  is  enough  to  boost  the  stock  re- 
ains  to  be  seen. — Matthew  Schifrin 


irvivor 

Ihe  shakeout  in  financial  printing 
•  recently  claimed  a  nev^^  victim 
len  $71  million  (sales)  Sorg  Inc. 
ed  for  Chapter  1 1 .  This  follows  sim- 
r  filings  by  Basix  Corp.  last  year  and 
Charles  P.  Young  earlier  this  sum- 
ZT.  A  big  loser  in  both  Young  and 
rg:  Richard  Hokin  of  Darien,  Corm. 
s  investment  partnerships  owned 
)ung  and  had  bought  14.3%  of  Sorg 
June.  Also  hurt  by  Sorg  was  $55 
.llion  (sales)  Merrill  Corp.,  another 
nter  that  owned  100,000  Sorg 
ares. 

Who  are  the  survivors  in  the  busi- 
ss?  R.R.  Donnelley  &  Sons  is  mak- 
5  a  big  push,  but  its  financial  print- 
;  division  accounts  for  only  a  small 
rt  of  the  overall  company.  There's 
0  $270  million  (sales)  Graphic  In- 
stries,  growing  fast  but  with  a  debt- 
avy  balance  sheet.  As  for  Merrill, 
earnings  will  be  hurt  by  the  hit  it 
ast  take  on  its  Sorg  stock.  And  Pan- 
;k  Inc.  went  private  in  1987. 
rhat  leaves  New  York-based 
wne  &.  Co.,  Inc.  (sales,  $188  mil- 
n).  Recent  price  on  the  Amex:  nVs. 
lalyst  Michael  Walker  of  Balti- 
)re's  Legg  Mason  Wood  Walker 
es  Bowne,  especially  its  solid  bal- 
:e  sheet.  As  of  Apr.  30  the  company 
:d  about  $50  million,  or  $2.90  a 
;ire,  of  cash  and  equivalents;  its 
Dt-to-equity  ratio  is  only  about  1- 
4.  Walker  says  this  financial  solidi- 
rhas  enabled  Bowne  to  buy  assets, 
I'est  in  its  telecommunications  net- 
iirk  and  still  have  plenty  of  cash  left 
er  to  buy  back  stock.  During  the 
1 18  months  it  has  repurchased  1.15 
f  llion  shares  and  plans  to  buy  up  to 
fD,000  more. 

■or  the  fiscal  year  ending  October 
?9,  Walker  thinks  the  company 
11  earn  just  50  cents  a  share,  down 
m  70  cents  last  year.  But  with  any 
kup  in  business,  he  says,  earnings 
lid  hit  $1  a  share  in  fiscal  1990. 
ilker  doesn't  look  for  much  less 
in  IIV2  on  the  downside,  and  over 
next  two  years  expects  the  stock 
test  24%,  the  alltime  high  it  made 
1987.  There  currently  are  17  mil- 
a  shares  outstanding;  officers  and 
ectors  own  about  25%. 
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"This  is  the  way  you  always 
imagmlthe  South  Pacific 


^•T 


Read  wh 
Andrew  Harper's 
exclusive  guide  to  unspoiled  place 
says  about  Malcolm  Forbes' 
exotic  Fiji  Island  paradise. 


M 


JFpdeawayReport 


It's  the  vacation 
of  a  lifetime  for 
$2,150  a  week! 


Y    I    ^^^"  ^  ^  whole,  Fiji  is 
'  _  B        perhaps  the  most  idyllic  and 
^  A  I        hospitable  archipelago  in  the 
*  *  B        South  Seas,  its  essence 

^^^     springing  right  from  the  heart 
of  unpretentious  people  whose  en- 
thusiastic greetings  of  'bula'  are  a  re- 
flection of  the  welcome  and  care 
extended  to  visitors. 

"This  is  the  way  you  always 
imagined  the  South  Pacific  to  be  - 
an  unspoiled,  once-upon-a-time 
tropical  isle  seen  by  very  few  people 
outside  Fyi  since  it  was  first  spot- 
ted by  Captain  Bligh  from  the  decks 
of  the  Bounty  two  centuries  ago. 
Situated  200  miles  out  to  sea  north- 
east of  Nadi,  Laucala  is  the  lushest, 
remotest  and  most  exclusive  of  all  the 
destinations  in  this  comer  of  the 
world.  The  island  is  ringed  by  impres- 
sive coral  reefs,  shell-strewn 
beaches  and  a  beautifully  manicured 
coconut  plantation  whose  terrain 
rises  upward  to  a  mountainous  interi- 
or rife  with  giant  ferns,  mango  trees 

and  wild  birds 

"It  was  orily  recently  a  decision 
was  made  to  share  this  unique  spot 
with  compatible  travelers  capable 
of  appreciating  the  charm  and  unhur- 
ried atmosphere  such  a  pastoral 
sanctuary  can  offer.  Peace  and  priva- 
cy, of  course,  are  still  partmiount, 
so  don't  expect  to  find  a  traditional 
full-blown  social  resort,  but  rather 


Contact: 
Fiji  Manager 
Attn:  Errol  Ryland 
Fort  Garland,  CO  81133 
(719)  379-3263 


£in  intimate  cottage  colony  accom- 
modating no  more  than  8  guests  in 
residence  at  any  one  time. 

Meals  are  a  delight  here,  begin- 
ning with  breakfast  prepared  by  a 
cook  and  housekeeper  in  the  priva- 
cy of  your  own  bungalow  at  any  hour 
you  wish.  Dinner  and  lively  conver- 
sation Eire  eiyoyed  at  the  atmospheric 
Plantation  House  . . . 

"A  wide  range  of  daytime  diver- 
sions are  available  including  top- 
notch  sport  fishing  aboard  a  spe- 
cially-designed 45-foot  deepsea  boat 
staffed  with  a  knowledgeable  cap- 
tain and  crew  at  your  call.  Tuna,  mai- 
mai,  snapper,  jack  fish  and  sailfish 
are  all  regularly  hooked  in  these  vir- 
gin grounds,  plus  an  occasional 
black  marlin.  There's  also  superb 
snorkeling'scuba  diving  (tanks  and 
weights  provided)  in  the  transparent 
offshore  waters  where  stunning 
reefs  harbor  colorful  coral  heads 
teertung  with  rare  tropical  fish  and 
specimen  shells 

"It's  always  satisfying  to  uncover 
an  idyllic  island  these  days  that  is 
still  pretty  much  the  way  it  has 
always  been,  and  even  nicer  when 
you  realize  the  owner  is  determined 
to  keep  it  that  way.  Very,  very  spe- 
cial -  particularly  for  those  who  want 
to  sample  a  relaxing  tropical  life- 
style that  is  fast  disappearing  in  the 
South  Pacific  .. .  ■■ 


Fire  up  my  imagination! 

Send  me  a  free  color  brochure. 


Name. 


iH 


V^  State . 


Zip- 


89W7 
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Land . . .  what  else  can  give  you  so  much  pleasure  now  and  for  years  to  comeT 


I 


The  land  we're  offering  is  far 
from  the  crowds  and  rat  race  of 
cities,  away  from  noise  and 
pollution.  It's  nature  m  an  un- 
spoiled state. 

Each  ranch  is  40  acres  or  more. 
A  really  big  spread.  With  controlled 
access  that  assures  exclusivity 
and  privacy.  We're  up  in  the  moun- 
tains of  Colorado's  glorious  San- 
gre  de  Cristo  rangc^the  heart  of  the 
Rockies.  Where  deer,  elk,  eagles, 
wild  turkey  and  other  birds  and  ani- 
mals still  roam. 

Very  few  owners  will  share  this 
part  of  the  American  Alps,  and  our 
concept  for  buyers  is  simple;  A 
large,  desirable  piece  of  property, 
offered  with  financing  and  full 
buyer  protection.  You  can  build 


here  if  and  when  you  want.  You 
may  use  it  as  a  base  for  vacations, 
for  cross-country  skiing,  hunting, 
fishing,  hiking,  camping  and  all 
kinds  of  outdoor  sports  and  fam- 
ily fun. 

It's  the  perfect  place  to  acquire 
a  substantial  part  of  the  American 
dream.  Here  you  will  taste  life  on 
the  scale  it  was  meant  to  be  lived. 

Forbes  Magazine's  division, 
Sangre  de  Cristo  Ranches,  put  this 
project  together  based  on  the 
many  requests  received  over  the 
years  for  a  really  large  tract  of 
land.  Through  Forbes  Wagon  Creek 
Ranch,  we're  pleased  to  be  able  to 
share  a  part  of  it  with  you  and  your 
family.  We've  ranched  this  area 
for  almost  two  decades  and  plan  to 


be  around  for  generations  to 
come.  Our  neighboring  Forbes 
Trinchera  Ranch  covers  over  400 
square  miles,  which  is  our  firm 
commitment  to  the  future  of  this 
unspoiled  paradise  in  Colorado. 
Ranches  here  start  at  $30,000. 
It's  not  a  small  sum.  But  unlike 
paintings  and  jewelry  or  new  cars, 
this  ownership  extends  past  your 
lifetime  and  the  lives  of  those  you 
love  to  guarantee  your  own  sub- 
stantial heritage  in  America  the 
beautiful. 

For  complete  information, 
without  obligation,  call  719/379- 
3263  or  write  to:  Errol  Ryland 
Manager,  Forbes  Wagon  Creek 
Ranch,  P.O.  Box  303  G7 
Ft.  Garland,  CO  81133. 
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Flashbacks 


Edited  by  Dero  A.  Saunders 


"The  more  things  change. . . ." 
Items  from  past  issues  of  Forbes 

Seventy  years  ago  in  Forbes 

(From  the  issue  of  September  6,  1919) 


Tljeodore  N.  Vail,  father  of  AT&T 

"America  having  passed  the  pioneer 
stage,  we  are  told  that  there  is  no 
opportunity  for  the  creation  of  more 

t  Camegies  or  Rockefellers.  This  is 
nonsense.  I  personally  know  of  two 
men  who  are  probably  making  more 

)  money  from  their  business  per  annum 
than  Carnegie  ever  made  while  in  the 
steel  industry.  ...  I  can  conceive  of 
some  man  coming  forward  with  an 
improved  variety  of  chewing  gum  and 
eaming  greater  riches  than  Croesus 
ever  dreamed  of." — B.C.  Forbes 

Sixty  years  ago 

<From  the  issue  of  September  1,  1929) 
"Whatever  may  be  said  of  the  stock 
market,  there  appears  no  dangerous 
mflation  in  commodities,  no  out- 
standing piling  up  of  inventories  and 
no  consequent  probabilities  of  large 
and  long  frozen  credits,  which  factors 
were  mainly  responsible  for  the  last 
great  American  business  depression." 

"The  abnormally  high  levels  at  which 
general  industry  was  operating 
throughout  the  summer  months, 
when  declines  are  generally  expected 
from  a  seasonal  standpoint,  has  upset 
the  ordinary  calculations  of  econo- 
mists and  prophets  sufficiently  to 
leave  them  further  out  at  sea  than 
usual.  Certainly,  it  must  be  admitted 
that  the  exact  business  prospect  for 
the  coming  months  is  indistinct." 


Fifty  years  ago 

(From  the  issue  of  September  1,  1939) 
"Industrial  volume  presents  a  cheerful 
picture,  with  steel,  electric  power  pro- 
duction and  most  other  indices  con- 
tinuing their  upward  trend,  while  the 
machine  tool  and  other  durable  goods 
industries  make  especially  strong 
showings.  But  stocks  swing  wildly, 
war  commodities  go  up,  peace  com- 
modities go  down,  as  the  split-second 
march  of  tremendous  events  in  Europe 
shakes  the  world  to  its  core." 

"A  new  'sealed-beam  headlight  sys- 
tem,' designed  for  vastly  greater  effi- 
ciency of  seeing  in  night  driving,  will 
be  employed  on  the  1940  models  of 
almost  every  make  of  automobile." 

"Through  television,  coupled  with 
the  universal  increase  in  schooling, 
Americans  may  attain  the  highest 
general  cultural  level  of  any  people  in 
the  history  of  the  world." 

— RCA  President  David  Samoff 

Containerized  freight,  1939  style 


Twenty-five  years  ago 

(From  the  issue  of  September  1.  1964) 
"The  hottest  car  in  the  auto  business 
today  is  Ford's  Mustang,  and  the  hot- 
test executive  in  the  business  is  Ford 
Division  General  Manager  Lee  la- 
cocca.  Fordman  Lee  lacocca  is  the 
man  behind  the  Mustang. 

"Thanks  to  lacocca  and  the  Mus- 
tang, there  wasn't  the  usual  complete 


shutdown  for  model  changes  at  the 
Ford  plants  in  Dearborn,  Mich,  and 
San  Jose,  Calif,  this  year.  The  assem- 
bly lines  went  right  on  rolling  out 
Mustangs  while  the  rest  of  the  plant 
was  getting  ready  for  the  '65s." 

"Since  the  earliest  days  of  the  mutual 
fund  industry,  the  no-load  funds  have 
been  the  industry's  poor  relations, 
overshadowed  by  their  flashier  com- 
mission-paying kin.  At  midyear  there 
were  five  'regular'  funds  with  assets  of 
$1  billion  or  more.  The  largest  of  the 
no-loads  at  that  time  were  Loomis- 
Sayles  Mutual,  T.  Rowe  Price  Growth 
Stock  and  Scudder,  Stevens  &  Clark 
Balanced,  all  with  assets  of  $110  mil- 
lion to  $120  million.  Any  discussion 
of  how  a  really  big  no-load  hind  might 
fare  was  a  purely  theoretical  if  inter- 
esting exercise." 

Ten  years  ago 

(From  the  issue  of  September  3,  1979) 
"The  first  commercial  pager  beeped 
the  first  doctor  off  a  metropolitan 
New  York  golf  course  on  Oct.  15, 
1950.  By  1969  there  were  only  32,600. 
But  as  the  Seventies  unfolded,  the 
business  began  to  get  going.  It  is  still 
small — about  $300  million  (sales) 
yearly — but  growing  at  a  30%  annual 
rate.  About  800,000  pagers  are  now  in 
use.  The  boom  springs  from  technol- 
ogy: Bulky  and  unreliable  early  mod- 
els were  replaced  by  small,  sophisti- 
cated, cheaper  ones  around  1972. 
Now  they  are  becoming  more  sophis- 
ticated and  cheaper  still." 

"The  gas  crunch  and  the  business 
downturn  are  biting  into  the  $99  bil- 
lion leisure  industry.  But  not  every- 
where. W.  Thomas  York,  chairman  of 
AMF,  Inc.  ('We  sell  weekends'),  says 
sales  of  $100,000  to  $800,000  Hatter- 
as  yachts  are  at  record  levels — 45% 
ahead  of  last  year.  .  .  ." 


The  1964  Ford  Mustang,  the  industry's  hottest  car  and  Lee  lacocca's  first  triumph 
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I  never  let  my  schooling 
interfere  with  my  education. 
Mark  Twain 


Chance  does  nothing  that  has 
not  been  prepared  beforehand. 
De  Tocqueville 


Experience  is  not  what  happens 
to  a  man,  it  is  what  a  man  does 
with  what  happens  to  him. 
Aldous  Huxley 


To  do  great  work  a  man  must 
be  very  idle  as  well  as 
very  industrious. 
Samuel  Butler 


It  is  better  to  speak  wisdom 
foolishly,  like  the  saints, 
rather  than  to  speak  folly 
wisely,  like  the  dons. 
G.K.  Chesterton 


The  most  savage  controversies 
are  those  about  matters  as  to 
which  there  is  no  good  evidence 
either  way. 
Bertrand  Russell 


Education  is  what  remains 
when  we  have  forgotten  all 
that  we  have  been  taught. 
Lord  Halifax 


After  a  certain  point  money 
is  meanmglcss.  It's  the  game 
that  counts. 
Aristotle  Onassis 


The  awareness  of  the  ambiguity 
of  one's  highest  achievements 
(as  well  as  one's  deepest 
failures)  is  a  definite 
symptom  of  maturity. 
Paul  Tillich 


This  is  the  posture  of  fortune  ;, 
slaves:  one  foot  in  the  gra\7, 
(ine  foot  in  the  grave. 
Jam£s  Thurber 


Thoughts 

on  the  Business  of  Life 


Think  not  of  yourself  as 
the  architect  of  your  career 
but  as  the  sculptor.  Expect 
to  hare  to  do  a  lot  of  hard 
fxinimering  and  chiselling 
and  scraping  and  polishing. 
B.C.  Forbes 


Just  as  we  outgrow  a  pair  of 
trousers,  we  outgrow 
acquaintances,  libraries, 
principles,  etc.  at  times  before 
they're  worn  out  and  at  times— 
and  this  is  the  worst  of  all — before 
we  have  new  ones. 
Georg  Lichtenberg 


One  must  be  thrust  out  of  a 
finished  cycle  \n  life,  and  that 
leap  is  the  most  difficult  to 
make — to  part  with  one's  faith, 
one's  love,  when  one  would  prefer 
to  renew  the  faith  and  recreate 
the  passion. 
Anais  Nin 


Oh,  would  that  my  mind  could 
let  fall  its  dead  ideas,  as  the 
tree  docs  its  withered  leaves! 
Andre  Gide 


The  important  thing  is  this: 
to  be  able  at  any  moment  to 
sacrifice  what  we  are  for  what 
wc  could  become. 
Charles  Du  Bos 


More  than  6.000  "Thoughts."  indexed  by 
author  and  subiect,  are  available  in  a  two- 
volume  boxed  set  at  SJ/.95  ($18.50  per  vol- 
ume if  purchased  separately).  Also  avail- 
able, a  one-volume  edition  of  over  3,000 
"Thous-hts."  Price:  $18.50.  Send  check  and 
order  to  Forbes  Inc.,  bOFiflhAve..  New  York, 
N.  Y  WO  1 1.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


Nothing  is  unthinkable, 
nothing  impossible  to  the 
balanced  person,  provided 
it  comes  out  of  the  needs  of 
life  and  is  dedicated  to  life's 
further  developments. 
Lewis  Mumford 


Every  man  is  a  reformer  until 
reform  tramps  on  his  toes. 
Ed  Howe 


Long  customs  are  not  easily 
broken:  He  that  attempts  to 
change  the  course  of  his 
own  life  very  often  labors 
in  vain;  and  how  shall  we 
do  for  others,  what  we  are 
seldom  able  to  do  for  ourselves? 
Samuel  Johnson 


A  Text . . . 

Seest  thou  a  man  diligent 
in  his  business?  He  shall 
stand  before  kings;  he 
shall  not  stand  before 
mean  men. 
Prov'erbs  22:29 


Sent  m  by  William  T.  Sneed  |r.,  Gary,  N.C. 
What's  your  favorite  text?  The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of 
texts  used. 


The  hole  and  the  patch  should 
be  commensurate. 
Thomas  Jefferson 


In  the  long  run  of  history, 
the  censor  and  the  inquisitor 
have  always  lost.  The  only 
sure  weapon  against  bad  ideas 
is  better  ideas. 
Whitney  Griswold 


Pray  that  success  will 
not  come  any  faster  than  you 
are  able  to  endure  it. 
Elbert  Hubbard 
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TOYOTA  CAM      \6 


J 


ALL  YOUR 
INVESTMENTS  SHOULC 
PERFORM  THIS  WELL 

The  1989  Toyota  Camry  V6  will  give  you  dividends  at  every  turr 

It  has  a  153-horsepower  four-cam  24-valve  V6  engine  that  deliver 

the  impressive  passing  power  and  extra  leverage  you  require  k 

negotiate  on  the  street  most  effectively  With  all  the  hand 

some  styling,  roomy  comfort,  smooth  handling  arte 

reliability  you  expect  from  the  Camry  name.  The  198- 

Toyota  Camry  V6.  A  long-term  asset  loaded  witt 

instant  gratification. 

A  36-month/36,000-mile  basic  new  vehicle  limit 
ed  warranty  with  no  deductible  and  no  transfer  fee 
applies  to  all  components  other  than  normal  weai 
and  maintenance  items. 

Call  I-800-GO-TOYOTA  for  more  information 
and  the  location  of  your  nearest  dealer  Get  More 
From  Life. . . Buckle  Up! 

TOYOTA  QUALITY 

WHO  COULD  ASK  FOR  ANYTHING  MORE 


^ 


Who  Covers  International 
Service  From  A  toZ? 


Zurich-American.  We're  committed  to  providing 
unsurpassed  international  service. 

In  fact,  as  part  of  the  worldwide  Zurich  Insurance 
Group,  one  of  the  largest  property/casualty  insurance 
organizations,  we  can  offer  you  550  offices  in  37 
countries,  plus  cooperating  partners  in  40  more. 

And  insurance  is  our  only  concern.  So  you're 
assured  of  in-depth  understanding,  commitment  and 
professionalism,  both  for  foreign  branches  of  American 
firms  and  American  subsidiaries  of  foreign  corporations. 

Make  sure  you're  covered  from  A-Z.  Just  ask 
about  Z-A.  Zurich-American. 


ZURICH'AMERICAN 

b?        INSURANCE  GROUP 
American  Creativity.  Swiss  Dependability. 

Zurich  Insurance  Company  •  American  Guarantee  and  Liability  Insurance  Company  •  Executive  Offices.  Schaumburg.  IL  60196 
A  MEMBER  OF  THE  WORLDWIDE  ZURICH  INSURANCE  GROUP 


TOYOTA  CAN 


o 


m 
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Thinness  to  the  point  of 

3  miUimeters. 
Accuracy  to  the  point  of 

seconds  a  year. 
Engineering  to  the  point 

of  art. 

That's  the  point  of 

Dehrium; 
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INTRODUCED  ON  FEBRUARY  12TH,  1979  AS  THE  THINNEST  WATCH  IN  THE  WORLD. 
TODAY  CONCORD  OELIRIUM'IS  THE  PERFECT  WATCH. 


CONCORD. 

WATCH 
MAKERS 

To 
THEGENTRY* 

SINCE    1908 


Forbes 


■.ichael  Garland  after  Ech-ard  Munch 
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Dinner  for  five  people:  $5 

I  don't  know  v^hether  he's  going  to  put  this  on  his  expense 
account,  but  Matthev^^  Schifrin  had  to  reach  in  his  pocket  during 
his  recent  reporting  trip  to  Poland  to  reimburse  a  taxi  driver 
who  paid  a  pohceman  a  1,000-zloty  bribe.  Seems  Matt  was  late 
for  an  appointment  and  told  the  driver  to  go  fast,  which  led  to  a 
speeding  ticket,  Schifrin  paid  the  driver  for  the  1,000-zloty 
fine — plus  a  1,000-zloty  tip,  which  the  driver  gave  to  the  cop. 

Still,  we  don't  suppose  this  will  cause  our  accounting  depart- 
ment too  much  trouble,  because  1,000  zlotys  is  around  15  cents 
at  the  prevailing  rate  of  exchange.  That's  the  way  things  are  in 
Poland  now:  incredibly  expensive  for  the  locals,  incredibly 
cheap  for  people  with  hard  currencies.  Matt  tells  of  attending  an 
excellent  dinner  for  five  people  at  the  Grand  Hotel  in  Lodz. 
When  the  bill  came  it  was  around  30,000  zlotys — about  $5  at 
the  then  prevailing  free  market  exchange  rate. 

With  socialism  breaking  down  in  Poland  after  40  oppressive 
years,  the  economy  is  a  mass  of  contradictions.  Because  pay  is 
so  pitiful,  no  one  wants  to  do  anything  unless  there  is  some  hard 
currency  in  the  deal.  Room  service  calls  at  even  the  best  hotels 
go  unanswered,  and  shops  shut  early  and  without  notice.  But 
proffer  dollars  or  other  hard  currencies  and  you  get  big  smiles 
and  good  service.  For  every  day  he  is  in  the  country,  a  foreign 
visitor  IS  required  to  change  $15  for  zlotys  at  the  official  rate  of 
1,000  to  the  dollar,  but  this  amounts  to  a  virtual  tax  because  the 
banks  now  openly  and  legally  pay  8,000  zlotys  to  the  dollar. 

"Some  of  the  nchest  people  you  meet  in  Poland  these  days," 
Matt  tells  us,  "are  taxi  drivers.  Foreigners  think  nothing  of 
paying  $10  for  the  15-minutc  ride  from  Warsaw's  Okecie  airport 
to  downtown  Warsaw;  that's  close  to  two  weeks'  pay  for  the 
average  Pole."  Schifrin's  account  of  the  difficulties  Poland  faces 
in  shedding  the  shackles  of  socialism  is  entitled  "The  man  who 
would  be  magnate";  it  begins  on  page  41. 

Proud  of  its  past  but  not  obsessed  with  it 

Like  Brown  Brothers  Harnman,  Goldman,  Sachs  is  a  venerable 
Wall  Street  institution.  One  thing  the  two  houses  have  in 
common  so  far  as  Forbes  is  concerned  is  that  both  have  been 
subjects  of  articles  by  our  Jack  Willoughby.  Writing  about 
Brovm  Brothers  last  year.  Jack  found  it  to  be  stuffy  and  cautious, 
an  outfit  living  in  the  past.  After  making  the  rounds  at  Gold- 
man, Sachs  for  his  article,  Jack  came  away  with  a  totally 
different  impression:  Here  was  a  Wall  Street  firm  that,  while 
proud  of  its  past,  isn't  stuck  in  it.  "Can  Goldman  stay  on  top?" 
begins  on  page  150. 

Level  playing  field? 

Fresh  ammunition  for  those  who  think  the  merger  and  acquisi- 
tion game  is  stacked  against  the  average  investor  comes  with 
Dick  Stem  and  Claire  Poole's  "Just  smart  stock  pickers?"  Long 
after  Ivan  Boesky  and  Dennis  Levine  went  to  jail,  large-scale 
questionable  trading  continued,  done  through  a  Swiss  brokerage 
and  other  foreign  mtermediaries.  Story  begins  on  page  40. 
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Editor 
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Style  is  never  out  of  Fashion 


BOSS 

HUGO         BOSS 


Follow-Through 


Going,  going, 
gone 

,u)ie  26,  1989 
John  Magoonjr. 


John  Magoon  Jr.,  chairman  of  Ha- 
waiian Airhne  parent  hal,  Inc.,  got 
his  wish,  but  he  certainly  did  not  get 
his  price. 

When  Forbes  profiled  the  ailing 
Hawaiian  carrier  in  June,  the  73 -year- 
old  Magoon  was  eager  to  sell  his  53% 
stake  in  hal,  insisting  on  a  price  of 
$45  to  $50  a  share.  Not  likely,  we 
said.  Magoon  had  been  trying  to  un- 
load for  the  last  two  years.  But  deals 
with  potential  buyers  like  Pacificorp 
and  Honolulu-based  Hemmeter  Corp. 
had  fallen  apart. 

Little  wonder.  Hawaiian's  fleet  of 
30-odd  planes  is  mostly  leased  and 
heavily  leveraged,  we  pointed  out.  In- 
tense competition  on  the  airline's 
nms  from  Honolulu  to  San  Francisco 
and  Los  Angeles  had  forced  the  carrier 
to  deeply  discount  tickets.  Sky-high 
maintenance  costs  had  taken  their 
toll  on  profits,  too.  Despite  strong  rev- 
enue growth,  the  airhne  has  turned  a 
profit  in  only  two  of  the  past  seven 
years,  with  losses  outweighmg  profits 
by  $31  million.  In  the  first  six  months 
of  1989  It  posted  a  further  loss  of  $19 
million. 

Late  last  month  Magoon  agreed  to 
sell  nearly  all  of  his  hal  shares  to  a 
group  of  investors  that  includes  for- 
mer baseball  commissioner  Peter  Ue- 
benoth.  The  price  tag;  $22  million,  or 
$22  a  share. 

Even  at  that  price,  though,  Ueber- 
roth and  his  team  are  facing  long 
odds.— Kerry  E.  Hannon 


Nothing  to 
crow  about 

Met)'  1.  l')H9 
I  I'icoln  Pointe 
('  ci  titer 


If*  ' '  T'exas  real  estate  developers, 
Ht  to  their  knees  by  turn 
pciry   values    and    lU-con- 
ojects,   are   trying  hard   to 


stand  up  again. 

Last  spring  Forbes  reported  that  the 
nation's  largest  commercial  real  es- 
tate outfit,  Trammell  Crow  of  Dallas, 
was  near  disintegration,  as  were  two 
other  large  Dallas  developers,  Lincoln 
Property  and  Vantage.  Now,  desperate 
to  survive.  Crow  has  turned  for  help 
to  Equitable  Real  Estate  Investment 
Management  Inc.,  an  arm  of  Equitable 
Life  Assurance  Society  of  the  U.S. 

Crow  is  asking  the  Equitable  unit  to 
refinance  100  of  its  properties  in  the 
Southwest  with  $600  million  in 
loans.  Interest  rates  will  be  about 
9.5%,  two  percentage  points  below 
previous  loans.  The  refinancing  is  one 
of  the  largest  ever  and  represents  one- 
eighth  of  the  financial  rejiggering 
Trammell  Crow  is  negotiating  this 
year.  The  Equitable  deal  should  go  a 
long  way  toward  narrowing  Crow's 
cash  shortfall  on  its  Southwest  opera- 
tions, estimated  at  about  $40  million 
for  this  year. 

Three  Lincoln  Property  partner- 
ships, meanwhile,  filed  for  Chapter  1 1 
bankruptcy  protection  last  month  to 
prevent  foreclosure.  Since  then,  the 
partnerships  have  withdrawn  the  fil- 
ing and  now  are  renegotiating  their 
financing. 

Surely,  the  bottom  nf  the  Texas  real 
estate  market  can't  be  much  lower 
than  this.— K.E.H. 


What  would 
Grandpa  say? 

Scpl    ~,  I'hH' 
Monon  and  Cart 
Seanum 


■im 


million,  more  than  90%  of  it  debt. 
Last  month  Deloitte  Haskins  &.  Sells, 
Seaman's  accountant,  raised  doubts 
about  the  56-year-old  company's 
chances  of  survival.  Seaman  didn't 
make  a  $3.1  million  interest  payment 
in  August  and  now  needs  to  restruc- 
ture its  crushing  debt  load. 

The  furniture  retailer's  financial 
statements  make  it  clear  that  debt  is 
the  problem.  Seaman  posted  operat- 
ing profits  for  the  fiscal  year  ended 
Apr.  30  of  $23.2  million,  but  that 
wasn't  nearly  enough  to  cover  its 
$44.2  million  in  interest  costs.  After 
debt  service,  the  company's  net  loss 
was  $23  million  on  revenues  of  $279.5 
million. 

Grandpa  Seaman  must  be  rolling  in 
his  grave. — K.E.H. 


Splat 

July  11,  1988 


Few  things  can  mess  up  a  well-run 
family  business  faster  than  a  lever- 
aged buyout. 

In  an  era  of  rapid  change.  Seaman 
Furniture  Co.  had  a  future  as  secure  as 
any  business.  Or  so  Forbes  said  two 
years  ago.  The  specialty  retail  furni- 
ture chain  was  a  rare,  long-running 
family  enterprise  that  had  made 
Brooklyn's  Seaman  family  rich.  The 
family  had  successfully  passed  the 
company  down  to  the  second  genera- 
tion and  was  on  the  verge  of  passing 
the  baton  into  the  hands  of  the  foun- 
der's grandchildren. 

Then  along  came  Kohlberg  Kravis 
Roberts  &  Co.  The  leveraged  buyout 
hrm  took  Seaman  private  for  $354 


If  ever  there  was  a  lousy  bet,  Forbes 
said,  it  was  that  a  small-time,  mon- 
eylosing  Florida  ice  cream  franchiser 
could  successfully  develop  a  hotel  and 
casino  complex  in  the  Bahamas.  We 
were  right,  in  spades. 

It  was  little  more  than  a  year  ago 
when  Twistee  Treat  Corp.,  with  sales 
of  only  $2.4  million  and  total  assets  of 
scarcely  $5  million,  bought  a  Bahami- 
an company  that  owned  118  acres  on 
the  undeveloped  island  of  Andros. 
The  stated  plan  was  to  develop  the 
property  in  partnership  with  Hotel 
Corp.  of  the  Bahamas. 

Well,  in  July  Twistee  Treat  Corp. 
crapped  out.  The  firm  filed  for  Chap- 
ter 1 1  bankruptcy  protection  from  its 
creditors.  Twistee's  ice  cream  busi- 
ness is  still  unprofitable,  plagued  by 
troubled  franchise  operations  and 
management  upheavals. 

The  Bahamas  project,  as  we  predict- 
ed, never  got  much  beyond  the  talking 
stage.  The  Andros  hotel/casino  com- 
plex may  yet  pan  out,  but  without 
Twistee.  An  Australian  development 
company  is  now  looking  to  acquire 
the  Andros  site.  As  for  the  ice  cream 
business,  O'Toole's  of  Canada,  a  res- 
taurant chain,  apparently  wants  to 
take  a  lick. — Philip  Glouchevitch 
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The  legacy  of  the 

Movado®  Watch  is  the  ^roots^  of 

the  Esquire®  Collection* 


The  Movado  legacy  dates  to 
1881,  La  Chaux  de  Fonds, 
Switzerland,  and  a  tiny  work- 
shop with  a  reputation  for 
innovation. 

In  its  more  than  a  century 
of  watchmaking,  Movado  has 
received  more  than  1500 
awards  for  creativity  and 
excellence. 


The  Esquire  Collection  is 
the  benefactor  of  this  rich 
heritage;  inspired  by  classic 
Movado  watches.  Its  technol- 
ogy, however,  is  of  the  future: 
quartz,  water-resistant. 

This  is  tradition  redefined 
and  the  best  of  Movado  crafts- 
manship. The  new  classics: 
ESQ.  In  time  for  the  '90's. 


The  Movado  Lunar  Watch,  1945, 
"told"  time  from  seconds  to  the  lunar 
phases.  It  was  recently  auctioned  at 
Sotheby's  for  $5,500. 


The  best  investments 

TODAY  are  in  BAD  BACKS, 

MENTAL  DISORDERS  AND 

HEART  ATTACKS. 


These  days,  the  smart  business 
investment  is  in  rehabilitation.  Because 
it  can  help  disabled  employees  become 
productive  once  again. 

At  the  same  time,  rehabilitation 
helps  save  a  considerable  amount  of 
money  on  disability  costs— now  a  $140 
billion  a  year  expense  for  American 
business* 

In  fact,  according  to  our  recent 
study,  disability  costs  for  companies 
like  yours  can  be  reduced  $30  for 
every  $1  spent  rehabilitating  disabled 
employees. 

At  NWNL  Group,  we're  looking 
at  the  whole  disability  process  differ- 
ently so  we  can  find  new  ways  to  help 
you  control  costs. 

For  example,  we  make  it  our 
business  to  review  every  disability 
claim.  And  we  refer  more  than  63%  of 
these  claims  to  case  management.  A 
percentage  we  think  is  the  highest  in 
the  industry 

And  unlike  most  insurance  com- 
panies, we  get  involved  in  disability 


cases  early  before  costs  start  piling  up. 
This  helps  us  get  to  know  the  people 
and  their  situation,  and  in  many  cases, 
enables  us  to  help  them  reach  a  suc- 
cessful outcome  earlier. 

Rehabilitation  is  paying  off,  too.  A 
joint  effort  between  hJWNL  Group  and 
Control  Data  Corporation  is  a  prime 
example.  After  spending  $1  million  in 
NWNL's  disability  case  management, 
Control  Data  Corporation's  plan  saved 
nearly  $31  million  in  reduced  disability 
benefits  and  reserves. 

Our  special  study— Second 
Chance:  Rehabilitating  The  Ameri- 
can Worker— will  tell  you  a  lot  more 
about  rehabilitation.  Call  or  write 
Rick  Nay  mark,  NWNL  Group,  Box 
20,  Mpls.,  MN  55440,  (612)  342-7137 
for  a  copy 

Because  the  best  investment  you 
can  make  is  the  one  that  results  in  a 
healthy  return. 

M  NWNLGROUP 

Northwestern  National  Lite  Insurance  Co. 


*"Strategies  for  Managing  Disability  Coses'  Washington  Business  Group  on  Health. 
^NWNL  Group  is  a  division  of  Northwestern  National  Life  Insurance  Company.  Minneapolis.  MN  Inoi  admitted  in  the  state  of  New  York) 
The  North  Atlantic  Life  Insurance  Company  of  America.  Jericho,  NY  la  member  of  The  NWNL  Companies,  Inc.). 
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Jeff  Slocomb/Outlme 


Tou  pay  for  what  you  get 

No  announcement  yet,  but  Donald 
Trump  is  seriously  considering  taking 
his  Atlantic  City  casino  empire  pub- 
lic. "I'm  lookmg  at  numbers  that  are 
so  humongous,  that  it  makes  sense  to 
do  it,"  he  says.  Investment  bankers 
say  he  could  raise  no  less  than  $500 
million  in  return  for  just  20%  of  the 
hotel  and  gambling  operation.  Hu- 
mongous is  the  word  for  it. 

Merrill  Lynch,  which  underwrote 
Trump's  $675  million  bond  issue  for 
the  Taj  Mahal  last  year,  would  pre- 
sumably have  dibs  on  the  casino  deal 
as  well,  although  Trump  says  plenty 
of  Wall  Streeters  are  begging  him  for  a 
crack  at  it.  The  offering  could  come 
by  the  end  of  the  year,  though  Trump 
insists,  "I'm  in  no  particular  rush." 

Running  a  publicly  held  company 
isn't  Trump's  style.  "Owning  some- 
thing 100%  IS  one  of  the  most  beauti- 
ful things  in  life,"  he  muses.  Still,  a 
half-biUion  cash  for  giving  up  just 
20%  is  hard  to  resist.  Trump  could  do 
a  lot  with  that  much  cash  and  the 
borrowing  leverage  it  would  support. 

Investors  eager  to  ride  The  Donald's 
coattails  should  remember  that  he 
isn't  in  the  habit  of  giving  things 
away.  He  feels  that  his  properties 
merit  a  premium.  If  we  figure  right,  he 
would  price  the  whole  operation  at 
$2.5  billion.  By  this  estimate,  the  tru- 
ly Trumpian  Taj  Mahal,  which  is 
scheduled  to  open  next  spring,  is 
pegged  at  better  than  $1  billion;  that's 
a  hefty  price,  but  few  analysts  dispute 
it.  As  for  the  other  properties,  Trump 
Plaza  is  number  one  in  Atlantic  City, 
and  a  big  renovation  of  Trump's  Cas- 
tle there  is  almost  complete.  The  of- 
fering would  value  these  casinos  to- 
gether at  ten  times  last  year's  cash 
flow,  versus  an  industry  average  of 
six.  Prime  properties,  maybe,  but 
hardly  cheap  —Graham  Button  and  E.S. 

Number  15  but  no  bullet 

what  a  difference  a  year  can  make, 
especially   in    the    mercurial    record 
business.  Just  ask  Herb  Alpert,  whose 
A&.M   Records  (with  performers   in- 
cluding Sting,  Suzanne  Vega  and  Bry- 
an Adams)  has  long  been  rumored  to 
be  on  the  block,  although  the  compa- 
"     '  MS  consistently  denied  it    The 
wnoH-based  label  was  expected 
$500  million,  but  Al- 
aiider  Jerry  Moss  may 


A&M  Records  cofounder  Herb  Alpert 
Did  he  wait  too  long? 

have  waited  too  long. 

In  the  first  six  months  of  the  year, 
A&.M  has  seen  its  market  share  dwin- 
dle to  1.9%,  down  from  3.6%  last 
year.  a&.m  currently  has  but  one  al- 
bum in  the  top  100  on  the  charts.  The 
diskery  is  counting  on  the  new  release 
by  Janet  Jackson,  whose  last  album 
moved  over  6  million  units,  to  pull  it 
out  of  the  doldrums.  But  Jackson's 
contract  expires  after  this  disk,  and 
she  has  yet  to  reenlist.  Meanwhile, 
a&.m's  distribution  rights  to  the  New 
Age  label  Windham  Hill  may  be  in 
jeopardy,  as  that  company  is  said  to  be 
shopping  itself  around.  Are  Herb  and 
Jerry  worried?  No  way,  man.  Label 
president  Gil  Friesen  insists  that  new 
acts  signed  by  a&m  will  change  the 
company's  fortunes. — Peter  Newcomb 

Short  shorts 

History  looks  to  be  repeating  itself 
with  Id,  Inc.,  a  small  biotech  compa- 
ny based  in  Vineland,  N.J.  Sharehold- 
ers might  remember  how  in  1987  the 
stock  shot  from  2  to  32  in  a  matter  of 
months,  then  collapsed  to  13  in  a  sin- 
gle day.  This  year  the  Amex-traded 
issue  has  doubled  to  16,  giving  icji  a 
market  value  of  $120  million.  Not  bad 
for  a  company  with  $16  million  in 
revenues,  a  few  pennies  per  share  in 
earnings  and  book  value  of  little  more 


than  a  buck  a  share. 

iGi  makes  vaccines  and  pharmaceu- 
ticals. Its  proprietary  technology  cen- 
ters on  a  time-release  substance  for 
dispersing  drugs  throughout  the  body. 
But  iGi's  main  business  seems  to  be 
issuing  press  releases.  While  the  stock 
was  on  fire  in  1987,  igi  fanned  the 
flames  by  trumpeting  joint  ventures 
with  reputable  outfits  such  as  Rorer 
and  Berlex  Labs.  But  these  efforts  have 
come  to  naught. 

Lately,  igi  has  been  ballyhooing  a 
superabsorbent  sponge  technology, 
and  its  inking  of  deals  with  the  likes 
of  Kimberly-Clark  and  Scott  Paper. 
But  the  one-year-old  Kimberly  deal 
has  already  lapsed,  and  a  spokesman 
from  Scott  Paper  notes  that  the  ven- 
ture is  tiny  and  in  the  very  early 
stages  at  best.  In  fact,  some  analysts 
seriously  doubt  whether  igi's  tech- 
nology will  ever  lead  to  a  viable  com- 
mercial product. 

Not  surprisingly,  the  shorts  are  all 
over  this  one.  Short  interest  is  1.5 
million  shares  out  of  7.6  million  out- 
standing. Chairman  Edward  Hager 
has  been  lobbying  Congress  to  take 
action  against  what  he  calls  the  "abu- 
sive" practice  of  short-selling.  Maybe 
if  he  would  stop  puffing  his  compa- 
ny's prospects,  the  shorts  wouldn't 
have  anything  to  shoot  at. 

FDA  follies,  continued 

Just  how  screwed  up  is  the  Food  &. 
Drug  Administration's  generic  drug 
division?  You've  heard  about  compa- 
nies paying  off  fda  scientists  and  sub- 
mitting samples  of  brand-name  drugs, 
instead  of  their  generic  copies,  for 
testing  to  win  approval  for  their  prod- 
ucts {Forbes,  June  J6]. 

But  corruption  is  only  part  of  the 
agency's  problem.  It  also  has  more 
than  its  share  of  incompetence.  Con- 
sider: FDA  scientists  responsible  for 
approving  new  generic  drugs  needed 
reports  from  another  division  in  the 
agency,  the  division  that  inspects  the 
drug  company  plants.  But  those  fel- 
low bureaucrats  were  so  intransigent 
that  the  scientists  finally  had  to 
obtain  the  reports  under  the  Freedom 
of  Information  Act,  the  law  that  gives 
the  public  access  to  government 
documents. 

The  situation  is  "absolutely  stu- 
pid,"   declared    fda    Commissioner 
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Frank  Young  at  a  congressional  hear- 
ing. When  pressed  to  explain,  Young 
burbled:  "The  problem  that  you  have 
here  is  that  there  are  large  numbers  of 
actions  that  go  on  in  the  agency  in  any 
particular  day.  This  is  done  on  a  dis- 
tributed fashion  where  authority  is 
located  at  the  lowest  possible  level 
where  it  can  act."  That  is,  bureaucrats 
will  be  bureaucrats,  and  it's  not  his 
fault. — Janet  Novack 

Oil's  well  that  ends  well 


From  the  Silver  Linings  Department 
comes  this  from  National  Bancorp  of 
Alaska:  After  several  years  of  declin- 
ing profits,  second-quarter  earnings 
are  up  146%  over  last  year,  and  total 
deposits  are  up  nearly  50% .  Chairman 
Edward  Rasmuson  attributes  this 
good  news  in  part  to  "greater  cash 
flow  due  to  the  Prince  William  Sound 
oil  spill."  Apparently,  the  Exxon  spill 
has  been  a  big  plus  for  Alaskan  em- 

'  ployment  and  therefore  for  bank  de- 
posits as  well.  Explains  Rasmuson, 
"We  are  seeing  shortages  in  our  ranks, 

1,  much    as    we    did    in    the    pipeline 

'  days."— Chris  Palmed 

Auditor,  heal  thyself 

The  Arizona  real  estate  bust  has 
claimed  another  victim  and  not  an- 
other high-flying  thrift.  The  latest  ca- 
sualty is  the  Arizona  Banking  Depart- 
ment itself.  Banking  Superintendent 
Hank  Rivoir  recently  announced  that 
his  agency  would  fall  about  $1.5  mil- 
lion short  of  its  $3.6  million  budget. 

What  happeiied?  The  agency's  fund- 
mg  comes  from  registration  fees, 
charges  for  bank  audits  and  the  occa- 
sional administrative  fine.  But  so 
many  state-chartered  banks  have 
gone  into  receivership  that  the  agen- 
cy's income  has  dwindled.  State 
sources  say  that  another  reason  for 
the  shortfall  was  Rivoir's  decision  to 
cut  the  average  amount  of  fines,  now 
about  10%  of  agency  income. 

The  department  is  scrambling  to 
cover  the  gap  by  increasing  its  exami- 
nations of  other  businesses  it  over- 
sees, such  as  mortgage  brokers  and 
credit  unions. 
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5"xl8"xl3'/2" 


A  statement  of  quality— 5"  attache  from  our  distinctive 
Diamond  Collection.  Totally  hand-constructed  in  double- 
diamond  monogram  fabric  with  24-karat  gold-on-brass 
fittings  and  natural  Belting  Leather  trim.  $760. 

bicjDnningdQle'S 


"Isn't  it  comforting  to  find 
a  Southern  California  hotel 

where  the  service  is 
even  better  than  the  weather?" 
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The  Beverly  Hills  Hotel  and  Bungalows 

9641  Sunset  Boulevard,  Beverly  Hills,  CA  90210  (213)  276-2251 

Direct  Reservations  (800)  283-8885  •  Cable:  BEVHILL  •  Telex:  188586  •  TWX  910-490-2580 

Represented  nationally  by  i/a^n^u^j^  ^^  (800)  R-WARNER 


15 


Select  Top 
Performance 

Twentieth  Century  Select  Investors 
is  ranked  the  #3  mutual  fund  in  the 
country  for  the  15  years  ending 
June  30, 1989,  according  to  Upper 
Analytical  Services,  Inc.  For  more 
information,  including  charges  and 
expenses,  write  or  call  toll-free  for 
an  Information  Kit  and  Prospectus. 
Please  read  the  Prospectus  carefully 
before  investing. 

Call  toll-free: 
1-800-345-2021 


l^tHH  7  wi-nUi'ih  Ct-nturj  Invi-^oni,  Inc 


RO.  Box  419200.  Kansas  City.  MO  64141-6200 

Past  performance  does  not  guarantee 
future  results. 
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Readers  Say 


Now  or  never 

Sir:  Re  your  article  on  the  possibility 
of  back  end  tax  deferment  iras,  "Why 
George  Bush  v^ants  to  bring  iras 
back"  (Aug.  21).  Speaking  as  a  member 
of  the  shortsighted,  materialistic  yup- 
pie generation,  I  believe  the  overrid- 
ing incentive  to  save  for  retirement 
comes  from  current  tax  breaks,  not 
tax  relief  in  future  years.  In  addition, 
wfho  trusts  that  a  fickle  Congress 
v^on't  do  an  about-face  and  rescind 
the  future  benefit  just  like  they  did 
away  with  the  original  ira?  I'm  afraid 
such  legislation  will  not  attract  the 
hoped-for  degree  of  participation. 
—Patricia  M.  Murphy 
Sail  .Antonio.  Tex 


Cant  get  there  from  here 

Sir:  I  read  the  article  on  the  problems 
at  Hawaiian  Airlines  ("What's  Hawai- 
ian for  rotten  management  ?"7w«e  26) 
while  waiting  for  my  10:40  p.m.  de- 
parture on  Hawaiian.  Unfortunately, 
it  was  I  a.m.,  and  I  was  still  waiting. 
— AndreivJ  Ilalcro 
Hofiolulu.  licniaii 


Bad  company 

Sir:  What  an  impression  greed  and 
money  make  when  the  people  hear 
"Say  no  to  drugs,"  and  then  read  in  a 
prestigious  magazine  lists  like  the  Bil- 
lionaires {July  24)  with  the  world's 
cocaine  dealers  listed.  Couldn't  you 
have  listed  anyone  respectable  from 
Colombia? 

— Scott  iirui  Nancy  Hughes 
Long  lieach,  Calif. 

Sir:  In  numerical  terms,  you  are  right, 

but  wrong  in  ethical  ones.  I  wonder 

how  pleased  the  other  billionaires  feel 

finding  themselves  in  such  dubious 

company. 

— Dominic  Purtoraro 

Toronto.  Canddti 


Wrong  number 

Sir:  The  total  return  of  John  Hancock 
U.S.  Government  Guaranteed  Mort- 
gages Trust  was  incorrect  in  "What's 
a  guarantee  worth?"  Ui4ly  24).  The  to- 
tal rctum  was  -t-4.71%  at  net  asset 
value  and  -4.23%  at  maximum  offer- 
ing price  for  the   12  months  ended 


Mar.  31,  1989.  For  that  time  period 
the  Trust  vs^as  ranked  15  out  of  44 
GNMA  funds  by  Lipper  Analytical  Ser- 
vices, Inc. 

— Edward  J.  Boudreaujr. 
President 

John  Hancock  Advisers,  Inc. 
Boston.  .M(iss 


Fair  shake 

Sir:  In  "The  wide  spread  phenome- 
non" (June  26)  there  are  a  number  of 
omissions  or  misunderstandings  that 
present    an    inaccurate    picture    of 

NASDAQ. 

The  NASDAQ  market  would  not 
have  had  the  success  it  has  had  in 
retaining  nearly  900  companies  that 
meet  the  financial  tests  for  listing  on 
the  NYSE  or  the  more  than  2,400  that 
could  list  on  the  Amex  if  those  com- 
panies did  not  find  nasdaq  to  be  a  fair 
market,  a  market  with  substantial 
depth,  efficiency  and  liquidity.  In  ad- 
dition, it  is  unlikely  that  the  nasdaq 
indexes  would  have  performed  as  they 
did  over  the  last  1 8 'A  months  if  the 
millions  of  investors  who  trade  in  this 
market  felt  they  were  unfairly  treated 
by  their  brokers. 
—Joseph  R.  Hardiman 
President 
National  Association  of  Securities 

Dealers,  Inc. 
Washington.  D  C 


Bad  and  stupid 

Sir:  Re  your  comments  on  flag  burn- 
ing (Pact  and  Comment  II.  Aug.  7).  Bad 
laws  regarding  bills  and  mailboxes  do 
not  require  more  bad  laws  regarding 
the  flag. 

— Bernard  Baltic 
Lakeu'ood,  Ohio 

Sir:  These  other  laws  you  refer  to 

were  stupid,  too!  We  should  not  try  to 

legislate  good  taste,  common  sense  or 

morality. 

— Ket'in  R  Roberts 

Knoxt'ille,  Term. 


Strongman 

Sir:  In  the  article  on  Grantham,  Mayo, 
van  Otterloo  ("To  ail  yardsticks  there 
is  a  season,"  Aug.  21),  there  is  one 
important  misunderstanding.  To  say 
that  Richard  Mayo  runs  the  traders  is  to 
ignore  his  mucb  wider  responsibility 
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as  partner  in  charge  of  our  original 
division,  U.S.  Equity.  It  was  the  very 
strong  performance  of  that  division 
that  was  reported  in  the  article. 
—Jeremy  Grantham 
Partner 

Grantham,  Mayo,  van  Otterloo  &  Co. 
Boston,  Mass. 


Anti-aircraft  fire 

Sir:  Caspar  Weinberger  is  incorrect 
when  he  says  the  B-2  will  only  cost 
20%  more  than  our  present  bomber, 
the  B-1  (Aug.  21).  Nobody  knows  what 
the  B-2  will  cost.  His  $274  million  is  a 
guess.  Also,  the  B-1,  more  correctly 
the  B-l-B,  has  never  become  opera- 
tional. Nevertheless,  Weinberger 
speaks  of  the  B-2  in  glowing  terms,  as 
if  every  promised  capability  were  an 
accomplished  fact. 
— Alexis  A.  Gilliland 
Arlington,  Va. 


Of  rice  and  zen 

Sir:  You  call  New  Age  a  crackpot 
movement  ("Crystal  clesa,"  Aug.  7).  I 
don't  believe  that  far-out  nonsense 
books  are  the  monopoly  of  New  Age 
thought. 
—Joel  I.  Roskin 
Fort  Lauderdale,  Fla. 

Sir:  I  am  annoyed  that  a  business  pub- 
lication would  overgeneralize  about 
people  who  "eat  too  much  brown 
rice."  My  husband  and  I  eat  brown 
rice  every  other  day  since  it  provides 
both  high  fiber  and  important  vita- 
mins and  minerals.  We  hold  respect- 
able professional  positions  as  do 
many  of  our  peers  who  happen  to  eat 
brown  rice. 
— Pamela  Short 
Nashua,  N.H. 


Photo  opportunity 

Our  apologies  to  John  L  Stejfens  of  Mer- 
rill Lynch  (Fact  and  Commetit  II,  Sept.  4) 
for  getting  his  picture  mixed  up. — Ed. 


Hans  Neleman 


John  L  Stejfens 


If  you  can  do 

without  top  talent, 
it's  your  business. 


Management  Recruiters. 

No  excuses,  no  alibis. 

Just  maximum  recruiting 

performance. 


cn 


MANAGEMEhfT 
RECRUITERS' 

The  search  and  recruiting  specialists  ^". 
350  offices  nationwide 


INTRODUCING  THE  WORLD'S 
DEST  PORTADLE. 


Dictaphone  introduces  its  smallest,  light- 
est microcassette  portable,  the  Dictamite  II 
Mode!  3253.  It's  loaded  with  features: 
D  Voice  activated  recording  starts  recording 
as  soon  as  you  start  talking. 
n  Internally  rechargeable  batteries  mean 
you're  always  ready  to  go. 
D  Digital  display  shows  you  exactly  what 
you've  recorded  and  where. 
D  Increased  recording  sensitivity  for  meet- 
ings and  conferences. 
n  Two  tape  speeds— one  for  long  play,  one 
for  optimum  sound  quality. 

To  find  out  more,  call  1-800-433-0880 
toll-free  or  send  in  the  coupon  below. 

Dictaphone.  Time  Management^" 


Mail  to:  Dictaphone  Corporation, 
3191  Broadbridge  Ave.,  Stratford, 

CT  06497-2559 

Name 

Title 

Company 

Phone 

Address 

City 


State 


^Ifc 


Zip      CF91889 


^  Dictaphone 

A  Pitney  Bowes  Company 
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STICKS  Nl> 


HICK  PIX 


NOT  INTERESTED 
IN  FARM  DRAMA 


If: J  nr.-i  r_L»i  *« tn 


We  speak 
your  language. 


Every  industry  has  a  language 
all  its  own.  And  every  CEO  knows 
the  value  of  a  banker  who  doesn't 
have  to  be  educated  from  ground 
zero. 

At  Chemical,  our  knowledge 
helpea  us  spot  opportunities  and 
made  us  a  leading  player  in  one  of 
America's  most  dynamic  industries. 

When  a  major  motion  picture 
company  wanted  to  explore  new 
sources  of  financing,  Chemical 
helped  creatt  an  innovative  private 
placement  backed  by  a  database 


which  gave  institutional  investors 
new  insight  into  industry  perform- 
ance. 

Our  experience  also  enabled  us 
to  move  quickly  when  TVS  Enter- 
tainment pic  acquired  Mary 
Tyler  Moore's  MTM  Entertainment 
Inc.  In  this  instance,  we  syndi- 
cated and  closed  the  $210  million 
transaction  within  four  weeks. 

And  in  an  industry  where 
you're  only  as  good  as  your  last 
performance,  we  played  a  leading 
role  in  financing  three  of  this  year's 


Oscar-nominated  films. 

Of  course,  they  don't  award 
Oscars  for  best  supporting  per 
formance  by  a  bank.  But  that's  how 
we  try  to  treat  clients  in  all  the 
industries  we  serve.  Industries  like 
retailing,  natural  resources,  and 
high  technology 

For  Chemical,  the  bottom  line 
is  knowing  your  business  well 
enough  to  make  a  difference. 

CkemicalBaisk 

The  bottom  line  is  excellence; 


ChenJcalBa', 


!  ion  IS  the  hclc.ng  company  for  Chemical  Bank.  Chemical  Bank  New  Jersey,  and  Ttxas  Commerce  Bancshai^s.  Member  FDIC  <P  1989  Chemical  Banking  Corporatk 


"With  all  tby  getting  get  understanding' 


Fact  and  Comment 

By  Malcolm  S.  Barbes,  Editor-in-Chief 


NO  WAT  SHOULD  WE  "PASS"  ON  HIGH  DEnNITION  TV 

The  D.C.  powers  involved  in  getting  the  U.S.  going  on  Let's  not  let  Congress  and  the  Administration  flub  this 

high  definition  tv  should  quit  futzing  around,  hdtv  is  dub.  Wouldn't  it  be  great — and  isn't  it  possible? — for  a 

coming  and,  sooner  or  later,  will  obsolete  sets  by  the  can-do  great  Big  like  ge  to  take  the  high  definition  tv  ball 

millions,  hdtv  will  provide  us  with  a  chance  to  get  into  a  and  run  with  it  if  everyone  else  gets  bogged  down  in 

business  we  once  had  and  have  near  totally  lost.  bickering  and  buck-passing? 


MASSIVE  BUSINESS  CAN  RESULT 

who  would  tolerate  anyone  and  everyone  throwing  gar- 
bage as  well  as  human  sewage  into  the  streets?  Or  leave  it 
there?  The  resulting  foulness  and  pestilence  would  rapidly 
make  cities  and  towns  uninhabitable. 

But  that  is  just  what  we  are  doing  at  an  ever-increasing 
clip  to  our  air.  And  that's  what  will  happen.  If  we  don't 
want  our  life  spans  truncated,  drastic  measures  and 
changes  will  have  to  begin  pronto. 

What  a  raft  of  new  products,  new  techniques,  new 
services  will  be  mothered  by  this  necessity! 

AT&LT  has  shown  the  way  by  simply  announcing  that, 
during  the  next  four  years,  it  will  cease  using  chemicals 
that  erode  the  earth's  ozone  layer.  Between  its  labs  and 


FROM  KILLING  AIR  POLLUTION 

those  of  its  major  suppliers  of  such  chemicals,  they  will 
come  up  with  alternatives,  no  matter  how  difficult  to 
develop  and  test. 

Competition  for  the  vast  market  for  substitutes  will 
create  enormous  revenue  for  those  who  develop  solu- 
tions. That  applies  to  everything  from  energy  sources  to 
every  energy  use.  What  fantastic  new  opportunities  are 
out  there  for  on-the-ball  giants  and  nimble  head-using 
companies  of  every  size  and  entrepreneurs  of  every 
variety. 

It's  exciting  to  contemplate,  fascinating  to  speculate 
who'll  be  on  first  a  decade  from  now.  Lf  you  crystal-ball 
'em  right,  watch  your  money  multiply. 


WHEN  ALL  IS  SAID  AND  THE  $BILLIONS  SPENT 

only  nature — in  its  due  course — will  be  able  to  clean  up  the  Valdez  oil  spill. 
Let's  hope  man's  massive,  costly  efforts  to  do  so  don't  do  more  harm  than  good. 

ONLY  IF  LIFE  IMPRISONMENT'S  WORSE  THAN  THE  CHAIR 


can  we  be  happy  about  actual  lifetime  imprisonment  for 
traitors  instead  of  a  death  sentence.  It  is  sickening  the 
regularity  with  which  we  read  of  servicemen  in  positions 
of  high  trust  selling  out  to  foreign  embassies.  I  recall  the 
sentence  given  three  years  ago  to  that  U.S.  Navy  spy,  J.A. 
Whitworth.  The  Top  Top  secrets  he  sold  enabled  the 
Soviets  to  decode  over  a  million  of  our  in-house  military 
messages.  Russia's  most  knowledgeable  kgb  defector  told 
the  CIA  that  this  information  "would  have  been  devastat- 


ing to  the  U.S.  in  the  event  of  war." 

This  50-year-old  varmint  was  sentenced  to  365  years  in 
prison.  He  would  be  eligible  for  release  after  60  years.  In 
his  case  that  should  be  long  enough. 

It's  impossible  to  estimate  the  millions  of  lives  lost 
when  a  warring  nation's  secretest  secrets  are  in  the  hands 
of  the  enemy.  Millions  would  die  in  vain  and,  in  the 
Western  world's  case,  so  would  freedom. 

Maybe  shooting  is  too  easy,  too  quick  in  these  cases. 


FORBES,  SEPTEMBER  18,  1989 


19 


m  THE  GL0R7  DAYS,  CITIES 

under  the  dirr-c'-ion  of  erudite 
aicbeoiogical  cU^.?e:s,  great  tciti- 
ples  and  coliseams  and  viaducts 
of  Roman  and  Greek  empires 
are  restored  m  all  their  former 
glory  for  us  to  look  at,  be  awed 
by,  inspired  by  and  perhaps 
learn  from. 

But,  grand  as  they  may  have 
been  in  their  heyday,  these  re- 
splendent structures  were  sur- 
rounded    by     tenements     and 

MOVIES 


WERE  A  MESS,  TOO 

streets  tumultuous  with  people, 
horses  and  pollution.  Walled  off, 
they  had  few  or  no  vistas  from 
outside  or  in. 

One  evening  a  while  ago 
Leonard  Stern  showed  us  a 
quite  extraordinary  volume, 
Rome  Antique,  filled  with  photos 
of  a  maquette  of  Rome  as  it 
looked  in  its  prime. 

As  can  be  seen,  the  scene  then  is 
as  jam-packed  as  cities  are  today. 


•  Chocolat — A  quietly  extraordinary  French  film  about 
colonial  Black  Africa  in  which  understatement,  masterful 
acting  and  stunning  photography  combine  to  convey  the 
tensions  of  race  and  sex  in  a  way  that  is  more  powerful 
because  they  never  explode.  #  sex,  lies,  and  videotape — 
This  walked  away  with  the  honors  at  the  Cannes  Film 
Festival,  and  it  will  win  your  gold  medal  award.  Devastat- 


ingly  wit-filled  dialogue  and  cool  acting  creatively  photo- 
graphed in  for-real  settings.  Stressed  young-marrieds  and 
affaii;^havers  and  dreamers  will  recognize  that  it's  right  on. 
•  Wlien  Harry  Met  Sally  . . .  — Very  funny  line  after  very 
funny^iffie  in  this  trenchant  comedy  of  single  urban  mate- 
hunters  seeking  permanent  pairing.  It  takes  the  hero  and 
heroine  11  years,  but  you'll  enjoy  most  every  minute. 


RESTAURANTS— GO,  CONSIDER,  STOP 


•  Bar  da  Theatre— 160  East  64th  St.  (Tel:  935-1717). 
The  City's  Awarest  Ones  are  swarming  to  this  alive  hive  of 
robust  food  and  bistro-ism.  More  chic/stunning  females 
per  square  foot  than  at  any  other  Apple  In-Spot — unfortu- 
nately accompanied  by  basking  dates  or  mates.  A  more 
nourishing  theater  than  most  on  or  off  Broadway. 

Mezsoffiorno— 195  Spring  St.  (Tel:  334-2112). 
Jammed  from  lunch  through  dinner  by  those  who  love 
pastas  and  pizzas  and  everything  that's  bustlingly,  gusti- 
ly Italian. 

•  Alison  on  Dominick  Street— 38  Dominick  St.  (Tel: 
727-1188).  Be  among  the  first  to  discover  this  stunning, 
cleanly  simple  little  town  house  restaurant  on  a  quiet 
street  not  far  from  the  Hudson  River.  The  hearty  Gascony/ 
Basque  fare,  topped  off  by  lovingly  created  desserts,  will 
fill  you  with  happiness. 

•  Pastrami  ft  Things— 666  Fifth  Ave.  at  52nd  St.  (Tel: 
581-6300).  Would  you  believe  that  in  a  basement  at  the 
comer  of  Fifth  Ave.  and  52nd  St.  there's  as  tacky  and 
bustling  a  "luncheonette"  as  any  greasy  spoon  you've  been 
caught  in  anywhere?  It  makes  even  its  onetime  great  and 
famed  neighbor  "21"  look  good. 

*  *  * 
Pastraiiii's  one  redeeming  feature  is  that  it  has  available 
a  full  menu  m  braille,  which  Rolex'  Rick  Bannerot  called 
to  our  attention.  The  New  York  Association  for  the  Blind, 
for  5.3,  will  braille  any  restaurant's  menu,  and  more  should 
'^'-  -invjo'.'Tagfid  to  show  such  thoughtfulness. 

:~^  W.Tdi'i— 168  Wes,t  18th  St.  (Tel:  727-8022).  An 


absolute  knockout  created  and  orchestrated  by  dedicated 
Pino  Luongo.  If  Italian  fare  was  as  superbly,  sophisticatedly 
simple  as  here,  no  one'd  ever  have  left  the  homeland. 

•  Courtyard  Cafe  and  Bar— 130  East  39th  St.  (Tel: 
779-0739).  It's  happily  heartening  to  find  this  delightful 
country-inn  setting,  complete  with  waterfall  and  patches 
of  flowers,  in  the  heart  of  the  Big  Apple.  Most  tasty  dishes, 
including  salads  and  soups  and  pizzas  and  pastas,  as  well  as 
the  usual  grilled  goodies.  Recommended:  grilled  chicken 
salad  with  honey  mustard  dressing.  Open  for  breakfast 
through  lunch  to  early  or  late  dinner. 

•  Park  Bistro— 414  Park  Ave.  at  28th  St.  (Tel:  689- 
1360).  Voila!  The  ultimate  in  bistro  panache.  You'll  never 
eat  better  chicken  fricassee.  The  oft-vinaigretted  other 
dishes,  the  potatoes  and  vegetables  in  delectable  varieties, 
the  good  fish,  good  cheeses  are  examples  of  piovengal 
elevated  to  the  haute  degree. 

•  Axiurro— 1625  Second  Ave.,  near  84th  St.  (Tel:  517- 
7068).  This  wee  Sicilian  family  restaurant  was  discovered 
by  the  New  York  Times'  eclectic  Bryan  Miller,  who  writes 
that  the  "terrific  pastas,  salad  and  regional  seafood  are  as 
fresh  and  pure  as  a  Mediterranean  morning.  .  .  .  Azzurro  is 
the  next  best  thing  to  having  an  Italian  grandmother."  On 
this  one,  he's  absolutely  right. 

•  150  Wooster— 150  Wooster  St.  (Tel:  995-1010). 
There's  no  question  that  Brian  McNally  is  some  kind  of 
restaurant  genius.  This  place  is  the  coolest  place  in  town 
(in  the  fullest  sense  of  that  cool  word).  The  prices  are  as 
sensible  as  the  sensibly  trendy  In  crowd  is  getting  to  be. 

FORBES,  SEPTEMBER  18,  1989 


A  PHOTO  BUFF  COMBING 

in  a  shop  full  of  nostalgia  came  across 
this  one,  complete  with  caption  dated 
May  8,  1957. 

I've  taken,  and  been  taken  on  and 
for,  many  rides  in  the  ensuing  32 
years  but  this  one  on  the  pachyderm's 
back  is  probably  the  most  memorable. 

Even  with  the  help  of  a  legitimate 
three-ring  circus,  our  own  political 
circus  wasn't  able  to  get  our  act 
together — and  I  didn't  cross  the  line 
a  wirmer. 


THROUGH  BOXES  OF  OLD  NEWS  PICS 


New  Jersey  State  Senator  Malcolm  S. 
Forbes  rides  atop  an  elephant  at  Madison 
Square  Garden,  New  York,  May  8,  as  New 
Jersey's  Republicans  took  over  the  circus. 
An  estimated  14,000  persons  filled  the 
arena  to  near  capacity  as  the  state  GOP 
put  their  1957  gubernatorial  campaign 
into  gear.  Proceeds  of  the  night  after  re- 
imbursing the  Ringling  Brothers,  Bamum 
&  Bailey  Circus  $40,000  for  the  night's 
performance  are  destined  for  the  Republi- 
can campaign  chest. 


THAT  SUPERWITTT  BASTION  OF  WRITER'S  BLOCK,  FRAN  LEBOWITZ 


wrote  us  recently  asking  for  a 
contribution  to  a  benefit 
reading  on  behalf  of  the  Lit- 
eracy Volunteers  of  New 
York  City. 

In  responding  with  a  con- 
tribution, I  wrote,  "Nobody 
should  be  deprived  of  reading 
Fran  Lebowitz  just  because 


PARENTS  AND  OFFSPRING 

are  usually  closer  in  appearance  than  in  thought. 


they  don't  know  how  to."  To 
which  this  H.L.  Mencken  of 
our  day  responded,  "I  have 
forwarded  to  Liz  Smith, 
Chairman  of  Literacy  Volun- 
teers, both  your  check  and  a 
Xerox  of  your  letter.  I  was 
tempted  to  do  the  reverse  but 
my  better  nature  prevailed." 

IT'S  TOO  BAD  WHEN  WE 

get  old  enough  to  be  imremakeable. 


BOOKS 


z^ 


HOW  TGI 
BE  A  . 


•  How  To  Be  A  Jewish  Mother — by 

Dan    Greenburg    (Price/Stem/Sloan 

Publishers  hic,  P.O.  Box  21942,  Los 

Angeles,  Calif.  90021;  Tel:  1-800-421- 

0892,  $3.95).  This  classic,  available  in 

paperback,  is  an  absolute  must  read — 

it  doesn't  take  long — for  everybody 

who's  ever  known  a  Jewish  mother.  Or 

all  who  haven't  because  here  they,  too,  can  enjoy  that  treat. 

Excerpts:  There  is  more  to  being  a  Jewish  Mother  than 
being  Jewish  and  a  mother.  Properly  practiced,  Jewish 
motherhood  is'  an  art — a  complex  network  of  subtle  and 
highly  sophisticated  techniques.  Fail  to  master  these 
techniques  and  you  hasten  the  black  day  you  discover 
your  children  can  get  along  without  you.  .  .  .  Whenever 
anything  good  happens,  you  must,  of  course,  point  out  the 
unfortunate  aspects  of  the  situation: 

"Ma!  Ma!" 

"So  what's  the  trouble  nowl" 

"The  Youth  Group  Raffle!  I  won  a  Pontiac  convertible!" 

"You  won  a  Pontiac  automobile  in  the  Youth  Group 
Raffle!  Very  nice.  The  insurance  alone  is  going  to  send  us 
to  the  poorhouse. "...  Let  your  child  hear  you  sigh  every 
day;  if  you  don 't  know  what  he's  done  to  make  you  suffer, 
he  will.  ...  A  nice  boy:  A  young  man  who  owns  his  own 
car.  A  good  boy:  A  young  man  who  owns  his  own  c£r  and 
brings  his  date's  mother  candy.  A  fine  boy:  A  young  man 


who  owns  his  own  car,  brings  his  date's  mother  candy, 
and  studies  medicine.  .  .  .  Gratitude:  What  a  Jewish  Moth- 
er does  not  expect.  Scarecrow:  Anybody  who  weighs  less 
than  250  lbs.  Sensible:  Out  of  fashion.  Shameful  waste: 
Throwing  out  a  teabag  after  using  it  only  once.  Sliver:  Any 
portion  of  food  smaller  than  a  breadbox.  Substantial: 
Wealthy.  The  evil  eye:  V/hat  you  should  not  know  from. 

The  Great  Bal- 
loon Festival — by 

Ed  Dosien  and 
Joe  Nigg  (Free 
Flight  Press,  P.O. 
Box  3907,  En- 
glewood,  Califor- 
nia 80155  -  3907, 
$39.95).  The 

Great  Balloon 
Festival  magnifi- 
cently, colorfully  captures  in  400  marvelous  photos  the 
glories  and  drama  of  hot-air  ballooning  all  across  America. 
At  balloon  meet  ascensions,  it's  like  seeing  huge  imagina- 
tive ornaments  floating  off  a  Bunyan-sized  Christmas  tree, 
and  Ed  Dosien  and  Joe  Nigg  have  brought  this  extraordi- 
nary experience  to  life  on  the  printed  page. 


First  wave  of  600  balloons,  Albuquerque 
International  Hot  Air  Balloon  Fiesta 
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"My  job  is  to 

capture  the  power 

of  light." 


'Boeing  is  making  important  progress 
in  key  areas  of  light  technology-:  opti- 
cal sensors,  components  that  recei\'e 
and  transmit  data  at  ultra  high  speed, 
and  wavelength  division  multiplexing. 

One  immediate  goal  is  highly  reliable 
fly-by-light  control  sensors  for  the 
LHX,  the  Army's  new  attack  helicopter 

'Photonics,  or  light  technology,  offers 


many  advantages  over  electroi 
this  kind  of  application.  For  ex 
higher  band  width,  immunity 
lightning  and  to  electro-magr 
interference. 

'We  already  realize  photonics  < 
help  us  design  more  reliable : 
responsive  airplanes. 

'It  also  may  lead  to  computers 


r 


jOO  times  faster  and  more  power- 
jian  today's  best.  And  there's  even 
'ossibility  that  photonics  could 
ove  everyday  products  such  as 
ision  sets,  telephones  and  other 
ronics-based  appliances." 

—  Glen  E.  Miller- 
Senior  Principal  Engineer 
Boeing  High  Technology' 
Center 


At  Boeing  we're  sharing  knowledge 
and  integrating  technology  to  create 
high-qualit}'  products  and  ser\dces. 
In  electronics,  computer  services, 
aviation  and  aerospace. 


Other  Comments 

Often  comments  hy  others  stimidate,  irritate^ 
abuse  or  amuse  this  editor's  mind.  -MSF 


Super  Rate  of  Return 

Dr.  Bernard  E.  Poduska,  a  psycholo- 
gist who  teaches  family  therapy  and 
financial  management  at  Brigham 
Young  University,  endorses  borrow- 
ing to  meet  educational  costs.  Studies 
have  shown  that  a  college  education 
can  add  $1  million  in  earning  power 
over  a  lifetime.  He  noted  that  few 
investments  of  $40,000  to  $50,000 
can  promise  a  $  1  million  payoff. 
— Jan  M.  Rosen,  New  York  Times 

Turncoat? 

After  a  decade  as  a  government 
spokesman  and  campaign  press  secre- 
tary, I  accepted  offers  from  the  Dallas 
Times  Herald,  the  Los  Angeles  Times 
Syndicate  and  ABC  News  to  try  the 
columnizing  and  commentating  busi- 
ness. One  friend  and  former  colleague 
from  those  years  said  it  was  as  though 
someone  who  had  been  a  doctor  for 
most  of  his  adult  life  had  suddenly 
decided  to  become  a  disease. 

— Jody  Powell, 
The  Other  Side  of  the  Story 

Mother  Nature's  Cure 

The  value  of  the  massive  spill- 
cleanup  effort  lies  primarily  m  public 
relations,  not  just  for  Exxon  but  also 
for  Alaskan  and  federal  officials  and 
for  Congress. 

Alyeska  made  no  serious  effort  at 
containment  even  though  for  three 
days  after  the  accident  the  weather 
kept  most  of  the  crude  near  the  Valdez. 
Had  Alyeska  been  able  to  implement 
its  contingency  plan,  almost  all  of  the 
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spill  could  have  been  recovered  within 
72  hours,  according  to  a  study  by  the 
Alaskan  Department  of  Environmen- 
tal Conservation.  Instead,  Alyeska  fid- 
dled away  the  first  three  days,  and  then 
tossed  responsibility  off  to  Exxon. 

I  wish  it  were  possible  to  remove  the 
oil  and  return  Prince  William  Sound  to 
its  former  pristine  condition,  but  the 
truth  is  that  the  technology  to  accom- 
plish that  task  simply  doesn't  exist. 
We  should  therefore  stop  inflicting 
more  pain  on  the  environment.  Nature 
should  now  be  given  the  chance  to 
finish  the  cleanup  job,  with  only  occa- 
sional help  from  small  work  crews 
where  oil  surfaces. 

— Representative  Wayne  Owens 
(D-Utah),  in  the  Wall  Street  Journal 

He  Has  It  AU 

Ted  Kennedy:  A  man  that  wealthy 
does  not  need  to  be  President. 

— How  To  Be  a  Jewish  Mother, 
by  Dan  Greenbiug 

Who's  the  Good  Guy? 

Anglo  American  Corp.'s  roots  re- 
main firmly  in  the  veld,  where  they 
have  long  been  a  thorn  in  the  side  of 
Pretoria's  conservative  leaders. 
Dubbed  the  "Octopus,"  Harry  Oppen- 
heimer's  600  corporations  and  800,000 
employees  span  six  continents,  con- 
trolling world  diamond  markets  and 
comprising  the  globe's  single  most  im- 
portant gold  entity.  But  "Harry  O" 
owes  the  warm  welcome  accorded  by 
Western  heads  of  state  to  his  distaste 
for  apartheid  and  generous  support  of 
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Honey,  are  you  thviking  about  tfje  office?' 


o 
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South  Africa's  opposition  parties. 

Ironically,  it  is  rival  Consolidated 
Gold  Fields  that  has  managed  to  por- 
tray itself  as  "the  good  angel  of  the 
anti-apartheid  struggle,"  laments  one 
activist.  Last  year  some  5,000  workers 
in  its  Namibian  mines  were  dis- 
missed after  they  went  on  strike  for 
better  pay  and  conditions;  nearly  half, 
mostly  union  activists,  were  never  re- 
hired. By  contrast,  in  South  Africa 
Anglo  encouraged  the  fledgling  black 
National  Union  of  Mineworkers. 

— John  Barnes, 
U.S.  News  et>  World  Report 


We  can  do  no  great  things; 
only  small  things 
with  great  love. 

—UaOner  Teresa,  in  AU  I  Really  Heed 

To  Know  I  Learned  in  Kindergarten, 

by  Robert  Fnlgtaum 


"God,"  I  Thought 

I  ate  the  chips,  not  stuffing  them 
rapidly  down  my  craw  with  both 
hands  as  I  usually  do,  but  slowly 
munching  them  one  by  one,  allowing 
myself  to  savor  the  unique  texture 
and  listening  to  my  individual  teeth 
crunching  them  sensuously  to  pulp. 
Being,  at  that  time,  a  driven,  over- 
stressed,  Type-A  personality,  I  had 
never  before  allowed  myself  to  stop 
and  actually  taste  my  food.  It  was  a 
staggering  revelation.  "God,"  I 
thought,  "this  stuff  is  terrible." 

— Lewis  Grossberger,  Details 

Real  Impact 

Common   sense   tells   me   that   if 
what's  in  (polluted  air)  can  kill  plants, 
corrode  metal  and  destroy  marble,  it's 
probably  not  good  for  you.  If  you  tell 
someone  the  fog  he's  breathing  is  bat- 
tery-acid level,  which  we've  observed 
here  in  Los  Angeles,  he'll  understand. 
— Larry  L.  Berg,  member  of  the  board 
of  the  Air  Quality  Management 
District  of  California's  South  Coast, 
in  the  New  York  Times  Magazine 

Btot  Right 

where  does  Dick  Cavett  go  when 
he  goes  out  at  night?  "Japanese  restau- 
rants because  I'm  learning  the  lan- 
guage. The  other  day  I  asked  for  an 
enema  instead  of  the  check.  'Con- 
CHO'  is  enema.  'CONjo'  is  check. 
Thank  God  this  particular  sukiyaki 
joint  didn't  believe  the  customer  is 
always  right." 

— Cindy  Adams,  New  York  Post 


FORBES,  SEPTEMBER  18,  1989 


m 


I  acquired  the  painting  of  my  dreams. 
Only  to  discover  it  was  a  brilliant  forgery 


I  bought  stocks  like  they  were  going  out  of  style. 

And  they  w^ere. 


I  married  for  love. 
Then  found  I  was  being  married  for  money 


1  bought  myself  a  Waterman. 


There  are  some  decisions  one  never  lives  to  regret. 


/4«5  write.  A  Waterman  pen  expresses.  For  more  than  a  century,  this  distinction  has  remained  constant.  The 
:reation  shown  here,  for  example,  has  been  crafted  from  sterling  silver,  painstakingly  tooled  and  balanced  to  absolute  precision. 
Those  who  desire  such  an  instrument  of  expression  f)  will  find  Waterman  pens  in  a  breadth  of  styles,  prices  and  lacquers. 


'on  fS  I 

m 


'ATERMAN 


-  PARIS - 


0/9*9  Waterman  Pea  Company 


175  foreign  countries 
arenl  that  foreiw^  to  us 

^^    ^  T_    D I._l- i- 


In  Bangkok,  our  drivers 
ride  scooters  to  speed  your 
packages  through  the  wors 
traffic  jams  in  the  Far  East. 

While  in\fenice,  certair 
addresses  reachable  only  vi 
canal  are  served  by  custom 
built  UPS  gondolas. 

No  one  said  it  would  b 
easy  to  build  a  global  deliver 
system  that  meets  UPS  stan 
dards  for  reliability  in  175 
countries  and  territories.  Bu 
that's  just  what  we've  done 

With  our  Electronic  Cui 
toms  Pre-Alert  to  hurry  yot 
delivery  across  international 
borders.  Computerized  tradi 
ing  along  the  way.  And  price 
that  must  make  competitors 
wonder  how  on  earth  we  do  i, 

Suffice  to  say  that 
it's  a  little  bit  easier 
when  you  know  your 
way  around. 

ySk  run  the  tightest  ship  i 
the  shipping  business. 
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Fact  and  Comment  11 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


THE  NEXT  FEW  TEARS  WILL  BE  THE  MOST  MOMENTOUS 


for  Europe  since  the  1930s  and  1940s. 

It  is  fitting  that  the  fiftieth  anniversary  of  the  start  of 
the  Second  World  War  should  be  marked  by  the  acces- 
sion of  an  authentic  Polish  regime.  The  German  invasion 
half  a  century  ago  began  a  nightmare  for  Poland  that  may 
only  now  be  lifting. 

The  consequences  of  a  noncommunist-controlled  gov- 
ernment in  Warsaw  are  incalculable. 
Even  if  Solidarity  carmot  cope  with 
the  nation's  bleak  economic  crisis, 
there  is  no  way  people  will  look  back 
to  commimism  as  an  answer. 

True,  Communists  will  maintain 
control  of  the  army  and  police.  But 
given  how  discredited  the  Party  is, 
only   massive   military   assistance 


Berlin   to   save   their   German   satellite   from   collapse. 
Unless  the  East  Germans  build  one  around  their  country 
of  Chinese  proportions  (which  they  probably  could  not 
afford),  they  are  going  to  hemorrhage  again:  Thousands 
are  now  fleeing  via  Poland  and  Hungary  and  thence  to 
Austria  and  the  West. 
These  tremors  are  not  leaving  the  Soviet  Union  un- 
shaken.      Kremlin       reactionaries 
must  be  wondering  how  all  this 
cannot  but  lead  to  the  unraveling 
of  their  East  European  empire,  not 
to  mention  the  Soviet  Union  itself. 
Their   desire   to   down   Gorbachev 
grows.  Gorbachev  is  riding  a  tiger. 
Can  he  stay  on  it?  Even  if  he  does, 
East  Germans  txive  found  another  way  out      where  is  the  tiger  going? 


from  the  Soviets  could  restore  it  to  power.  Further, 
SoUdarity  takes  the  critical  Foreign  Ministry  post,  which 
controls  the  issuance  of  visas  into  and  out  of  the 
country.  With  restrictions  removed  on  the  flow  of 
people,  combined  with  a  free  press,  Poland  will  be  light- 
years  away,  politically,  from  the  traditional  Soviet  satel- 
lite. Other  East  European  countries  will  not  be  far  behind 
in  demanding  similar  conditions. 

Just  as  astonishing,  the  increasingly  open  borders  in 
Poland  and  in  Hungary  are,  in  effect,  making  porous  the 
Berlin  Wall,  which  was  erected  to  staunch  a  crippling 
hemorrhage  of  people  from  East  Germany  nearly  30 
years  ago.  Some  experts  believe  if  the  structure  had  not 
been  built,  the  Soviets  would  have  had  to  occupy  West 


But  the  U.S.  cannot  sit  back  complacently.  The  winds 
of  change  are  blowing  in  Western  Europe,  too,  particular- 
ly in  West  Germany.  There,  a  combination  of  resurgent 
nationalism  and  antinuclear  sentiment  could  lead  to  the 
disintegration  of  the  principal  instrument  that  preserved 
Western  freedom  for  40  years — nato.  Removal  of  all 
nuclear  weapons  from  Germany  would  destroy  nato's 
military  credibility.  Gorbachev  has  been  working  over- 
time to  encourage  public  opinion  in  the  Federal  Republic 
to  demand  that  the  U.S.  take  out  all  its  nukes.  Chancel- 
lor Kohl  may  well  lose  the  late- 1990  national  elections 
to  a  coalition  hostile  to  nato. 

The  consequences  of  a  neutralist  Germany  would  be 
devastating  for  Europe  and  the  world. 


RIGHT  MAN 


President  Bush's  choice  of  Richard  Breeden 
to  head  the  sec  is  an  inspired  one. 

This  writer  first  met  him  over  a  year  ago  at 
Bush  headquarters  in  Washington.  One  of 
the  major  topics  we  discussed  was  the  s&x 
crisis.  He  was  obviously  very  well  informed 
about  that  scene,  including  the  role  Wash- 
ington politics  played  in  expanding  the  prob- 
lem. He  made  it  clear  that  the  Bush  Admin- 


istration was  not  going  to  duck  this  one. 

Breeden  has  everything  one  would  want 
in  an  sec  chief:  ability,  energy,  knowledge 
(he  worked  on  Wall  Street  for  several  years), 
political  savvy  and  a  strong  free-market 
philosophy. 

He  will  give  the  agency  a  sense  of  direc- 
tion— a  constructive  one — that  has  been 
sorely  lacking  in  recent  years. 
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ant  must  guide  the  forces  of  change... 

—  John  W.  Teets,  Chairman 


fty  a  cocv  c!  Greytxxjnd^ 

'  ■' '  '  ^'>1,  write  to 


The  Greyhound  Corporation  has  been  recast.  From 
the  crucible  of  change  has  emerged  a  new  Greyhound, 
tempered  for  strength  and  reshaped  for  the  future 

The  lOb  of  management  always  has  been  to  see  the 
ccnrif  lany  i  .ot  as  it  is.  but  as  it  can  grow  to  be  The  new 
Greyhound  '3  the  result  of  this  vision,  built  through  a  five- 
year  restr  .-fijring  p-'ogram. 

Hare,    loices  were  faced,  tough  decisions  were 
made.  Sutsidianes  with  annual  sales  of  $3  billion, 


including  the  company's  nationwide  bus  line,  were 
divested  At  the  same  time,  new  businesses  with  ex 
cellent  growth  and  profit  potential  were  established 
or  acquired 

For  example,  Purex  household  and  laundry  pre 
ucts  were  added  to  the  personal  care  and  package 
foods  brands  of  Greyhound's  Dial  Corporation.  Pner 
Cruise  Lines,  the  official  cruise  line  of  Wait  Disney 
V\forld,  was  launched  Dobbs  food  service  for  air 


avelers  was  acquired,  complementing  Greyhound's 
<isting  airport  and  food  service  businesses.  General 
■otors'  RTS  transit  bus  manufacturing  and  parts  opera- 
^n  was  purchased  to  expand  Greyhound's  top-ranked 
tercity  coach-building  business. 

Today  Greyhound's  four  business  segments  — 
)psumer  products,  services,  transportation  manufac- 
nng  and  financial  —  produce  revenues  at  a  $3  billion 
inual  rate. 


With  the  restructuring  of  Greyhound's  core  busi- 
nesses completed,  management  is  concentrating  on 
further  improvement  of  operating  returns.  Change  is 
inevitable,  and  management  must  guide  the  forces 
of  change  to  create  value  for  shareholders. 

At  Greyhound,  we  believe  in  renewing  the  com- 
pany day  by  day 

The  Greyhound  Corporation    <^^^^^^^^, 
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THAT      BRITISH      AEROSPACE      COMPANIES 
PERFOnMANCE    -     IN    SPACE.    IN    THE 
I  ^OUNO   AND    UNDER    WATER 

■"■"^    ■         ACROePACE  TAKES 


-    IN   STRATEGIC   PLANNING,   IN   COST   REDUCTION.   IN   MARKETING. 
IN  MAKING  THE  BEST  USE  OF  HUMAN  RESOURCES. 

WHICH      EXPLAINS      WHY     ONE     OF     THE     WORLDS     GREATEST 
MANUFACTURING     COMPANIES     IS    ALSO    ONE     OF    THE     WORLD'S 


INESS       PERFORMANCE  BEST- PERFORMING  BUSINESSES. 


British  Aerospace  pic,  11  Strand,  London. 


Commentary 

on  Events  at  Home  and  Abroad 

By  Caspar  W  Weinberger,  Publisher 


A  SLIM  HOPE  FOR  FREEDOM  IN  NICARAGUA 


America  is  tired  of  the  Sandinistas,  Nicaragua  and  the 
Contras.  Pubhc  opinion  has  never  really  supported  the 
Contra  effort,  despite  the  Reagan  Administration's  best 
efforts  to  demonstrate  that,  without  our  support  for  the 
Contras,  it  was  virtually  certain  that  we  would  have  another 
Cuba  in  our  hemisphere,  this  one  on  the  mainland  itself. 

Now  the  best,  indeed,  the  only  real  hope  of  preventing 
that  eventuality,  the  15,000-man  Contra  army,  is  about  to 
be  disbanded  in  return  for  another  of  the  Sandinistas'  prob- 
ably empty  promises  to  hold  "fair"  elections  in  February. 

Early  in  1981  it  was  painfully  apparent  that  the  Sandinis- 
tas were  no  better  than  the  Somoza  government  they 
ousted.  That  is,  it  was  apparent  to 
anyone  who  tried  to  exercise  elemen- 
tary rights  of  free  speech,  free  press  or 
freedom  of  personal  action  in  Nicara- 
gua, because  the  Sandinista  govern- 
ment ruthlessly  suppressed  the  exer- 
cise of  such  rights  with  a  viciousness 
equal  to  its  predecessors'. 

The  Nicaraguans  who  refused  to 


ne  end  oftfje  engagement? 
accept  this  violation  of  their  rights  and  of  Sandinista 
promises  formed  the  core  of  the  Contra  army,  volunteers 
who  trained  and  prepared  themselves  with  the  cooperation 
of  their  neighbor  Honduras  and  with,  at  the  outset,  finan- 
cial aid  from  us. 

But  we  were  never  able  to  give  the  type  of  sustained 
support  required  by  any  small  group  fighting  a  far  larger  foe 
that  was  fully  supported  by  the  Soviet  Union  and  Cuba. 
Two  things  prevented  that:  the  implacable  opposition  of 
former  Speaker  Tip  O'Neill,  and  the  Administration's 
inability  to  persuade  the  American  public  of  the  dangers  of 
another  Cuba  on  the  mainland. 

In  part  this  was  due  to  clever  propaganda  that  played  on 
fears  of  "another  Vietnam";  and,  at  the  end,  to  the  stupid- 
ity of  Robert  McFarlane,  the  National  Security  Adviser, 
who  was  largely  responsible  for  both  the  sale  of  arms  to 
Iran  and  the  diversion  of  the  "profits"  to  the  Contras  in 
violation  of  the  congressional  refusal  to  fund  the  Contras. 
There  were  other  factors,  including  the  divided  leadership 
of  the  opposition  to  the  Sandinistas;  the  success  of  Soviet 


propaganda  in  Europe,  which  frightened  those  who  always 
tried  to  eliminate  Soviet  opposition  to  anything;  and  the 
quite  unwarranted  willingness,  indeed  gullibility,  of  for- 
mer Speaker  James  Wright  and  President  Arias  of  Costa 
Rica  to  accept  without  question  or  guarantees  more  of  the 
false  promises  of  the  Sandinistas,  a  great  many  of  which 
were  immediately  violated. 

As  long  as  we  were  allowed  to  support  the  Contra  army, 
it  did  quite  well.  It  operated  without  serious  hindrance 
inside  Nicaragua  for  years  and  gained  substantial  support 
from  people  in  widely  scattered  areas  of  the  country.  The 
Sandinistas  never  defeated  the  Contras  in  the  field,  despite 
the  huge  volume  of  military  support 
the  Soviets  poured  out  to  Nicaragua. 
Now,  however,  with  our  support, 
but  not  that  of  the  Soviets,  cut  off, 
the  cause  of  freedom  for  the  individ- 
ual in  Nicaragua  seems  lost.  The 
ridiculous  nature  of  the  "plan"  ac- 
cepted by  the  five  presidents  and 
hailed  by  the  pereimial  congressional 
opponents  here  is  demonstrated  by  the  fact  that  the  agree- 
ment calls  for  immediate  demobilization  of  the  Contra 
army  in  return  for  the  promised  fair  election,  with  no 
penalties  for  more  of  the  familiar  broken  promises. 

That  leaves  only  the  hope  that  there  will  be  a  fair 
election  and  that  a  vigorous  opposition  leader,  such  as 
Mrs.  Violetta  Chamorro,  whose  family  owms  the  respected 
but  on-again,  off-again  Sandinista-suppressed  newspaper 
La  Prensa,  will  be  allowed  to  win.  The  most  likely  out- 
come, however,  is  that  by  next  February,  President  Ortega 
will  find  some  pretext  for  canceling  the  election,  or  he  will 
have  arranged  for  his  own  election  by  one  of  the  90%  -plus 
majorities  usual  in  such  situations. 

Then,  when  the  new  Soviet  base  in  Latin  America  is  used 
against  us,  as  in  Cuba,  many  will  wonder  why  we  allowed 
this  to  happen,  when  a  small  amount  of  continued,  assured 
aid  to  the  very  good  Contra  army  could  have  prevented  it 
and  also  eliminated  the  need  for  us  to  deal  with  50,000  and 
more  Nicaraguans  who  chose  to  come  to  the  United  States 


rather  than  try  to  live  under  the  Sandinistas. 
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HOW  WE  LEARNED 
TO  PAINT  CARS. 


Let's  go  back  to  the  beginning. 

There  are  certain  trees  which  grow  in  Africa 
and  Asia  and  they  are  called  urushi  trees. 
Urushi  means  lacquer.  The  best  lacquer  trees 
grow  in  Japan.  The  sap  is  harvested  in  the  way 
they  harvest  maple  syrup  in  Vermont. 

Lacquer  coating— that  is,  the  craft  of  painting, 
gilding  or  applying  a  surface  finish  to  some- 
thing like  a  bowl,  a  platter,  or  a  fountain  pen  is 
an  old  and  honorable  job. 

In  the  Japanese  assembly  plants,  where  the 
Infiniti  cars  are  built  and  painted,  the  men  who 
work  in  the  painting  area  (and  they  are  mostly 
men,  for  this  is  an  art  passed  along  from  father 
to  son)  are  among  the  highest  paid. 

For  the  ancient  lacquer  painter,  and  for  the 
Infiniti  car  painter,  the  enemy  is  dust.  If  a  car 
>  the  p3Jnt  room  with  a  speck  of  dust  in 
the  painted  "urface— no  matter  if  that  speck  is 
so  minute  that  you  or  i  would  miss  it  without  a 
microscope— the  car  is  rtnumed. 


Another  enemy  is  time. 

Because  time  takes  its  toll  on  the  painted  sur- 
faces of  an  automobile  (as  you  see  in  the  pic- 
tures) the  painted  surfaces  of  an  Infiniti  are 
coated  and  baked  at  least  three  times.  The  sur- 
faces are  so  durable  that  an  Infiniti  car  will 
maintain  its  'wet'  look  for  years. 

This  painting  tells  a  lot  about  the  people  who 
make  Infiniti  cars;  the  pride  they  take  in  prac- 
ticing their  fathers'  and  their  grandfathers'  art 

And,  of  course,  it  carries  through— to  the  peo- 
ple who  make  the  doorhandles,  the  switches, 
the  engine  parts,  who  turn  the  bolts,  fasten  the 
latches  and,  finally,  to  the  people  who  sell  and 
service  Infiniti  cars. 

And  that's  why,  in  Japan,  a  paint  job  is  truly 
more  than  a  paint  job. 

If  you'd  like  the  name  of  the  Infiniti  dealer 
nearest  you,  call  1-800-826-6500. 

Thank  you. 
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■■' wheels  of  indus;; 

u  ■..;.;.  jicsedaystakei  ,i!ok 
;han  capital-it  also  ukes  a  steady 
tiow  of  ideas  for  putdng  liial  capi- 
tal 10  best  use.That  s  ^vhy  hundreds 
of  companies  whose  business  runs 
on  wheels  have  turned  to  GE  Capi- 
tal for  financial  services. 

One  of  our  capital  ideas  paired 
the  fast-growing  East  and  Wt-st 
coast  business  of  PenskeTruck 
Leasing  with  the  strengths  of  our 
leasing  operations  in  the  country  s 


interior. This  synerg\  built  a 
nationwide  joint  venture  that  has 
over  55,000  \ehicles  on  the  roll. 

Capital  ideas  are  keeping  Amer- 
ica's railcars  on  the  right  track, 
too-customers  lea^ng  rolling 
stock  from  GE  Capital  Railcar 
Services  are  spared  not  only  the 
capital  invesmient,but  also  main- 
tenance worries. 

Our  vehicle  fleet  management 
expertise  gave  us  the  capital  idea 
to  offer  our  corporate  fleet  man- 


ager customers -whether  they 
lease,  own  or  reimburse-a  range 
of  value-added  services:  from  fuel 
purchasing  and  accident  claim 
management  to  streamlined 
employee  expense  reimbursement 
control. 

And  new  car  dealers  are  growing 
their  businesses  in  a  dozen  states, 
helped  by  Capital  ideas  for  inven- 
tory financing,  working  capital  and 
real  estate  k)ans,  and  acquisition 
funding  to  add  new  dealerships. 


Whether  or  not  your  business 
depends  on  wheels,  chances  are 
GE  Capital  has  a  truckload  of 
ideas  for  helping  you  keep  it  in 
the  fast  lane. 

Just  call  us  at  our  toll-free 
number:  1800  243-2222. 

That's  all  it  takes  to  get  the  ball 
rolling 

Not  Just  Coital 
Genital  Meas. 


Coital  Ideas 
get  rolling 
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What^s  Ahead  for  Business 


Edited  by  Howard  Banks 


The  deficit 

slims,  but 

more  slowly 


After  a  pause, 

export  orders 

are  rising  again 


But  will  we  be 

stuck  in  the  mud 

next  year? 


THE  NEWS  ON  TRADE  REMAINS  MIXED 

If  you're  worried  about  the  trade  deficit,  cheer  cautiously  over 
the  latest  trade  numbers,  which  show  a  continued  improvement  in 
reducing  the  merchandise-goods  trade  deficit  in  the  second  quarter. 

Exports,  now  at  record  levels,  continue  to  grow.  Noniarm  merchandise 
exports  grew  10%  in  inflation-adjusted  terms  in  the  first  half.  This  is 
good,  but  less  good  than  the  20%  or  so  improvement  in  real  exports 
between  October  1987  and  May  1988,  which  resulted  from  the  decline 
in  the  dollar  that  began  in  1985. 

Imports,  also  at  record  levels,  continue  to  grow,  too,  though  at  a  much 
slower  pace  (3%  in  real  terms  in  the  first  half  of  this  year). 

So,  the  trade  deficit  continues  to  slim,  though  less  dramatically.  On  a 
balance  of  payments  basis  (which  adjusts  for  some  military  agency 
transactions,  nonmonetary  gold  and  some  transportation  costs),  the 
merchandise-goods  deficit  (in  1982  dollars)  in  the  first  half  of  this  year 
was  running  at  an  annual  rate  of  $105.5  billion,  down  from  $124.4 
billion  in  1988  and  $152.1  billion  in  1987. 

Encouraging  news  comes  from  the  August  purchasing  managers' 
survey.  Report  on  Business.  It  repeats  the  small  uptick  in  the  July 
survey's  index  on  export  orders,  which  reversed  months  of  decline. 

It  was  the  purchasing  managers'  survey  that  first  correctly  predicted  in 
the  fall  of  1988  that  the  U.S.  export  boom  was  slowing. 

It  is  trade  in  capital  goods — machine  tools,  construction  equipment,  as 
well  as  computers  and  peripherals — that  is  providing  the  strongest 
export  growth.  This  is  a  worldwide  happening  and  one  outcome  is  that 
U.S.  imports  of  capital  goods  are  also  up. 

Moreover,  the  U.S.'  trade  imbalances  with  Asia's  four  tigers  (South 
Korea,  Taiwan,  Hong  Kong  and  Singapore)  appear  to  be  moderating. 
These  four  account  for  about  one-quarter  of  the  U.S.  trade  deficit. 

In  addition,  the  current  account  has  been  cut  (by  a  net  $9  billion  in 
1988)  by  Commerce  Department  revisions  to  correct  undercounting  of 
spending  in  the  U.S.  by  foreign  tourists  and  students,  and  by  foreign 
companies  on  professional  services  like  insurance  and  data  processing. 

All  is  not  universally  rosy,  however,  on  the  trade  front.  Oil  prices 
are  up  and  imports  are  rising,  adding  $7  billion  more  to  this  year's  U.S. 
import  bill.  Farm  exports  are  stagnant.  And  the  auto  deficit  (cars  and 
parts)  is  rising  strongly,  especially  with  Japan,  whose  overall  surplus 
with  the  U.S.  is  growing  again  despite  a  stronger  yen. 

Government  economists  are  just  starting  to  project  trade  prospects  for 
1990.  As  one  put  it,  unless  something  major  comes  up,  "the  odds  are 
that  we  will  be  stuck  in  the  mud  or  even  getting  a  bit  worse." 

When  he  talks  of  something  major  he  means  either  a  recession  or 
another  sharp  decline  in  the  dollar.  Since  the  Federal  Reserve  is 
unlikely  to  bring  on  either  of  these  nasty  happenings,  the  prospects  are 
for  a  painfully  slow  easing  of  the  trade  deficit  from  here  on. 
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Signs  of  a  slump.  The  Forbes  Index  has  been  falUng  since 
March,  and  prehminary  results  indicate  that  the  Index  fell 
another  0. 1  %  in  July.  New  unemployment  claims  jumped 
over  1%  in  July,  to  339,100,  the  highest  level  since  Janu- 
ary 1988.  New  housing  starts  fell  8%  in  July,  the  first 
decline  in  six  months.  Slackening  auto  and  machinery 


demand  was  in  large  measure  responsible  for  the  1.9% 
drop  in  manufacturers'  new  orders  in  July. 

There  are  a  few  bright  spots  in  the  economy.  July  retail 
sales  were  up  2%.  Industrial  production  eked  out  a  0.2% 
gain  in  July.  Thanks  to  soft  energy  and  apparel  prices,  the 
overall  Consumer  Price  Index  rose  only  0.2%  in  July. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  ol  US  economic  activiiy 
composed  o(  eight  equally  weighted  elements  Toul  in- 
dustnal  prtxluction,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  mcome,  toul  consumer 
installmeni  credit 

To  measure  these  eight  elements.  Forbes  monitors  ten 
series  of  US  government  data  The  last  14  months'  data 
for  each  senes  are  presented  at  nght 
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ONE  THIRD  IS  COVERED  BY 

LAND,  TWO  THIRDS  BY  WATER, 

AND  ALL  OF  IT  BY  CIGNA. 


The  world's  a  big  place.  196,951000  square 
niles  to  be  exact. 

And  if  you're  an  international  business  buying 
isurance  country  by  country,  it  can  seem  even 
digger. 

Dealing  with  other  custonns,  policies  and  pecu- 
arities  can  be  more  than  just  complicated. 
\  can  leave  you  unsure  of  your  coverage.  If  not 
completely  uncovered. 

Thus  the  need  for  comprehensive  global  cov- 
erage. The  kind  of  coverage  that  the  CIGNA 
companies  can  provide. 

As  a  truly  global  organization,CIGNA  companies 
Dffer  a  wide  range  of  property  and  casualty 
nsurance  all  around  the  world.  On  both  land  and 
voter.  With  local  operations  in  nearly  80  countries, 
9d  by  experienced  representatives  who  know 


local  customs  inside  and  out. 

Our  global  coverage  con  also  help  eliminate 
overlapping  policies  and  gaps  in  protection. 

What's  more,  we  have  a  network  of  loss  control 
specialists  to  help  you  prevent  accidents. 

As  well  as  a  worldwide  claims-handling  system 
that  can  process  claims  quickly  should  any 
accidents  occur. 

And  with  over  48,000  employees  worldwide 
and  almost  200  years  of  global  experience,  few 
companies  can  match  our  strength. 

To  learn  more  about  our  worldwide  property 
and  casualty  coverages,  write  CIGNA  Companies, 
Dept.  R8,  1600  Arch  Street, 
Philadelphia,  PA  19103. 

And  find  out  just  how  small 
the  world  can  be. 


Forbes 


Ivan  Boesky  may  have  been  a  piker  when  it  comes 
to  insider  trading.  Or  were  these  Swiss . . . 


Just  smart 
stock  pickers? 


By  Richard  L.  Stem 
with  Claire  Po<rie 


IF  THEY  haven't  ALREADY  donC  SO, 
authorities  in  Zurich  will  shortly 
subpoena  a  Swiss  bank  for  infor- 
mation about  insider  trading  on  a 
scale  that  makes  Ivan  Boesky  look 
both  petty  and  timid.  Armed  with  m- 
formation  from  the  U.S.  Securities  & 
Exchange  Commission,  the  Swiss 
cops  want  information  about  trading 
in  takeover  stocks  by  Ellis  A.G.,  a 
Zurich-based  brokerage. 

We're  talkmg  about  big  money.  Ille- 
gal profits  of  $50  million  to  $100  mil- 
lion are  allegedly  involved — maybe 
twice  the  amount  that  put  Dennis 
Lcvine  and  Ivan  Boesky  behind  bars 
when  they  were  caught  in  1986. 

Congressional  investigators  put  to- 
gether a  random  list  of  54  takeover 
situations  for  the  first  half  of  the  de- 
cade. They  found  that  the  Swiss  bro- 
kerage firm's  accounts  traded  in  53  of 
them.  (Lcvine  only  managed  to  get 
himself  in  24  from  the  same  list,  and 
Boesky  in  at  least  17.) 

These  Swiss  accounts  were  appar- 
er.'lv  in  on  many  of  the  biggest  plays 
of  the  early  1980s,  including  Amax, 
BendiX,  Dean  Witter,  Crown  Zellcr- 
bach,  Marathon  Oil  and  Saul  Stein- 
berg's failed  attempt  at  Disney. 
Documents   reviewed    by    Forbes 
how   that   even   after   the   sec   an- 
■.  'need  in  1984  it  was  on  Ellis'  tail, 
ontinued  at  least  through  early 
■  '     •  —  i.ikeovcrs  and  made 
IS  doing  so. 


What  is  Ellis  A.G.?  It  is  a  large  Zu- 
rich brokerage  house  owned  by  two 
Swiss,  Claude  Dreifuss  and  George 
Dreyfuss  (who  are  not  related). 

When  Congress  reconvenes  this 
month,  U.S.  Representative  John  Din- 


gell's  (D-Mich.)  House  Subcommit- 
tee on  Oversight  &  Investigations, 
which  oversees  the  sec,  plans  public 
hearings  on  Ellis'  trading.  Among  oth- 
er things,  the  hearings  will  focus  on 
how  easy  it  is,  despite  recent  antise- 


How  to  set  up  a  secret  international 
stock  trading  network 


It's  hardly  a  problem  for  a  trader  to  shield  his  identity  from  U.S. 
authorities  by  establishing  a  multilayered  global  operation. 


Mars  Universal  (Panama)  Inc.  with 
three  Panamanian  officers  is  incor- 
porated in  Panama.  U.S.  authorities 
so  far  are  unable  to  discover  who  is 
behind  the  corporation. 


Mars'  profits  are  transmitted  by 
check  or  wire  from  New  York,  per 
George  Dreyfuss'  instructions,  to 
various  accounts  in  Liechtenstein 
and  Switzerland. 


But  Mars'  Panamanian  officers  em- 
power Zurich-based  brokerage  Ellis 
A.G.'s  principals,  Claude  Dreifuss 
and  George  Dreyfuss,  to  trade  secu- 
rities for  Mars. 


Dominick  &.  Dominick  Toronto 
forwards  trades  to  its  offices  in  New 
York,  where  they  are  executed  on 
the  New  York  Stock  Exchange. 


George  Dreyfuss  and  Claude  Drei- 
fuss open  a  Mars  trading  account  in 
the  Basel,  Switzerland  office  of  New 
York-based  U.S.  brokerage  firm 
Dominick  &  Dominick. 


i 


Basel-based  Dominick  broker  Al- 
bert Dreyfuss,  who  is  George's 
brother,  trades  through  Dominick's 
Toronto  office,  further  complicating 
the  paper  trail. 
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j  crecy  treaties  with  countries  like 
i  Switzerland,  to  set  up  an  internation- 
al trading  maze  that  is  virtually  im- 
possible for  U.S.  authorities  to  follow. 

Until  1984  or  so,  as  has  been  report- 
ed, Ellis  traded  stocks  in  the  U.S. 
through  at  least  27  accounts  in  its 
own  name  at  such  firms  as  Merrill 
Lynch,  Goldman,  Sachs,  Bear,  Steams 
and  old-line  New  York  Big  Board 
member  Dominick  &.  Dominick. 

According  to  investigators,  every 
one  of  these  brokerage  firms  failed  to 
report  Ellis'  apparent  prescience  in 
buying  stocks  just  before  a  takeover 
announcement  came  out.  Yet  con- 
gressional investigators  picked  up  the 
trading  patterns  after  subpoenaing 
New  York  Stock  Exchange  records  in 
1987.  By  the  time  they  had  picked  up 
the  scent,  Ellis  had  already  begun 
trading  in  at  least  two  other  names.  In 
March  1985,  for  instance,  Dreifuss 
opened  two  trading  accounts  with 
Dominick  &  Dominick's  Basel  office. 
The  accounts  were  in  the  name  of  two 
corporations  registered  in  Panama — 
Mars  Universal  Corp.  and  Loraine  Fi- 
nance &  Trade  Inc. 

Dominick  &.  Dominick,  like  all 
brokerage  firms,  is  supposed  to  report 
unusual  or  potentially  illegal  trading 
activity  to  the  New  York  Stock  Ex- 
change and  the  sec.  But  it  seems  not 
to  have  noticed  Ellis'  remarkable  abil- 
ity to  pinpoint  future  takeover  tar- 
gets. Here  is  something  else  the  regu- 
lators are  looking  into:  Instead  of 
sending  orders  directly  to  New  York, 
Dominick's  Basel  office  shunted  Ellis' 
business  through  its  Toronto  branch 
and  then  to  New  York  for  execution 
on  the  New  York  Stock  Exchange. 

Also  significant  is  that  the  broker 
for  Ellis  at  Dominick-Basel  was 
George  Dreyfuss'  brother,  Albert. 
Profits,  via  wire  and  checks,  went  to 
Swiss  and  Liechtenstein  banks. 

What  does  Dominick  have  to  say? 
Its  president,  Peter  Kennedy  UI,  was 
on  vacation  and  his  brother  Paul,  ex- 
ecutive vice  president,  didn't  return 
Forbes'  calls. 

Albert  Dreyfuss  resigned  from 
Dominick  in  December  1988,  after 
refusing  to  appear  at  a  meeting  ar- 
ranged in  Bermuda  with  congressio- 
nal investigators.  He  told  Forbes  he 
couldn't  talk  about  Ellis,  citing  Swiss 
secrecy  laws.  Dominick's  Basel 
branch  manager,  Werner  Ulrich, 
claims  he  never  heard  of  Mars  or  Lo- 
raine— although  they  clearly  were 
major  accounts.  Besides,  someone  ap- 
pears to  have  signed  the  name  Werner 
Ulrich  on  the  1985  new-account 
forms  for  Mars  and  Loraine. 

Mars  and  Loraine,  for  example, 
bought  30,000  shares  of  Burlington 
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Industries  beginning  in  late  March 
1987,  at  prices  as  low  as  46 'A.  On  Apr. 
8,  Burlington  was  reported  as  the  Big 
Board's  largest-percentage  gainer, 
closing  at  SSVi  with  news  that  Asher 
Edelman  and  Dominion  Textile 
owned  4.9%  of  the  stock.  Mars  and 
Loraine  sold  at  the  end  of  the  month 
at  prices  as  high  as  59 '/s.  The  two 
accounts  turned  almost  $400,000  in 
profits  within  a  month. 

Just  before  May  5,  1987,  when  Mar- 
vin Davis  made  a  run  on  Spectradyne, 
Mars  and  Loraine  bought  the  cable 
company's  stock,  and  they  sold  just 
before  Davis  called  off  his  attack  on 
May  15.  The  same  two  accounts 
cleared  $800,000. 

Much  of  the  evidence  so  far  is 
circumstantial  and  many  questions 
still  remain  unanswered.  Were  Drei- 
fuss and  Dreyfuss  trading  for  their 
own  accounts  or  for  others?  If  the 
latter,  for  whom? 

Dreifuss  and  Dreyfuss  deny  insider 
trading,  claiming  they  are  just  good 
stock  pickers.  "We  speak  with  bro- 
kers. We  speak  with  people  who  are 
trading.  We  follow  all  these  things," 
says  George  Dreyfuss. 

If  they  had  nothing  to  hide,  why  did 
the  Ellis  principals  trade  through  Pan- 
amanian corporations?  (The  chart  op- 
posite shows  how  they  did  it.)  George 
Dreyfuss  won't  comment,  telling 
Forbes  the  regulators  should  apolo- 
gize for  their  accusations. 


Federal  investigators  reportedly  are 
also  looking  for  a  link  between  Den- 
nis Levine  and  Ivan  Boesky  and  at 
least  some  of  Ellis'  trades.  The  link 
could  be  one  Alfred  Sarasin,  67,  senior 
partner  of  the  prestigious  private  bank 
Sarasin  &  Cie.  in  Basel,  former  presi- 
dent of  the  Swiss  Bankers  Association 
and  a  director  of  the  Swiss  Bank  Leu. 
Ellis,  in  fact,  once  belonged  to  the 
Sarasin  bank.  Dreyfuss  and  Dreifuss 
ran  it  for  Sarasin  for  many  years  be- 
fore buying  it  in  1984. 

What  has  Sarasin  to  do  with  Dennis 
Levine?  The  link  isn't  direct,  but  then 
few  links  are  in  this  convoluted  case. 
Bank  Leu's  Bahamian  branch — re- 
member Sarasin  is  a  director — han- 
dled Levine's  trading  account.  Report- 
edly, Levine's  stock  picks  were  well 
known  among  the  bank's  higher-ups. 
Sarasin  denies  any  connection  to  Le- 
vine or  the  Ellis  trades. 

With  the  new  Swiss  insider  trading 
law  passed  last  year  and  a  new  treaty 
that  allows  access  to  Swiss  accounts 
by  the  U.S.  government,  it  could  be 
that  investigators  finally  will  get  to 
the  bottom  of  the  Ellis  affair  or  at 
least  part  of  it. 

But  that  won't  necessarily  end  the 
game  of  illegal  insider  trading.  Swit- 
zerland as  a  haven  may  be  gone,  but 
places  like  Liechtenstein,  Curagao 
and  the  Jersey  Island  reportedly  have 
made  it  clear  they  aren't  about  to  cave 
in  like  the  Swiss.  ■ 


Not  by  politics  alone  do  you  bring  democ- 
racy and  free  enterprise  to  Poland.  You  do 
it  one  small  deal  at  a  time. 


The  man  who 
would  be  magnate 


By  Hattbew  Schifrin 


IN  Poland,  New  York  business- 
man Yehiel  Fromer  is  treated  like 
royalty.  He  stays  at  Warsaw's  fin- 
est hotels  and  dines  in  top  restau- 
rants. A  chauffeur  usually  drives  him 
to  business  meetings. 
Outside  Fromer's  branch  office  in 


Lodz,  about  an  hour's  drive  south  of 
Warsaw,  the  chiefs  of  major  Polish 
companies  wait  30  minutes  or  more 
for  the  chance  to  meet  with  him.  Eve- 
nings, back  in  Warsaw,  Fromer  dines 
at  the  home  of  a  well-respected  uni- 
versity professor,  or  perhaps  with  a 
senior  government  minister. 
Fromer's  royal  treatment  contrasts 
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Dennis  Chimberlin 


Boreas  lutenialioiuil  I'rcsiclent  )'ehk'l  I'ronicr  in  I'aldnd 

Tiny  trading  outfits  like  his  could  be  Poland's  free  market  messiah. 


sharply  with  his  business  realities. 
From  the  U.S.  he  runs  a  relatively 
insignificant  trading  outfit.  Known  as 
Boreas  International,  the  outfit  has 
been  operating  for  only  nine  months 
and  has  capital  of  less  than  $500,000. 
Its  New  York  headquarters  consists  of 
two  rooms  on  the  third  floor  of  a  mid- 
town  Manhattan  office  building. 
Trading  volume  this  year  will  be  a 
mere  $5  million. 

"Anything  from  America  is  like  the 
messiah  in  Poland,"  says  Fromcr, 
with  a  chuckle.  "Some  people  here 
think  General  Motors  is  a  subsidiary 
of  my  firm." 

Nobody  really  thinks  that,  but  peo- 
ple like  Fromcr  may  be  better 
equipped  for  helping  bring  Poland 
into  the  20th  century  than  giant  mul- 
tinationals. Fromcr,  42,  is  a  perma- 
ner.t  resident  of  the  U.S.  Bom  in  Israel 
of  Polish  descent,  he  studied  at  |erusa- 
lem  University  and  the  Harvard  Busi- 
ness School.  Fromcr  says  his  Polish 
adventure  was  partly  a  fluke.  In  1985 
Koor  industries,  the  huge  Israeli  con- 
:  sent  him  to  head  its  New 
ag  office.  Then  last  year  he 
land  to  trace  his  family 
iicr  perished  at 
the  Victoria  In- 


ter-Continental Hotel  in  Warsaw, 
Fromcr  looked  around  and  saw  dozens 
of  Western  European  and  Japanese 
businessmen  doing  deals.  Then  he 
visited  his  family's  hometown, 
Opoczno,  80  miles  south  of  Warsaw, 
and  found  an  abandoned  winery  with 
an  old  sign  bearing  his  family  name. 

Returning  to  New  York,  he  quit 
Koor  and  started  Boreas  International. 
Ever  since,  he  has  been  visiting  Po- 
land for  one  week  out  of  each  month, 
angling  for  deals. 

The  Poles'  respect  for  this  relatively 
obscure  dealmaker  reflects  that  na- 
tion's hunger  to  do  business  with 
Americans  and  with  the  outside 
world  in  general.  Fromcr  is  equally 
eager.  "What  happened  to  the  Far  East 
20  years  ago  is  going  to  happen  to 
Eastern  Europe  in  the  next  5  years," 
predicts  Fromer.  "In  such  an  environ- 
ment, little  fish  like  mc  can  survive 
better  than  General  Motors." 

Why  so?  Why  is  this  an  environ- 
ment best  suited  for  entrepreneurs 
rather  than  giant  corporations?  To  get 
a  feel  for  the  situation,  a  Forbes  re- 
porter spent  nearly  a  week  following 
Fromer  around  as  he  did  deals  in  Po- 
land. It  wasn't  a  relaxed  assignment. 

Keeping  up  with  all  of  Fromer's  Pol- 


ish deals  is  almost  impossible.  He  is 
negotiating  to  have  winter  coats  and 
bathrobes  manufactured  for  Sears, 
nearly  a  million  bath  towels  for  a 
large  California  distributor,  office  fur- 
niture for  the  Marmon  Group,  which 
is  owned  by  Chicago's  Pritzker  fam- 
ily. For  other  U.S.  buyers,  Fromer  is 
trying  to  get  Polish  factories  to  turn 
out  ties,  socks,  linen,  fedora  hats,  seat 
covers,  picture  frames,  oak  stereo  and 
computer  cabinets.  Smallish  deals, 
most  of  them,  but  they  add  up. 

Then  there  are  Fromer's  joint  ven- 
ture plans,  where  he  is  aiming  for  a 
slice  of  the  ownership.  These  include 
a  Nathan's  fast-food  franchise,  a  tow- 
el factory,  a  plant  that  would  make 
caster  wheels,  and  perhaps  a  Pierre 
Cardin  outlet  in  downtown  Lodz. 

To  cement  some  goodwill,  Fromer 
is  helping  the  University  of  Warsaw 
establish  an  executive  training  pro- 
gram to  teach  the  ways  of  the  West  to 
Eastern  European  managers.  Fromer's 
school  plan  already  has  a  number  of 
potential  backers,  including  the  la- 
eocca  Foundation  and  Eastman  Ko- 
dak, as  well  as  the  U.S.  government 
(sec  ho.x.  p.  44) 

What  Fromer  and  other  shrewd 
business  people  see  in  Poland  are  the 
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tremendous  opportunities  created  by 
the  sudden  opening  of  a  society  that 
has  been  shut  and  become  musty  for 
over  40  years.  The  changes  wrought 
under  Poland's  relaxed  foreign  invest- 
ment rules  are  staggering.  As  of  the 
end  of  last  year,  foreigners  can  invest 
in  any  company  in  Poland,  owming  as 
much  as  100%  if  they  choose.  Joint 
ventures  require  a  minimum  invest- 
ment of  only  $50,000.  Polish  compa- 
nies held  by  foreigners  are  exempt  for 
three  years  from  Poland's  corporate 
income  tax  (maximum  rate  40%). 
Any  dividends  paid  to  a  U.S.  investor 
are  subject  to  a  tax  of  only  5%.  Also, 
foreign-owned  factories  can  now  re- 
tain 85%  of  the  hard  currency  they 
take  in  from  exports. 

Perhaps  the  most  important  change 
in  Poland's  business  rules  allows  fac- 
tory managers  to  deal  directly  with 
foreigners  like  Fromer  instead  of 
working  through  a  government  agen- 
cy or  organization. 

Doing  business  anywhere  in  the 
world,  it  helps  to  have  good  connec- 
tions, hi  a  country  like  Poland,  emerg- 
ing from  the  socialist  dark  ages,  con- 
nections are  even  more  crucial.  In 
Lodz,  a  key  Fromer  connection  is  Ja- 
nusz  Wysocki,  chief  executive  of  the 
factory  where  Fromer's  branch  office 
is  situated.  Fromer  is  currently  dis- 
cussing a  possible  joint  venture  with 
Wysocki 's  plant  to  set  up  a  Pierre  Car- 
din  outlet,  hi  Lodz  designer  clothing 
is  even  rarer  than  in  Warsaw. 

By  Polish  standards,  Wysocki  is  a 
well-connected  and  privileged  person. 
He  is  a  government-approved  manag- 
er, or  nomenklatura.  Among  other  fa- 
vors, he  has  introduced  Fromer  to  the 
mayor  of  Lodz  and  to  a  high-ranking 
secretary  in  the  Communist  Party. 

The  relationship  works  both  ways. 
It  reflects  well  on  Wysocki  to  be  asso- 
ciated with  an  American  company. 
He  was  so  proud  of  the  connection 
that  while  Boreas'  Lodz  office  was  be- 
mg  renovated,  Wysocki  allowed 
Fromer  to  use  his  own  office  for  sever- 
al days. 

Kindnesses  must  be  repaid:  Fromer 
is  helping  Wysocki  export  auto  seat 
covers.  Also,  on  each  trip  from  the 
States,  Fromer  is  sure  to  bring  a  little 
something  extra  for  friends  and  con- 
tacts such  as  Wysocki — usually  a  can 
of  coffee  or  a  bottle  of  Johnnie  Walker 
Black  Label. 

It  was  through  Wysocki  that 
Fromer  was  able  to  get  telephone  and 
telex  lines  for  his  office  within  three 
weeks.  Seeing  the  way  the  wind  is 
blowing  in  Poland,  Wysocki  clearly 
hopes  to  cut  a  role  for  himself  in  a 
capitalist  future  by  learning  to  deal 
with  people  such  as  Fromer. 


Like  other  Poles,  Wysocki  is  well 
aware  that  even  privileged  people  like 
him  live  poorly  in  socialist  Poland, 
working  in  dimly  lit  offices  with  out- 
dated furniture  and  drab  carpets.  Of- 
fice supplies  are  in  such  short  supply 
that  Fromer  rarely  arrives  from  the 
U.S.  without  business  cards  for  his 
employees  or  some  piece  of  badly 
needed  computer  equipment. 

For  such  reasons,  hiring  Polish  em- 
ployees is  easy:  Most  Western  firms 
pay  skilled  Polish  employees  $200  a 
month  or  more,  about  eight  times 
what  they  could  earn  at  a  Polish  com- 
pany. The  problem  is  quality.  An  ad- 
vertisement in  a  Warsaw  paper  for  a 
chemical  trading  position  drew  doz- 
ens of  responses  for  Fromer.  Though 
most  applicants  threw  out  capitalist 
phrases — "I  know  the  American  sys- 
tem, time  is  money" — few  have  more 
than  the  foggiest  notion  about  West- 
em  business  practices.  Only  one  of 
the  seven  applicants  Fromer  inter- 
viewed in  August  came  with  a  re- 
sume; one  was  an  unqualified  elderly 


This  sort  of  ritual  and  Polish  eager- 
ness to  learn  cannot  overcome  certain 
glaring  problems:  Most  factories  are 
in  dire  need  of  capital  improvements. 
Boasted  one  executive  at  a  Polish  coat 
factory:  "Our  factory  is  new,  it  was 
built  after  the  war." 

Then  there  is  the  miserable  produc- 
tivity generated  by  decades  of  social- 
ism. Take  Wysocki's  factory,  built  in 
the  1970s  and  said  to  be  one  of  the 
more  profitable  textile  factories  in  Po- 
land. The  plant  employs  1,200  work- 
ers assigned  to  three  eight-hour  shifts. 
But  when  Forbes  visited  the  factory 
one  morning,  many  machines  were 
idle,  and  only  about  75  line  workers 
were  visible. 

Where  were  the  others?  A  manager 
explained  that  400  people  are  em- 
ployed in  biurokracja,  the  Polish  word 
for  administration — one  shuffling  pa- 
per for  every  two  assigned  to  the  pro- 
duction lines.  But  that's  only  part  of 
the  problem.  Most  of  the  workers 
simply  were  not  there,  even  though 
drawing  salaries. 


Dennis  Chamberlin 


Workers  at  a  textile  factoiy 

Can  Solidarity  break  the  pattern  of  low  wages  and.  low  productivity? 


pensioner  eager  to  earn  hard  currency; 
others  could  barely  speak  English. 

There  are  exceptions.  One  is  Fro- 
mer's textile  manager,  Beata  Pawel- 
czyk-Blasiak,  a  graduate  of  the  Uni- 
versity of  Lodz  who  formerly  did  for- 
eign deals  for  a  large  Polish  textile 
outfit  and  worked  for  a  Finnish  com- 
pany. For  a  salary  of  less  than  $350  a 
month,  she  acts  as  interpreter,  negoti- 
ator, secretary  and  occasionally  host- 
ess. After  meetings,  Beata  is  some- 
times required  to  serve  kanapka, 
small  sandwiches  made  of  salami  and 
salty  pork. 


Where  were  the  absentees?  At 
home  sleeping  off  hangovers,  or,  more 
likely,  standing  in  a  long  queue  some- 
where waiting  for  shoes  or  bread  or 
sausages. 

This  is  the  familiar  socialist  pat- 
tern: low  productivity  breeding  low 
real  wages,  and  low  real  wages  breed- 
ing low  productivity.  In  breaking  out 
of  this  frustrating  dilemma,  Fromer 
sees  big  problems  ahead  for  Solidarity. 
He  suspects  that  a  Solidarity-run  gov- 
ernment will  be  caught  in  the  middle, 
between  the  need  for  improving  eco- 
nomic efficiency  and  the  need  to  keep 
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orktr-s'jpporters  happy.  Raise 
wages,  and  the  government  both  feeds 
inflation  and  weakens  Poland's  abili- 
ty to  compete  Failure  to  raise  them, 
on  the  other  hand,  will  make  the  sup- 
porters unhappy.  Cutting  staff,  essen- 
tial if  Poland  is  to  increase  productivi- 
ty, will  throw  out  of  work  many  of  the 
very  people  who  helped  bring  Solidar- 
ity to  power. 

Fromer's  experience  shows  him 
that  labor  unions  do  not  make  good 
economic  managers.  He  knows  this 
well  from  his  experience  at  Koor  In- 
dustries, which  was  run  into  the 
ground  by  its  union  owners  (Forbes, 
July  11,  1988).  "It  doesn't  work,"  says 
Fromer.  "It's  like  deja  vu  to  me."  (For 
a  view  on  the  new  Polish  government, 
see  column,  p.  102.) 

The  frustrations  of  doing  business 
in  Poland  are  best  illustrated  by  a  cru- 
cial meeting  Fromer  arranged  for  a 


Lodz  factory  to  make  800,000  towels 
for  a  California-based  distributor.  The 
cost,  confirmed  earlier  to  Fromer  by 
telephone,  came  in  at  just  5%  below 
what  Chinese  factories  were  offering. 

Once  the  face-to-face  negotiations 
were  under  way,  Fromer  was  sur- 
prised by  an  uninvited  third  party — a 
representative  of  Textilimpex,  a  gov- 
ernment-sponsored trade  office  spe- 
cializing in  textiles.  When  the  meet- 
ing began,  the  Textilimpex  woman 
told  Fromer  the  factory's  price  to  him 
would  have  to  increase  by  20% . 

"Under  normal  conditions,  I  could 
have  gotten  on  a  conference  call  to  my 
buyers  and  negotiated  a  compromise, 
right  then  and  there,"  says  Fromer. 
But  in  Poland  a  simple  thing  like  a 
telephone  call  is  a  major  production. 
Getting  through  to  the  U.S.  can  take 
up  to  eight  hours.  So  Fromer  was 
forced  to  wait  until  he  returned  to  the 


U.S.  to  approach  his  buyers  and  try  to 
renegotiate  the  deal.  He  did  that  and 
then  telexed  Poland  from  his  New 
York  office,  only  to  find  that  no  deci- 
sion could  be  made.  Why?  Both  the 
Textilimpex  trader  and  the  factory 
chief  were  on  vacation. 

So  much  for  any  illusion  that  the 
unwieldy  Polish  bureaucracy  has 
been  defanged. 

Still,  there  are  signs  of  progress. 
Elonex,  a  U.K.-based  computer  mar- 
keter with  $40  million  in  armual 
sales,  recently  purchased  $450,000 
worth  of  oak  computer  cabinets  from 
Poland.  Says  Elonex  President  Israel 
Wetrin,  "Labor  costs  in  Taiwan  are 
getting  high.  Prices  in  Poland  were 
slightly  less,  and  we  were  pleasantly 
surprised  by  the  quality." 

On  such  small  deals,  multiplied  by 
the  thousand,  must  the  Polish  econo- 
my be  rebuilt.  ■ 


The  long  road  to  capitalism 


The  University  of  Warsaw's  new  executive  training 
program  will  be  headed  by  Theodore  Levitt,  the 
current  editor  of  the  Harvard  Business  Reiiew,  he  and 
Yehiel  Fromer  met  when  Fromer  was  enrolled  in  a 
Harvard  management  curriculum  in  1 98 1.  Also  in- 
volved in  the  new  Polish  program,  as  a  director,  will  be 
Roman  Glowacki,  a  high-ranking  professor  at  the  Uni- 
versity of  Warsaw. 

Marriott  Hotels,  Eastman  Kodak  and  Coca-Cola  are 
among  the  potential  U.S.  sponsors  that  may  contribute 
to  the  new  faculty's  $450,000  annual  budget.  Much  of 
their  contribution  will  go  towaid  paying  the  salaries 
and  expenses  of  faculty  members  to  be  brought  in  from 


h^lenutninri;  lessons 


(_        "uirk'i't  schodl 

WfJitem  business  for  Eastern  Bloc  managers. 


U.S.  business  schools  such  as  Harvard,  mix  and  Stan- 
ford, as  well  as  from  U.S.  corporations.  The  students? 
To  be  drawn  from  managers  throughout  Eastern  Eu- 
rope, they  will  pay  only  about  $200  per  session. 

So  far  about  30  Eastern  European  enterprises  have 
applied  on  behalf  of  90  managers.  Among  the  appli- 
cants: the  Gdansk  Shipyard  and  Polmo  car  factory  in 
Poland,  the  U.S.S.R.  Chamber  of  Commerce  &.  Indus- 
try, a  Lithuanian  television  station  and  a  large  Bulgari- 
an railcar  maker. 

The  school's  main  offering  will  be  a  one-week  train- 
ing program  for  25  managers  at  a  time.  The  sessions 
will  be  held  south  of  Warsaw  in  Radziejowice  Castle,  a 
ix,Mmuun,ixrriin  sccludcd  1 7th-century 
monument  to  the  now  de- 
funct Polish  aristocracy. 

The  program's  begin- 
ning curriculum  will  be 
simple.  Even  the  most  ba- 
sic Western  business  tech- 
niques and  market  princi- 
ples remain  unknown  to 
many  Eastern  Europeans. 
Levitt,  who  himself  has 
never  visited  Eastern  Eu- 
rope, admits  that  the  first 
one-week  session  will  be 
largely  a  market  test. 

Glowacki  thinks  that 
his  students  will  learn  fast. 
"We  have  learned  that  the 
longest,  hardest  road  be- 
tween capitalism  and  capi- 
talism is  communism," 
says  he.  "There  is  no 
chance  of  going  back.  Now 
what  we  need  more  than 
capital  is  knowledge  and 
training."— M.S. 
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The  U.S.  is  spending  billions  on  chemical 
warfare.  Thanks  to  a  typical  political  com- 
promise, these  new  weapons  are  untested. 
We  dont  know  if  they'll  work. 


"They  may  not  be 
weapons  at  all" 


By  Hesh  Kestin 


IN  1968  A  LOW-FLYING  military 
plane  was  only  80  miles  from  Salt 
Lake  City  when  a  valve  on  a  tank 
of  nerve  gas  malfunctioned.  The  gas 
killed  6,000  sheep  and  caused  a  na- 
tional uproar.  Supposing  the  sheep 
had  been  people?  Within  a  year  Presi- 
dent Nixon  closed  down  the  U.S. 
chemical  warfare  program, 
and  Congress  declared  there 
would  be  no  further  testing. 

But  by  1987  the  Pentagon, 
with  Congressional  approval, 
was  producing  a  new  genera- 
tion of  ecologically  safe  chem- 
ical weapons,  the  binaries. 
These  two-part  warheads 
could  not  produce  poison  gas 
unless  their  two  chemical 
components  mixed.  The  com- 
ponents would  be  stored  sepa- 
rately and  assembled  into  a  le- 
thal missile  only  when  need- 
ed. In  exchange,  the  Pentagon 
agreed  to  destroy  all  the  old 
unitary  gas  weapons. 

Will  the  new  stuff  work?  No 
one  is  certain.  President  Nix- 
on's order  put  an  end  to  testing 
except  with  computer  models 
and  harmless  chemicals  that 
are  supposed  to  behave  like  nerve  gas. 
Colonel  Walt  Busbee,  who  heads  the 
Army's  binary  project,  insists  there's 
no  problem. '  "We  have  high  confi- 
dence that  what  happens  in  the  test 
chamber  is  close  to  what  happens  in 
midair,"  he  says. 

Congress'  watchdog,  the  General 
Accounting  Office,  has  its  doubts. 
"Untested  weapons  are  not  only  not 
good  weapons,"  says  one  gao  senior 
analyst,  "but  they  may  not  be  weap- 
ons at  all."  Saul  Hormats,  now  re- 
tired, Army  head  of  U.S.  chemical 


weapons  development  for  12  years, 
calls  untested  binaries  "the  most  irre- 
sponsible weapons  program  I've  ever 
heard  of."  Matthew  Meselson,  profes- 
sor of  biochemistry  at  Harvard  and  a 
government  consultant  on  this  weap- 
onry, occupies  the  middle  ground: 
"Chemistry  is  still  an  empirical  sci- 
ence. I  respect  what  they've  been  do- 
ing but  feel  queasy  about  ever  firing 


Chemical  ivcofare  training,  Fort  Drum,  NY. 
"AgaiMist  a  good  mask,  no  g€is  is  effective. 


those  weapons.  .  .  .  I'm  for  testing." 

The  GAO  has  been  tracking  lab  and 
simulant  testing  of  binaries  for  years. 
Much  can  go  wrong.  Examples: 

•  The  two  harmless  chemicals  in 
the  shell  don't  mix  together  as  the 
computer  predicts.  Result:  a  dud. 

•  The  two  mix  so  well  that  pressure 
builds  up  enough  to  cause  the  chemi- 
cal to  explode  right  out  of  the  shell. 
This  is  called  flashing:  pyrotechnics 
in  the  air;  no  effect  on  the  ground. 

•  The  chemicals  mix,  but  when 
they  hit  the  target  the  aerosol-like 


droplets  don't  disperse  soldier-high, 
but  either  drift  much  higher  or  simply 
coat  the  ground.  Result:  ineffective. 
Hormats  says  that  about  25  years  ago 
his  people  in  Utah  tested  a  single  pro- 
totype two-chemical  shell.  "The  stuff 
flew  30  feet  up  in  the  air,  and  the 
winds  took  it."  Goats  tethered  at  the 
target  were  unhurt,  says  Hormats. 

The  Bigeye,  the  chemwarriors'  595- 
pound  binary  bomb,  has  had  its  prob- 
lems, too.  One  bomb  blew  up  in  lab 
conditions  approximating  those  on  a 
plane,  a  surprise  unpredicted  by  com- 
puters. The  bomb  was  redesigned  so 
that  the  two  safe  chemicals  would  not 
be  mixed  on  board,  but  upon  release. 
Representative  Dante  Fascell  (D-Fla.) 
says  "the  Bigeye  bomb  is  years  away 
from  readiness  for  production."  This 
after  13  years  of  experiment — and 
never  yet  with  real  chemicals. 

By  World  War  I's  end,  gas  turned  out 
to  be  an  extremely  inefficient  combat 
weapon  against  troops  properly  trained 
to  protect  themselves.  "Against  a  good 
mask,"  says  Hormats,  "no  gas  is  effec- 
tive." But  protection — masks  and  rub- 
ber suits — has  its  price.  In  Pentagon- 
ese:  "The  suits  reduce  the  soldier's 
effectiveness  by  50% ." 

The  suits  are  insufferably 
hot  even  in  mild  weather.  Gas 
mask  eyepieces  scratch  easily 
and  fog  up  constantly.  Aiming 
and  firing  a  rifle  accurately  be- 
comes anything  from  difficult 
to  improbable.  On  the  battle- 
field, antichemical  regalia  all 
but  destroys  the  chain  of  com- 
mand. Hearing  can  be  reduced 
by  as  much  as  two-thirds.  In 
one  large-scale  exercise  in  the 
Mideast,  Forbes  witnessed  a 
sergeant  trying  to  get  the  at- 
tention of  his  soldiers  by  pelt- 
ing them  with  stones;  banging 
on  faceplates  became  another 
form  of  communication. 

All  this  notwithstanding, 
the  rationale  behind  gas  weap- 
on development  is,  of  course, 
much  like   the  rationale  for 

any  other  part  of  the  arms  race: 

Since  the  U.S.  has  no  assurance  that 
potential  enemies  won't  use  the  stuff, 
it  can  best  deter  them  by  having  the 
ability  to  retaliate  in  kind,  thus  forc- 
ing upon  the  enemy  the  same  clumsy, 
unwarlike  gear. 

So  the  U.S.  is  faced  with  a  dilemma: 
though  chemical  warfare  is  self-de- 
feating, prudence  rules  that  it  can't  be 
ignored.  In  the  face  of  this  problem, 
the  U.S.  has  adopted  a  typically  cum- 
bersome but  democratic  compromise: 
Build  'em  but  don't  test  'em.  On  top  of 
this,  to  convince  Congress  to  fund  the 


FORBES,  SEPTEMBER  18,  1989 


45 


\iiu.ur-^,  cL.  !;n.-.6oa  pledged  to 
store  the  two  parts  not  only  in  sepa- 
rate containers  but  also  in — get  this — 
two  different  states.  This  will  compli- 
cate transport  in  time  of  war. 

The  result  of  this  compromise — ris- 
ible if  it  weren't  so  serious— is  that 
the  U.S.  is  destroying  an  enormous, 


existing  stockpile  of  weapons  that 
work  (at  a  cost  Forbes  estimates  to  be 
$8  billion;  the  Pentagon's  figure  is  $3 
billion)  in  order  to  build  new  ones 
(Forbes'  estimate  is  minimum  $5  bil- 
lion; the  Pentagon's  is  classified)  that 
have  never  been  field-tested  and  thus 
may  not  work  at  all. 


On  the  grounds  of  national  securi- 
ty, the  Secretary  of  Defense  could  or- 
der these  weapons  tested.  But  will  the 
Administration  do  so  at  the  cost  of 
stirring  up  a  hornet's  nest  of  environ- 
mentalists, animal  rights  advocates 
and  peace-at-any-price  people?  Proba- 
bly not.  ■ 


With  foreigners  taking  over  U.S.  companies 
right  and  left,  is  American  Henry  Kravis 
about  to  make  a  lunge  at  one  of  Britain's 
biggest  companies? 

White  knight 
or  raider? 


By  Stuart  Flack 


WHAT  WITH  James  Gold- 
smith's $21  billion  hostile 
bid  for  Britain's  B.A.T,  all  the 
U.K.  conglomerates  suddenly  seemed 
to  be  in  play.  Shares  of  Cadbury 
Schwcppes,  Grand  Metropolitan  and 
Hanson  jumped  by  as  much  as  4%  on 
the  BAT  bid.  All  eyes  were  on  btr 
Pic,  the  $9  billion  London-based  con- 
glomerate, whose  shares  rose  2%. 

BTR  seemed  a  natural  for  the  kind  of 
corporate  carve-up  jimmy  Goldsmith 
has  in  mind  for  B.A.T.  Once  known  as 
British  Tire  &.  Rubber,  btr  has  hun- 
dreds of  unrelated  businesses  making 
everything  from  pillows  to  paving 
stones.  Net  income  was  a  hefty  $780 
million  last  year.  Perhaps  best  known 
of  its  divisions  is  Dunlop,  which  used 
to  make  tires  and  still  makes  tennis 
gear.  A  good  quarter  of  btr's  business 
is  in  the  U.S.,  where  it  makes  unglam- 
orous  products  such  as  valves  and 
window  seals.  Any  number  of  btr's 
businesses  could  be  sold  by  an  ac- 
quirer wishing  to  pay  down  acquisi- 
tion debt.  And  btr  has  only  a  modest 
amount  of  debt,  and  even  after  its 
stock  ran  up  this  summer,  its  shares 
stiU  trade  well  below  breakup  value. 

r      I  the  U.S.  dealmaker^  Kohlbcrg 

Robci^s.    hi    a    surprise    an- 

nouDccment  ou  Aug.  11,  btr's  chief 

.;,  ,  T.-„    t  vrill,  disclosed  that 

^c  in  btr,  less  than 


1%.  More  important,  Cahill  said  that 
KKR  had  obtained  U.S.  antitrust  clear- 
ance to  increase  its  stake  to  15%. 

Docs  this  make  kkr's  Henry  Kravis 
a  raider  or  a  white  knight?  No  one 
seems  sure  and  kkr  declines  to  com- 
ment. For  the  past  year  kkr  has  been 
meeting  with  btr  management,  and 
both  companies  have  met  a  few  times 
since  the  stake  became  public  knowl- 
edge. But  that  doesn't  mean  the  ar- 
rangement IS  entirely  amicable. 

Consider,  for  instance,  that  btr  had 
no  legal  obligation  to  reveal 
kkr's  stake.  As  in  the  U.S.,  an 
equity    interest    in    Britain 


need  not  be  disclosed  until  it  reaches 
the  5%  threshold.  And  even  then,  it  is 
usually  revealed  by  the  buyer,  not  the 
bought.  Here's  the  point:  Cahill's 
public  proclamation  triggered  a  rise  in 
btr's  stock,  making  it  more  costly  for 
kkr — or  anyone  else — to  make  a  run 
at  the  company.  Is  that  any  way  to 
treat  a  friend? 

Of  course,  Kravis  might  be  satisfied 
with  a  restructuring  of  btr  that  would 
take  him  out  at  a  profit.  That  hap- 
pened with  the  Kroger  chain  of  gro- 
cery stores  in  the  U.S.  A  year  ago  kkr 
made  two  bids  for  Kroger  and  ulti- 
mately bought  nearly  10%  of  the 
float.  To  escape,  Kroger  launched  a 
$4.6  billion  leveraged  recapitaliza- 
tion. Kravis  walked  away  smiling  as 
KKR  sold  its  stake  over  time  for  a  profit 
of  some  $25  million. 

Whether  for  a  takeover  or  for  just 
plain  friendly  dealmaking,  Kravis 
may  find  btr  an  interesting  target  be- 
cause the  company  is  not  American. 
Here  in  the  States,  Kravis  has  been 
stung  by  criticism  and  congressional 
inquiries  into  kkr's  $26  billion 
buyout  of  RjR  Nabisco.  But  who  at 
home  would  care  if  he  went  after  a 
foreign  company?  Especially  when 
many  foreigners  are  grabbing  U.S. 
firms. 

Or  maybe  Henry  Kravis  is  imitating 
Warren  Buffett  as  a  white  knight,  tak- 
ing a  big  minority  position  as  a 
friend  of  management. 
Don't  bet  on  it.  ■ 

Hill  Hulmx 
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)UR  CLIENT  LIST  INCLUDES 
50%  OF  THE  FORTUNE  500. 


THE  BOTTOM  LINE  IS  YOUR 
FINANCIAL  PEACE  OF  MIND. 


When  the  leaders  of  America's  most  important  companies  seek  expertise 
insurance  and  financial  services,  they  turn  to  the  company  that  can  help  them 
le  most.  The  Travelers. 

We  tailor  our  broad  range  of  products  and  services  to  fit  the  specific  needs 
:  our  diverse  clients. 

This  flexibility  is  backed  by  the  power  of  our  $50  +  billion  in  assets  and  125 
?ars  of  experience.  As  a  result,  our  clients  are  better  equipped  to  meet  the  growing 
?mands  of  the  business  world.  With  confidence  and  financial  peace  of  mind. 

The  Travelers  Companies,  Hartford,  Connecticut  06183 


TheTravelersJ 

You're  better  off  under  the  Umbrella! 


©  1989  The  Travelers  Corporation 


In  198b  An  Wang  wrote  an  inspirational 
autobiography,  Lessons.  How  good  were 
those  lessons?  Today  bis  book  is  selling  at 
remaindered  prices.  So  is  his  company. 

Remedial  reading 


By  Joe  Queenan 


ONCE  UPON  A  TIME,  the  truly 
mighty  waited  until  they  were 
at  death's  doorstep — or,  at  the 
very  least,  voting  age — before  writing 
their  autobiographies.  With  all  their 
battles  behind  them,  legendary  mili- 
tary, political  or  athletic  figures  could 
sit  down  under  the  elm  tree  and  re- 
count their  triumphs  with  cool  de- 
tachment. They  ran  little  risk  of  em- 
barrassing themselves  by  chronicling 
their  epic  deeds,  because  once  the  Bat- 
tle of  Britain,  the  Nobel 
Prize  or  the  American 
League  pennant  had  been 
won,  there  was  no  way  to 
go  back  and  lose  them. 
Well,  maybe  the  Red  Sox 
could  do  it. 

Alas,  in  the  business 
world  now,  few  of  the  he- 
roes are  willing  to  wait  for 
retirement,  forgettmg 
that  today's  triumphs  can 
easily  melt  into  tomor- 
row's disasters,  makmg 
the  chest-thumping  best- 
seller of  one  year  a  mas- 
sive hoot  the  next.  This 
can  be  a  source  of  great 
chagrin  to  corporate  leg- 
ends who  may  have  been  a 
trifle  hasty  in  setting 
down  their  memoirs.  

Today  bookstores  are  filled  with 
tomes  chronicling  the  business  ex- 
ploits of  A.L.  Williams,  Lee  lacocca, 
D.'nald  Trump  and  a  host  of  others 
who  swam  with  the  sharks  without 
being  eaten,  etc. 

lacocca's  exploits  arc  real  enough, 
and  Trump's  way  with  a  deal  seems  as 
deft  as  ever  Exceptions  aside,  howev- 
er^ there  is  a  kiss-of-death  -.lement  in 
mar:v  of  the  self-canonizing  thumb- 
\  good  deal  of  the  self-strok- 
'    -t  politely,  prem  iture. 
iii'ivs  start  m  fall  apart 


for  the  authors  as  soon  as  they  put  pen 
to  paper,  or  hire  someone  to  put  pen 
to  paper  for  them. 

The  most  obvious  example  of  back- 
firing hubris  is  Ivan  Boesky's  1985 
smash  hit  Merger  Mania.  The  subtitle 
was  "Arbitrage:  Wall  Street's  Best- 
Kept  Money-Making  Secret."  Actual- 
ly, as  things  turned  out,  arbitrage  was 
Wall  Street's  second-best-kept  mon- 
eymaking  secret;  the  first  was  having 
a  direct  line  to  Dennis  Levine. 

The  book  tells  us  nothing  about 
Dennis  Levine  or  Michael  Milken  but 
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Picketm.  Wang,  lioesky 

Three  authors  who  bragged  too  soon. 


does  contain  statements  like  "Undue 
profits  are  not  made;  there  are  no  eso- 
teric tricks  that  enable  arbitragers  to 
outwit  the  system."  Those  words 
have  a  sardonic  twist  today,  in  light  of 
Boesky's  subsequent  misfortunes.  Of 
course,  Boesky  has  had  to  deal  with 
worse  things  than  sardonic  twists. 

The  kiss-of-dcath  syndrome  also 
may  have  been  at  work  with  Boone, 
the  1987  autobiography  of  T.  Boone 
Pickens.  This  was  the  Prometheanly 
hokey  affair  in  which  the  raider  at- 
tempted to  portray  himself  as  a  self- 


less agent  of  fiscal  Darwinism,  forcing 
management  to  do  right  by  sharehold- 
ers. By  the  time  Boone  was  published, 
things  had  gotten  so  out  of  hand  that 
Pickens — depicted  on  the  dust  jacket 
in  a  reflective  pose,  like  an  Eastern 
philosopher  rather  than  a  west  Texas 
predator — was  being  called  a  "folk 
hero."  Yup,  greenmailed  a  baar  when 
he  was  only  3. 

Alas,  Pickens'  career  as  a  dreaded 
corporate  raider  has  gone  into  eclipse 
since  the  publication  of  his  comball 
magnum  opus,  as  one  company  after 
another  has  successfully  shooed  him 
away.  Pickens  was  last  seen  wander- 
ing the  streets  of  Tokyo,  trying  to 
scare  the  daylights  out  of  Koito  Manu- 
facturing, in  which  he  has  a  20.2% 
stake.  No  luck  so  far. 

Our  last  example  of  premature  self- 
congratulation  is  An  Wang's  autobi- 
ography. Lessons.  Eschewing  the  zippy 
prose  of  Lee  lacocca's  zippy  ghost- 
writers, Wang's  book  is  an  antiseptic 
account  of  the  lessons  he  learned 
while  building  his  $3  billion  compa- 
ny. Alas,  while  Wang  survived  Chi- 
nese revolutions,  Japanese  invasions, 
American  racism,  ibm  harassment 
and  assorted  health  problems,  he  was 
brought  down  by  the  biggest  menace 
of  them  all:  Junior.  After  his  son  Fred- 
erick A.  Wang  took  oper- 
ating control  of  Wang  Lab- 
oratories in  1986  (the' 
same  year  Pop's  autobiog- 
raphy appeared),  the  firm 
posted  a  $424.4  million 
net  loss  for  fiscal  1988, 
with  Wang  fils  finally 
packing  it  in  this  August. 
Forbes  recently  bought  a 
remaindered  copy  of  Les- 
sons for  6  bucks,  which  is 
around  where  Wang  stock 
has  been  trading  lately. 

The  book,  which  may 
hold  the  record  for  use  of 
the  word  "I,"  is  filled  with 
Wang's  solemn  pro- 
nouncements about  the 
ability  to  adapt,  the  need 
to  commimicate  and  the 

importance  of  listening  to 

customers.  These  are  all  lessons  that 
his  company  seems  to  have  forgotten 
as  soon  as  the  founder  exposed  the 
lessons  for  public  edification. 

"I  find  it  somewhat  surprising  that 
so  many  talented  people  derail  them- 
selves one  way  or  another  during  their 
lives,"  wrote  Wang  with  clairvoy- 
ance. He  also  wrote,  "If  you  go  for  a 
long  time  without  shooting  yourself 
in  the  foot,  other  people  start  calling 
you  a  genius."  Yeah,  but  when  your 
stock  dives  from  42 '/2  to  S'/s,  they 
start  calling  you  something  else.  ■ 
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THAT'S  WHY  WE  CAN  OFFER 
A  GREAT  RATE  ON  A  CADILLAC. 

When  we,  the  employee-owners 
of  Avis,  Inc.,  say,  "We're  trying 
harder  than  ever"  we  have  to  prove 
it.  Over  and  over.  Because  we  know 
that  our  success  depends  on  your 
satisfaction. 

That  means  giving  you  the  com- 
petitive rates  and  well-maintained 
GM  cars  that  make  you  come  to 
Avis  in  the  first  place.  Plus  all 
those  important  services  that 
keep  you  coming  back.  Like  Avis 
)ress®  for  fast  check-outs.  And 
Roving  Rapid  Return'"  for  even 
faster  check-ins. 

For  more  proof,  call 
•    us  at  1-800-331-1212  or 
your  travel  consultant  about 
our  special  Cadillac  rate.  Talk 
to  an  ovmer  and  discover  how 
we  make  Avis  work  for  you. 
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is  features  GM  cars.  Cadillac  Sedan  de  Ville."    s  1989  Wizard  Co.,  inc 


forget  whose  promises  we're  keeping. 

H  simple  gesture.  This  sign  of  hello  and  goodbye.  Made  so 
Eiany  times  each  day  it  seem^  nothing.  ^ 

^    "See  you  soon."  "Pleasant  trip."  "Welcome  home." 

le  ordinary  promises  of  parting  and  reunion.  Made  special 
tn  that  simple  gesture.  Promises  that  are  yours  to  keep. 
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Keeping  the  Promise,' '\ 


Marvin  Pomerantz  and  his  sidekick,  War- 
ren Hayford,  say  they  will  make  Gaylord 
Container  Corp.  a  top  notch  investment. 
So  far  they're  the  main  beneficiaries. 

The  Marvin  and 
Warren  act 


By  Rick  Reiff 


ARViN  Pomerantz  and  War- 
ren Hayford  are  fun  to  watch 
but  dangerous  to  follow. 
They've  been  in  and  out  of  the  driver's 
seat  of  numerous  companies  over  the 
years,  with  checkered  results. 

Currently,  Pomerantz  is  chairman 
and  chief  executive  officer  of  $671 
million  (sales)  Gaylord  Container 
Corp.  Hayford  is  Gaylord's  vice  chair- 
man. The  two  have  worked  together 
since  the  1960s,  when  Hayford  tried 
to  sell  paper  to  Pomerantz,  a  squat, 
affable  guy  whose  nonstop  charm 
tends  to  mask  a  strong  entrepreneur- 
ial streak.  The  son  of  a  Polish  Jewish 
immigrant,  Pomerantz  got  his  start  in 
business  collecting  used  bur- 
lap sacks  with  his  papa.  Hay- 
ford, a  lanky,  intense  strate- 
gist, is  the  Roman  Catholic 
son  of  a  career  Army  officer 
and  himself  a  former  Army 
paratrooper. 

They've  been  through  a  lot 
together.  Pomerantz,  by  both 
men's  accounts,  outsmarted 
Hayford,  then  head  of  Conti- 
nental Can's  paperboard  af- 
filiate, in  1971  when  he  ex- 
tracted top  dollar  for  his  bag 
business.  Pomerantz  stayed 
on  to  run  it  and  other  opera- 
tions for  Continental.  The 
two  liked  working  together. 

Bv     1980     Hayford     had 

Tu       .1  on  to  the  presidency 

,f  .„^  Sased     Intema- 

t-r  Co..  and  he 

rantz     to 
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side  bui..    jx-r.c     -.f  tii  w  .. 
gone  by  1982  as  u.        ^tional 
Harvester      edged 
bankruptcy. 
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Gone,  but  not  for  long.  Pomerantz 
stayed  around  Chicago,  and  now  Hay- 
ford has  rejoined  him  at  the  helm  of 
Gaylord.  It's  as  big  a  problem  for  the 
Pomerantz  and  Hayford  team  as  any 
they've  ever  tackled,  and  a  bigger 
problem  for  their  investors.  The  prob- 
lem is  that  Gaylord  is  a  pale  copy  of 
another  Chicago-based  paper  compa- 
ny. Stone  Container  Corp.  Stone  is  a 
highly  profitable,  $3.8  billion  busi- 
ness. It  got  that  way  because,  in  1983, 
as  the  paper  industry  was  mired  in 
one  of  its  cyclical  downturns,  Roger 
Stone  realized  that  he  could  buy  good- 
quality  manufacturing  capacity  for  as 
little  as  20  cents  on  the  replacement 
dollar.  With  the  enthusiastic  backing 
of  Michael  Milken,  Stone  was  able  to 
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Their  <id.  '^iKto  investors:  "Patience." 


raise  the  money  to  buy  four  major 
plants  and  quintuple  Stone's  capacity. 
As  paper  demand  and  prices  rose,  so 
too  did  profits  from  Stone's  empire. 

Pomerantz  watched  all  this  as  a 
Stone  director  and  concluded  he  could 
do  the  same.  He  found  Hayford,  by 
this  time  out  of  a  job  after  resigning  as 
president  of  the  General  Tire  &  Rub- 
ber Co.,  and  in  1985  they  began  buy- 
ing. Using  just  $10  million  of  their 
own  money,  $18  million  from  little 
Grirmell  College's  aggressive  invest- 
ment fund,  and  more  than  $400  mil- 
lion in  notes  and  bank  borrowings, 
they've  quickly  become  the  ninth- 
largest  maker  of  such  brown-paper 
products  as  containerboard,  corrugat- 
ed boxes  and  bags.  Their  key  assets:  4 
mills  and  22  other  plants  previously 
owned  by  Weyerhaeuser  Co.,  Crown 
Zellerbach  Corp.  and  Louisiana-Pacif- 
ic Corp. 

Trouble  is,  by  the  time  Pomerantz 
and  Hayford  got  into  the  act,  many  of 
the  best  properties  were  already  gone. 
True,  Gaylord  has  paid  as  little  as  20 
cents  on  the  replacement  dollar  for  its 
plants,  but  they  were  in  such  doggy 
shape  that  the  company  is  doubling 
Its  initial  $444  million  outlay  to  re- 
pair and  modernize  the  facilities. 

Take  its  containerboard  and  kraft 
paper  plant  in  Bogalusa,  La.,  one  of  the 
Crown  Zellerbach  properties  acquired 
for  $260  million  from  raider  Jimmy 
Goldsmith  in  1986.  Even  after  $25 
million  has  been  put  into  the  plant,  it 
costs  Gaylord  $234  to  make  a  ton  of 
iinerboard  on  the  old  ma- 
chinery there,  $34  more  than 
its  competitors'  most  effi- 
cient plants.  The  company 
figures  it  is  costing  an  extra 
$15  to  $20  a  ton  to  keep  rick- 
ety equipment  and  leaky 
pipes  functioning  in  the  for- 
mer Louisiana-Pacific  mill  in 
Antioch,  Calif.  Acquired  for 
$156  million  in  April  1988, 
that  plant  is  a  particularly 
bitter  pill,  since  Gaylord 
paid,  by  some  estimates,  a 
steep  50%  of  replacement 
cost  to  buy  it.  Downtime  re- 
quired to  bring  all  of  its  new 
machinery  up  to  speed  will 
cut  Gaylord's  profits  by  as 
much  as  an  estimated  $9 
million  in  the  next  six 
months. 

Pomerantz  and  Hayford  ar- 
gue that  none  of  this  really 
matters.  When  they're  done, 
they  say,  they'll  have  10% 
lower  production  costs,  50% 
more  capacity  and  a  better 
product.  What's  more,  they 
are       spending      additional 
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A  MACHINE  THAT  CAN  KEEP  YOU  FINANCIALLY  FIT. 


It's  an  exercise  in  logic. 

To  build  a  strong  financial  future  you  need  a 
solid  approach.  Today.  Perhaps  that's  why  more 
and  more  people  rely  on  The  Xerox  Financial 
Machine. 

For  prudent  growth,  Van  Kampen  Merritt  is  at 
your  service  with  a  powerful  portfolio  of  mutual 
funds,  insured  unit  trusts,  and  precious  metals. 
Your  retirement  plans  can  be  toned  up  with  the 
annuities  and  life  insurance  of  Xerox  Life.  You 
can  protect  your  assets  with  insurance  for  home 
and  business  from  Crum  and  Forster.  Pension 
fund  management  and  administration  are  both    a 


specialties  of  Furman  Selz.  With  Xerox  Credit, 
your  tennis  club  can  lease  a  Xerox  copier  to 
improve  productivity.  Or  even  finance  brand  new 
tennis  courts  to  improve  volleys. 

It's  all  part  of  Xerox  Financial  Services;  a 
powerful  group  of  financial  companies  with  over 
$17.5  billion  in  assets.  All  geared  to  give  you 
strong  service  and  a  good  follow  through. 

And  to  help  keep  you  fit,  financially. 

To  find  out  how  The  Xerox  Financial  Machine 
can  help  your  financial  fitness,  just  tell  us  your 
financial  needs.  Write  Xerox  Financial  Services, 
PO.  Box  5000,  Norwalk,  CT  06856. 
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XEROX*  and  THE  FINANCIAL  MACHINE"" 
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IMPROVED 

BUSINESS 

POURL 


Picture  this:  a  computer  with  the  power,  speed  and  VGA  graphics 
capability  of  a  high-performance  desktop  PC,  that's  small  enough  to  slip  into  a 
lesk  drawer. 

That's  the  beauty  of  the  Toshiba  T5200  laptop  computer. 

The  T5200  is  our  most  sophisticated  laptop  ever.  It  has  an  Intel 
J0386  microprocessor,  32-bit  architecture,  and  it's  IBM  compatible.  And  you  can 
:hoose  your  operating  system -MS  DOS:  MS  OS/2' or  Unix! 

It's  like  having  an  entire  computer  department  in  a  briefcase. 
\nd  because  it's  no  bigger  than  a  briefcase,  you  can  access  your  office  mainframe 
mywhere  you  go. 

Our  laptop  is  only  one  example  of  how  we  do  business.  Because  every  piece 
)f  business  equipment  we  make,  from  copiers  to  fax  machines,  to  phone 
ystems,  are  all  designed  around  one  central  idea:  The  best  way  to  improve  our 
msiness  is  to  improve  yours. 

Intel  IS  a  trademark  of  intei  Corporai'on  Unix  is  a  registered  trademark  of  American  Telephone  and  Telegrapti  Company,  iBf^  is  a  trademark  of 
iternational  Business  Machines  Corpcation  MS  DOS  and  MS  OS/2  are  registered  trademarks  of  Microsoft  Corporation 

In  Touch  with  Tomorrow 

TOSHIBA 

For  more  information  write.  Toshiba  America  Information  Systems.  Inc.,  9740  Irvine  Bivcl.,  Irvine,  CA  92718  or  call- 1-800-457-7777. 


More  Connettions  ^ 
Throughout  Southern  Mrka^ 


. . .  Compliments  of  SAIL 

It's  a  compliment  to  the  international  traveller  when  an 
airline  goes  out  of  its  way  to  make  things  a  lot  easier. 

So  SAA  offers  all  travellers  the  widest  choice  of 
connections  and  ser^/ices  throughout  Southern  Africa. 

And  if  you  fly  Blue  Diamond  (first)  Class  service  roundtrip 
from  any  of  our  8  European  gateways,  we  will  give  you  a 
complimentary  ticket  on  the  fabulous  Blue  Train.  Or  fly  Gold 
(business)  Class  and  you  can  take  in  a  famous  game  reserve 
compliments  of  SAA. 

No  wonder  more  US  passengers  fly  home  with  us  than 
with  all  other  airlines  combined. 

For  more  information  on  our  free  offers  contact 
your  travel  agent  or  call  1-800-722-9675.  In  NYC 
(212)826-0995. 


SOOTH  AFRICAN  AIRWAYS 

Connections  to:  Bl  OEMFONTEIN  •  CAPE  TOWN  •  DURBAN  •  EAST  LONDON 
A»ARE  •  JOHANNESBURG  •  KIMBERLEY  •  LILONGWE 
^  \5ERU  •  MBABANE  •  PORT  ELIZABETH  •  WINDHOEK. 


amounts  to  bolster  Gaylord's  subpar 
marketing  and  export  programs  and  to 
add  more  box  and  bag  plants  that  can 
absorb  some  of  Gaylord's  additional 
paper  output.  But  competitors  are  un- 
afraid. They  are  convinced  that  even 
after  its  huge  expenditures  Gaylord 
w^ill  be  just  an  average  outfit. 

And  one  w^ith  huge  overhanging 
debt,  as  well.  The  company's  long- 
term  debt  now  totals  $496  million, 
equal  to  74%  of  capital,  in  an  industry 
half  as  leveraged.  Most  of  the  debt 
doesn't  fall  due  until  1998,  but  Gay- 
lord  is  paying  13.5%  interest  for  the 
privilege  of  deferring  principal. 

Yes,  all  those  acquisitions  built 
sales,  up  53%  in  1988  from  the  year 
earlier  and  another  16%  higher  in  the 
first  nine  months  of  this  fiscal  year. 
But  profits?  At  $29  million,  they  were 

Pomerantz  and  Hayford, 
always  good  at  lucrative 
exits,  will  do  nicely  no 
matter  what.  They  pay 
themselves  $1.1  million 
a  year  each.  And  they've 
long  since  pocketed 
their  inUial  $10 
million  investment. 

flat  for  the  nine  months — and  down 
17%  on  a  per-share  basis  because  of 
dilution.  Interest  expense  is  up,  and 
worse,  paper  prices  appear  to  be  head- 
ing into  a  cyclical  decline. 

For  highly  leveraged  Gaylord,  that's 
very  bad  news.  Linerboard  prices,  off 
slightly  in  recent  transactions  to 
about  $405  a  ton,  are  forecast  by  Mor- 
gan Stanley  analyst  Thomas  Cle- 
phane  at  $380  a  year  from  now.  A  $30 
price  decline  would  cut  Gaylord's 
profits  by  $1.50  a  share,  or  one-half  of 
last  year's  profits.  If  prices  fall  to  $340 
a  ton — a  distinct  possibility  if  there's 
a  recession — Gaylord's  figures  turn 
bright  red. 

That's  largely  why  the  stock,  ini- 
tially issued  at  $20.50  a  share  last 
July,  has  traded  recently  at  13  in  a 
rising  market.  Pomerantz'  advice  to 
Gaylord  shareholders:  "It's  important 
to  have  patience." 

Easy  for  him  to  say.  He  and  Hay- 
ford,  always  good  at  lucrative  exits, 
will  do  nicely  no  matter  what.  They 
pay  themselves  $1.1  million  a  year 
each.  And  they've  long  since  pocketed 
their  initial  $10  million  investment. 
Even  at  depressed  prices,  Pomerantz' 
28%  stake  is  worth  $56  million,  and 
Hayford's  14.4%  holding  is  worth  $29 
million. 

Meanwhile,  the  poor  suckers  who 
bought  the  stock  at  $20.50  a  share  are 
sitting  with  fat  paper  losses.  ■ 
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DISCOUNT  COMMISSIONS  AND  MORE 


Fast,  Accurate 
Service  at  a 
Great  Price 

That's  Fidelity  Brokerage! 

If  you're  an  active,  independent  investor,  low  commissions  are  important,  but  so 
are  the  speed  and  quality  of  your  trade  executions.  That's  why  serious  investors  choose 
Fidelity  Brokerage  for  fast,  accurate  trades  with  the  service  you  expect  from  an  invest- 
ment leader. 


1^^  24-Hour  Service 

You  can  call  our  no-pressure  traders  anytime 
to  initiate  a  trade,  review  your  account  staUis,  or 
obtain  current  market  information. 


^  Save  Up  to  76% 

Fidelity  Brokerage  can  help  you  save  on 
commissions-up  to  76%  on  stock  trades  vs. 
full-cost  brokers.*  You'll  put  more  money  to  work 
for  you  when  you  buy,  and  keep  more  of  it  when 
vou  sell. 


.The  Fidelity  Quality  Pledge 

lie  Unlike  most  other  discount  brokers,  Fidelity' 
employees  will  handle  all  aspects  of  the  service 
process.  We'll  mail  your  confirmation  within  24 
hours  of  execution,  and  we  can  confirm  most  trades 
through  our  own  order  system  while  you're  still  on 
the  phone.  Give  us  a  call  when  you're  ready  to  trade. 
You  won't  be  disappointed.  Call  for  your  free  new- 
account  kit  and  start  trading  on  our  strengths. 


„  '0  RKASOVS 
"HVf-,DB,,rv 

Visit  our  nationwide  Investor  Centers  or  call  24  hours    ' '  «'«'*^'^« 


1-800-544-6767 


Fidelity 


Inuestments 

Brokerage  Services 


•Based  on  the  maximum  conuiiissioii  charged  b\  a  represeniative  full-cost  broker  during  an  April  1989  survey.  Minimum  Commission  $36.  Fidelit\  Brokerage  Services,  Inc 
Member  NYSE/SIPC  161  De^oiishireSt .  bostun,M.\02110  FORB/FBS/091889 


Freedom  has  four  wheels. 

Whenever  you  get  the  urge, 
just  turn  the  key  and  unlock 
some  liberty. 
Get  in. 
Get  away. 

UT  Automotive  makes  the 
parts  of  cars  that  turn  driving 
from  a  chore  to  a  joy. 
Electronic  keyless  entry  systems, 
"shift-on-the-fly"  four-M/heel- 
drive  controls,  multiplex 
harnesses,  many  vital  parts  of 
nearly  every  car  on  the  road. 

Our  United  Technologies 
Automotive  group  is  a  leading 
supplier  of  components  and 
systems  to  the  automotive 
industry. 


mm  UNITED 

IS  TECHNOLOGIES 

Automotive  •  Building  •  Aerospace 


Lenin  thought  gold  was  to  be  so  valueless  it 
would  cover  the  walls  and  floors  of  Rus- 
sian public  lavatories.  Mikhail  Gorbachev 
should  be  so  lucky. 

The  man  with  the 
golden  headache 


By  Peter  Fnhrman 


As  IF  HE  DID  NOT  HAVE  tlOublcS 
enough,  Mikhail  Gorbachev  is 
i  confronting  a  mountain  of 
woes  in  the  Soviet  Union's  abihty  to 
mine  and  sell  gold.  For  most  of  this 
century  the  Soviet  Union  and  the  Re- 
public of  South  Africa  have  been  the 
world's  top  two  producers  of  gold,  as 
well  as  platinum,  rhodium,  palladium 
and  a  heap  of  lesser  metals. 

The  Soviet  official  who  oversees 
the  country's  gold  sales,  Eduard  Gos- 
tev,  says:  "Our  sales  were  down  in 


1988.  We  didn't  sell  much  more  than 
the  [205  tons)  sold  last  year  by  the 
Americans."  If  Gostev  is  telling  the 
truth — which  is  by  no  means  cer- 
tain— that  means  Soviet  gold  sales  are 
falling  just  as  the  U.S.S.R.  is  scroung- 
ing most  desperately  for  hard  curren- 
cy. The  CIA  does  dispute  Gostev's  fig- 
ures, claiming  Soviet  sales  were  on 
the  order  of  290  tons  in  1988,  yielding 
S4  billion. 

Cj/cistiost  notwithstanding,  the  Sovi- 
ets are  not  eager  to  publicize  any  as- 
pect of  their  gold  industry.  They  are 
seeking  loans  trom  Western  banks; 


the  appearance  of  healthy  gold  pro- 
duction would  help  bankers  sleep  a 
little  sounder.  Better,  comrades,  to 
keep  all  our  gold  problems  quiet,  fiyet''' 

The  Soviet  gold  fields  remain  off 
limits  to  almost  all  visitors,  a  legacy 
of  Joseph  Stalin's  day.  In  1933  Stalin 
declared  all  information  about  Soviet 
gold  production  to  be  a  state  secret; 
the  edict  remains  in  force.  Neverthe- 
less, the  Soviets  are  discreetly  shop- 
ping for  technical  help  in  getting 
these  mines  to  produce  again.  A  quick 
fix  is  out  of  the  question. 

Western  mining  company  execu- 
tives who  have  spoken  in  recent 
months  with  the  Soviets  say  they  hear 
a  litany  of  complaints  about  antiquat- 
ed equipment,  criminal  embezzle- 
ment, ecological  destruction,  unpro- 
ductive labor  and  gross  mismanage- 
ment by  the  party  bosses  responsible 
for  looking  after  the  mining  industry 
from  the  comfort  of  their  Moscow 
offices. 

By  his  actions  if  not  his  words,  Gor- 
bachev confirmed  the  reports:  Last 
year,  in  a  dramatic  effort  to  reassert 
strong  government  control,  he 
brought  the  administration  of  Soviet 
gold  mines  under  the  direct  supervi- 
sion of  the  Soviet  Council  of  Minis- 
ters, which  rarely  concerns  itself  with 
mundane  matters  of  industrial  man- 
agement. And  during  his  visit  to  Brit- 
ain this  spring,  Gorbachev  asked  for  a 
special  meeting  with  one  large  British 
mining  company.  Company  officials, 
who  ask  not  to  be  identified,  did  meet 
with  the  Soviets,  but  left  on  the 
table  a  Soviet  proposal  for  an  "ex- 
change of  mining  technology"  that 
would  have  involved  the  British 
company's  handing  over  proprietary 
plans  and  designs. 

The  gold  industry,  like  arms  manu- 
facturing and  petroleum  drilling,  is 
one  of  the  priority  sectors  of  the  Sovi- 
et economy.  Selling  gold  is  a  vital 
source  of  foreign  exchange  to  pay  for 
badly  needed  imports  of  grain  and  ma- 
chinery. The  gold  industry  enjoys  fa- 
vored access  to  investment  and  West- 
ern technology.  Gold  miners,  working 
the  large  state  mines  in  Siberia  and 
Central  Asia,  are  among  the  highest- 
paid  workers  in  the  country,  taking 
home  as  much  as  500  rubles  a  month, 
twice  the  takings  of  an  apparatchik  in 
Moscow. 

But,  according  to  Western  diplo- 
mats in  Moscow,  the  miners  labor 
under  lax  safety  standards  and  put  up 
with  rudimentary  living  conditions. 
With  the  overt  repression  of  the  old 
order  disappearing,  several  gold  mines 
have  been  hit  recently  by  wildcat 
strikes,  similar  to  those  that  shut 
down  coal  mines  in  Siberia  and  the 
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Ukraine  this  summer. 

A  decade  ago  falling  Soviet  gold 
sales  would  likely  have  pushed  up  the 
price  of  gold.  But  any  slowdow^n  in 
Soviet  activity  is  now  more  than  off- 
set by  the  surging  sales  of  gold  mining 
companies  in  the  U.S.,  Canada  and 
Australia  (see  Forbes,  Nov.  14,  1988). 

The  Soviets'  problem  is  this:  As 
with  many  of  the  empire's  other  natu- 
ral resources,  most  of  the  easy-to-get 
gold  reserves  have  already  been 
mined.  Extensive  development  must 
give  way  to  intensive  development, 
brute  force  to  sophisticated  tech- 
niques. To  increase  productivity  and 
output,  the  Soviets  urgently  need  ac- 
cess to  newer  mining  technologies — 
for  example,  cold  climate  heap  leach- 
ing with  cyanide.  But  in  this  and  other 
advanced  mining  technologies,  the 
Soviet  Union  lags  far  behind  leading 
American  and  Canadian  mining  com- 
panies. Much  of  Soviet  drilling  at  the 
mine  face  is  still  done  manually,  a 
wasteful  and  hazardous  way  to  go  af- 
ter gold. 

Until  fairly  recently,  the  Soviets 
could  count  on  a  steady  supply  of  un- 
paid convict  labor  to  do  the  dirty  work 
m  the  mines.  (A  Ukrainian  newspaper 
recently  reported  that  over  95%  of  the 
convict  gold  miners  working  during 
the  1930s  in  Siberia's  famed  Kolyma 
gold  fields  were  shot  or  died  from  mal- 


treatment.) Prisoners  weren't  terribly 
efficient  labor,  but  they  came  cheap. 

But  now  this  repulsive  bit  of  Stalin- 
ism is  fading.  While  some  gulag  labor 
is  still  used  in  some  Siberian  mines, 
the  number  of  slave  miners  is  down 
substantially,  say  Western  diplomats 
in  Moscow. 

The  Soviets  have  been  using  some 
of  their  scarce  hard  currency  reserves 
to  buy  more  Western  mining  machin- 
ery, including  boring  and  tunneling 
equipment.  Among  the  largest  suppli- 
ers to  the  Soviets  are  Ingersoll-Rand 
and  Sweden's  Atlas  Copco.  But  the 
machinery  is  rarely  used  to  its  fullest 
potential.  Why  not? 

"The  Soviets  never  directly  admit 
that  [the  equipment]  will  be  used  at 
gold  mines,"  says  Alexandr  Pronin, 
Moscow  representative  for  Ingersoll- 
Rand.  This  furtiveness,  along  with 
the  government's  scattershot  pur- 
chasing methods,  means  that  gold 
mines  are  often  sent  machinery  ill- 
suited  to  their  needs.  Moreover,  the 
Western  hardware  often  lies  idle  and 
rusting  for  want  of  spare  parts  and 
proper  maintenance.  Another  revolu- 
tion of  the  vicious  circle:  no  spares 
without  hard  currency;  no  hard  cur- 
rency without  spares. 

Unlike  in  most  of  the  Soviet  econo- 
my, where  limited  private  enterprise 
is   a  fairly  new  phenomenon,   gold 


mining  cooperatives  have  been  per- 
mitted since  Stalin's  time — an  indica- 
tion of  the  difficult  mining  conditions 
and  of  gold's  singular  importance  to 
Moscow.  These  cooperatives,  called 
artels,  involve  small  teams  that  work 
mainly  in  northeastern  Siberia,  dredg- 
ing for  alluvial  deposits  of  gold.  Be- 
cause they  rely  on  human  ingenuity 
and  avarice  rather  than  centralized 
bureaucratic  planning,  the  artels  are 
efficient,  producing  gold  at  one-third 
the  cost  of  state  mines.  Artels  now 
produce  an  extraordinary  35%  of  all 
the  gold  mined  in  the  Soviet  Union. 

But  the  Soviet  system  is  not  hospi- 
table ground  for  private  enterprise. 
According  to  a  statement  by  the 
U.S.S.R.'s  Prosecutor's  Office,  since 
1980  two-thirds  of  the  country's  se- 
nior artel  officials  have  been  impris- 
oned or  disciplined.  The  chairmen 
and  deputy  chairmen  of  more  than  40 
artels  have  been  thrown  in  jail  for  op- 
erating criminal  enterprises.  Literally 
tons  of  gold  have  been  embezzled  or 
gone  missing,  according  to  Soviet  au- 
thorities. Equipment,  too,  has  been 
hijacked:  Over  the  last  five  years, 
more  than  a  thousand  bulldozers  have 
disappeared. 

Magadan  (pop.  100,000)  is  the  Sibe- 
rian city  nearest  to  the  Kolyma  gold 
fields.  It  is  the  rip-roaring  center  of 
the  illicit  gold  trade.  In  the  last  six 
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More  dismformation 


In  Vnesheconombank's  modem 
trading  room  on  Pushkinskaya 
Street  in  Moscow,  a  team  of  Rus- 
sian traders  works  16  hours  a  day 
selling  gold  for  the  Kremlin. 

Don't  confuse  this  with  free 
market  trading.  Every  week  or  so, 
senior  Soviet  officials  calculate  the 
country's  short-term  hard  currency 
requirements  and  tell  Vneshecon- 
ombank  how  much  gold  should  be 
sold  to  meet  the  requirements. 

Vnesheconombank's  traders  go 
to  great  lengths  to  mislead  the 
market  about  the  true  size  of  Sovi- 
et gold  production  and  sales.  More 
than  half  the  bank's  daily  transac- 
tions, says  Deputy  Chairman 
Eduard  Gostev,  are  wash  trades  on 
futures  and  options  markets,  with 
no  point  other  than  to  screen  true 
Soviet  intentions.  This  sham  sell- 


ing does,  however,  incur  transac- 
tion charges,  and  so  costs  the  Sovi- 
ets money. 

And  the  Soviets  are  no  better 
than  Westerners  at  market  timing. 
Sitting  in  a  conference  room  in  the 
proletarian  apartment  house  that 
was  converted  into  Vnesheconom- 
bank's headquarters,  Gostev  re- 
calls; "In  1980,  when  gold  was  at 
$850  [an  ounce],  the  government 
decided  to  stop  its  gold  sales  until 
the  price  hit  SI, 000.  It  never  did, 
and  the  government  ended  up  los- 
ing." On  the  other  hand,  Vneshe- 
conombank's chief  trader,  Anatoli 
Timokhin,  says  that  the  bank 
earned  "some  millions  of  dollars" 
in  trading  profits  last  year,  mainly 
by  shorting  the  market. 

But  that  boast,  too,  may  be  disin- 
formation.— P.F. 


years,  hundreds  of  kilos  of  gold  have 
been  seized  on  Magadan's  black  mar- 
ket, according  to  accounts  monitored 
by  Radio  Free  Europe.  (One  kilo  of 
gold  is  equal  to  about  35  ounces, 
worth  $13,000  at  the  current  price.)  A 
far  greater  amount  of  gold  leaves  Ma- 


gadan and  disappears  onto  the  black 
market.  One  enterprising  black  mar- 
keteer had  smuggled  $30,000  in  Sibe- 
rian gold  to  the  Ukraine  in  jars 
marked  "dry  milk." 

Until  recently,  the  largest  market 
for  stolen  gold  was  Soviet  dentistry. 


Today,  urbanites  in  Moscow,  Lenin- 
grad, Kiev  and  other  major  cities  are 
looking  to  buy  gold  on  the  black  mar- 
ket as  a  store  of  value,  as  fears  of 
hyperinflation  mount. 

One  upshot  of  all  this  is  the  fact 
that  legal  supplies  of  gold  for  Soviet 
consumers  are  drying  up.  The  Soviets 
have  been  steadily  jacking  up  the  offi- 
cial price  for  gold  jewelry.  Even  so, 
once-plentiful  supplies  of  rings  and 
bracelets  are  now  badly  depleted. 
Walk  into  the  jewelers  on  Moscow's 
Arbat  Street  this  summer  and  you 
will  face  a  bank  of  empty  display 
cases.  A  quick  discussion  with  a  sales 
clerk  yields  information  on  how  gold 
earrings  and  bracelets  can  be  bought 
through  black  market  channels.  Here 
too,  knowledgeable  Soviets  say,  the 
price  has  been  rising  fast. 

Unfortunately  for  the  Soviets,  the 
world  market  price  for  gold  has  been 
moving  in  the  opposite  direction  and 
is  now  at  its  lowest  point  in  real  terms 
since  1979.  To  earn  the  same  amount 
of  hard  currency  as  in  years  past,  the 
Soviets  must  sell  more  gold.  If  the 
Soviets  are  deliberately  understating 
the  volume  of  their  recent  gold  sales, 
it  is  to  avoid  depressing  the  price. 
Sudden  heavy  sales  by  the  traders  at 
Moscow's  Vnesheconombank,  traders 
in  Zurich  and  New  York  complain, 
derailed  a  brief  rally  in  the  gold  price 


you'd  think  that  you  had  nothing  better  to  do  wi 
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earlier  this  summer. 

Eduard  Gostev,  Vnesheconom- 
bank's  deputy  chairman,  is  trying  to 
squeeze  every  last  kopek  of  profit  out 
of  other  aspects  of  gold  dealing.  With 
limited  success,  the  bank  is  trying  to 
sell  Soviet  gold,  mainly  in  the  form  of 
one-kilo  bars,  directly  to  investors  in 
Asia  and  the  Middle  East.  But  this  is 
irritating  the  three  giant  Swiss 
banks — Union  Bank  of  Switzerland, 
Credit  Suisse  and  Swiss  Bank  Corp. — 
that  have  long  been  the  dominant  bro- 
kers of  kilo  bars.  The  Swiss  bar>ks  are 
also  three  of  the  largest  purchasers  of 
Soviet  bullion.  Why,  the  Swiss  mut- 
ter, should  the  Soviets  squeeze  some 
of  their  best  bullion  customers  to  go 
after  the  paltry  40-cent-per-ounce 
commission  on  kilo  bar  sales? 

Unfortunately  for  Gostev,  the 
countries  with  the  largest  demand  for 
gold  generally  have  strained  relations 
with  the  Soviet  Union.  Taiwan,  South 
Korea,  Turkey  and  the  United  Arab 
Emirates,  for  example,  are  full  of  gold 
bugs.  But,  for  political  reasons,  inves- 
tors in  these  countries  commonly  re- 
fuse to  buy  gold  stamped  with  the 
hammer  and  sickle  emblem. 

In  Japan,  now  a  major  gold  market, 
the  Soviets  have  stumbled  badly.  In 
1986,  according  to  senior  Swiss  gold 
traders,  the  Japanese  asked  Citibank 
and  Union  Bank  of  Switzerland  to 


purchase  300  tons  of  gold,  worth  $4 
billion,  to  mint  into  commemorative 
coins  for  the  sixtieth  anniversary  of 
Emperor  Hirohito's  reign.  The  Japa- 
nese wanted  gold  of  the  highest  puri- 
ty, 99.99%. 

Seizing  the  opportunity,  the  Soviets 
offered  to  supply  a  substantial  portion 
of  the  gold.  But  when  Japanese  Minis- 
try of  Finance  officials  in  Osaka  began 
to  assay  the  Soviet  gold,  they  found 
that  a  sizable  percentage  was  well  be- 
low "four  nines"  purity. 

The  Swiss  had  to  take  back  the  So- 
viet gold  and  at  great  expense  refine  it 
to  the  promised  standards.  As  a  result, 
the  Swiss  and  Japanese  remain  pri- 
vately wary  about  the  purity  levels  of 
Soviet  gold. 

Much  of  this,  of  course,  puts  the 
Soviet  Union  in  the  same  straits 
South  Africa  is  in.  Both  nations  badly 
need  the  foreign  exchange  earned  by 
gold  sales  and  both  face  shrinking  pro- 
ductivity in  their  mines.  While  the 
existence  of  apartheid  makes  South 
Africa  something  of  a  pariah  with 
Western  nations,  the  Soviets  have  few 
ideological  scruples  when  it  comes  to 
power  or  money. 

After  years  of  icy  silence,  the  Sovi- 
ets have  recently  opened  a  dialog  with 
South  African  gold  mining  firms.  It  is 
not  inconceivable  that  the  Soviet 
Union  and  South  Africa,  together  pro- 


ducing more  than  half  the  bullion  in 
the  world,  are  seeking  to  make  com- 
mon cause.  Might  these  two  troubled 
gold-producing  nations  be  discussing 
a  cartel? 

The  Soviet  Union  is  certainly  not 
averse  to  cartels.  The  Soviets  sell  dia- 
monds through  the  Central  Selling 
Organization  in  London,  which  is 
controlled  by  De  Beers,  the  South  Af- 
rican mining  company. 

But  a  workable  gold  cartel  is  entire- 
ly unlikely.  Far  too  much  gold,  about 
100,000  tons  in  all,  is  in  the  hands  of 
Western  central  banks,  jewelry  own- 
ers and  gold  bugs.  Much  of  this  hoard, 
which  is  equal  to  more  than  50  years 
of  current  global  gold  production, 
would  flood  onto  the  market  should 
the  price  be  forced  up  to  unrealistic 
levels. 

Soviet  stockpiles  still  bulge  with 
gold.  Western  estimates  put  these  re- 
serves at  between  2,500  and  3,000 
tons — worth  from  $30  billion  to  $40 
billion  at  gold's  current  price.  (U.S. 
gold  reserves  are  triple  the  estimated 
Soviet  tonnage.)  The  surety  provided 
by  the  Soviet  gold  held  in  reserve 
gives  comfort  to  capitalist  bankers 
considering  further  loans  to  the  Sovi- 
et state.  So  much  for  Lenin's  predic- 
tion that  gold  in  his  socialist  paradise 
would  be  used  for  the  walls  of  work- 
ers' toilets.  ■ 
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The  Up  &  Comers 


Second  Careers 


From  the  time  he  was  just  a  kid,  Charlie 
Butcher  was  a  maverick.  And  now,  at  72, 
hes  rich — and  still  a  maverick. 


Life  begins— 
again — at  72 


By  Rita  Koselka 


CHARLES  Butcher  races  off  to 
his  home  in  Boulder,  Colo. 
The  vanity  plate  on  his  red 
Mercedes  190E  reads  "70-FUN."  Well 
into  his  eighth  decade,  Butcher  has 
lost  none  of  his  zest  for  life. 


In  his  business  life  Butcher,  72,  is 
chairman  of  the  Butcher  Co.,  the 
Marlborough,  Mass. -based  floor  pol- 
ish and  cleaning  products  company. 

The  Butcher  Co.  was  started  109 
years  ago  by  Charlie  Butcher's  grand- 
father, a  carpenter  in  Cambridge, 
Mass.  The  original  Butcher's  custom- 


ers requested  additional  cans  of  his 
homemade  wood  polish  so  often  that 
he  decided  to  go  into  business.  Soon 
Butcher's  Paste  Wax  set  the  standard 
for  making  wood  floors  shine. 

But  like  many  third-generation  af- 
fluents, Charlie  Butcher  decided  the 
family  business  wasn't  for  him.  He 
studied  economics  at  Harvard  and  af- 
ter graduation  taught  at  St.  Mark's,  a 
private  school  in  Southborough, 
Mass.  When  the  U.S.  entered  World 
War  II,  he  declared  he  was  a  conscien- 
tious objector.  As  part  of  the  Civilian 
Public  Service  program,  Butcher  was 
assigned  to  work  in  a  largely  black 
juvenile  delinquents'  home  outside 
Baltimore.  As  he  tells  it,  conditions 
were  so  bad  that  he  threatened  to  lead 
the  staff  on  strike.  That  provoked  the 
warden  to  have  him  arrested  on 
trumped-up  sodomy  charges,  he  says. 
The  charges  were  quickly  dropped, 
but  Butcher  refused  to  leave  the  juve- 
nile home  and  go  to  another  one  in 
South  Carolina.  Declared  awol,  he 
spent  19  months  in  prison  in  Chilli- 
cothe,  Ohio  and  Ashland,  Ky. 

Even  then  Charlie  Butcher  was  a 
man  who  did  things  his  own  way.  His 
parents  learned  to  accept  his  ruggedly 
individualistic  ways.  Paroled  in  1944, 
Butcher  worked  in  print  shops  and 
finally  went  out  on  his  own,  broker- 
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Butcher  Co  's  (.IhuU's  Buiclyei-  atui  duci'Slors 

Put  tfgf  by  family  aquabbUng,  he  slowly  bought  omU  his  relatives. 
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ing  customer  orders  to  the  many  little 
printers  in  New  England. 

Put  off  by  the  family  squabbling 
over  the  business  he  saw  while  grow- 
ing up,  Butcher  had  refused  to  get 
involved  in  the  company  for  years. 
But  in  1951  his  father  and  uncle  were 
in  poor  health  and  were  looking  for  a 
successor.  They  offered  Butcher,  then 
34,  a  deal  promising  ( 1 )  no  family  in- 
terference as  long  as  he  kept  up  divi- 
dend payments,  and  (2)5%  of  the  prof- 
its above  the  current  payout  level. 
Sales  at  the  time  were  only  around 
$400,000  and  profits  $25,000,  but 
Butcher  accepted.  Both  his  father 
and  uncle  died  within  six  months 
of  his  assuming  control. 

At  the  time.  Butcher  Wax  was 
sold  mainly  to  housewives.  Butch- 
er directed  the  company  away  from 
the  home  market  and  into  institu- 
tional sales.  That  meant  expanding 
the  product  line,  too,  from  waxes 
to  floor  cleaners  and  carpet  care 
products. 

Butcher  had  realized  that  the 
cost  of  cleaning  products  account- 
ed for  only  2%  to  3%  of  the  total 
cleaning  cost  of  a  hotel  or  hospital, 
labor  being  the  bulk  of  the  rest. 
That  meant,  in  essence,  that  the 
customer  didn't  care  how  much 
the  wax  cost  as  long  as  he  could  get 
better,  quicker  results  from  his 
workers.  Butcher  figured  he  could 
help  his  customers  by  providing 
the  training  to  use  the  products 
correctly  as  an  integral  part  of  the  - 
sales  pitch. 

Then,  as  today.  Butcher  sold  its 
products  packaged  together  as  "sys- 
tems," a  variety  of  products  that  work 
together  for  different  problems  or  con- 
ditions. The  systematized  products 
come  complete  with  printed  instruc- 
tions, videotapes  and  training  ses- 
sions. A  video  like  the  one  on  carpet 
care  for  hotels,  for  example,  teaches 
maintenance  staffs  under  what  condi- 
tions to  use  Butcher's  different  carpet 
;  cleaners  for  best  results. 

The  strategy  of  moving  into  the  in- 
stitutional eind  of  cleaning  worked 
wonders.  Sales  grew  from  $400,000  in 
1951  to  about  $3  million  two  decades 
later,  all  the  while  providing  a  very 
nice  living  for  Butcher.  Over  those  20 
years,  he  slowly  bought  out  the  rest  of 
the  family.  "They  never  did  stay  out 
of  the  business,"  he  says  wryly. 

With  the  company  humming  along 
in  the  early  1970s,  Butcher  said 
enough.  It  was  time  for  the  next  chap- 
ter in  the  Butcher  saga.  In  1971  he 
turned  over  the  day-to-day  rurming  of 
the  company  to  a  trusted  lieutenant 
and  agreed  to  sell  the  company  to  him 
over    a    period    of    years.    (Butcher 


doesn't  want  to  name  the  fellow,  as  he 
is  still  active  in  the  industry.)  Butcher 
moved  to  Boulder  with  his  new  wife, 
Jane.  Two  years  later,  at  57,  he  began 
to  do  biological  research  at  the  Uni- 
versity of  Colorado.  He  stayed  on  as  a 
consultant  for  Butcher  Wax.  By  1983 
Butcher's  sales  were  $9  million. 

This  comfortable  arrangement 
went  awry,  however,  after  a  series  of 
disagreements  between  Butcher  and 
the  lieutenant  he  had  left  in  charge. 
Butcher  sued.  But  neither  party  want- 
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A  swirl  of  bottles  of  floor  cleaner 
Selling  floor  products  as  systems. 

ed  to  wait  years  for  a  court  decision. 
So  the  two  agreed  to  auction  their 
stakes  to  each  other  to  decide  the 
company's  fate.  Each  would  bid  for 
the  other's  stock  (which  at  this  point 
was  split  almost  evenly).  The  mini- 
mum bid  would  be  $2  million;  each 
bid  had  to  be  raised  by  $150,000  with 
15  minutes  for  the  other  to  respond; 
about  half  the  payment  had  to  be  de- 
livered in  cash  within  24  hours  or 
there  would  be  a  severe  financial  pen- 
alty to  the  bluffer.  This  last  condition 
was  no  problem  for  Butcher,  who  had 
already  lined  up  bank  financing. 

When  the  hammer  hit  at  $2.8  mil- 
lion. Butcher,  at  this  point  66,  won 
back  the  company,  but  he  wanted  to 
stay  in  Boulder.  He  brought  in  a  new 
president,  James  Nelson,  an  executive 
from  Grand  Metropolitan  Pic. 

Together  they  have  polished  up  the 
company's  performance.  From  net 
sales  of  nearly  $9  million  in  1983, 
Butcher's  sales  have  shot  to  $35  mil- 
lion. Estimated  operating  profits  are 
around  12%  of  revenues.  That's  over 
$4  million  annually,  well  above  what 
Butcher  paid  for  the  company. 

Once  back  in  charge,  Butcher  and 


Nelson  quickly  returned  to  the  prov- 
en strategy  of  bundling  his  products 
up  with  service.  Butcher  Wax  was  the 
first  in  the  industry  to  provide  a  com- 
plete traming  guide  to  meet  osha 
safety  regulations.  A  year  ago  the 
company  introduced  cleaning  prod- 
ucts to  help  control  static  electricity, 
a  potentially  destructive  force  in  any 
office  that  has  a  lot  of  computers. 
These  programs  have  been  a  hit  with 
customers — timely  help  for  very  little 
money,  just  the  upper  end  of  the  price 
range  for  a  floor  cleaner. 

Butcher  has  another  weapon:  its 
distributor  network.  End-users  are 
so  varied  and  geographically  scat- 
tered— even  large  hotel  chains  or 
cleaning  services  order  on  a  local 
level — that  loyal  distributors  who 
will  work  with  customers  and 
warehouse  and  package  odd-lot 
loads  are  essential.  Butcher  does  all 
he  can  to  woo  distributors. 

The  U.S.  market  for  floor  clean- 
ers is  expected  to  grow  little  more 
than  inflation  over  the  next  five 
years,  so  Butcher  is  now  expanding 
in  Canada,  Europe  and  parts  of  the 
Pacific  Rim.  Within  the  U.S.,  in- 
dustry Goliath  S.C.  Johnson  &.  Son 
has  roughly  15%  of  the  market. 
The  rest  of  the  industry  is  highly 
fragmented  and  at  varying  levels  of 
sophistication;  Butcher  sees  plenty 
more  room  for  growth. 

"Our  only  worry,"  says  Presi- 
dent Nelson,  "is  what  area  or  idea 
-  to  focus  on  next.  There's  always 
too  much  on  the  plate."  The  compan- 
y's experience  thus  shows  that,  in  the 
right  hands,  even  a  small  and  margin- 
al business  can  be  made  to  flourish. 

And  Butcher?  He  says  he  does  not 
care  whether  any  of  his  seven  chil- 
dren, including  two  adopted  Korean 
orphans,  go  into  the  company.  His 
second  child,  Susan  Butcher,  is  Alas- 
ka's famous  Iditarod  dog-sled  race 
champion — a  chip  off  the  individual- 
istic Butcher  block. 

Butcher  is  arranging  the  sale  of  40% 
of  his  stock  to  a  group  of  managers 
and  directors,  to  be  paid  for  mostly  by 
a  recapitalization  of  the  company. 
While  remaining  active  in  Butcher 
Wax,  he  wants  to  devote  more  time  to 
other  pursuits.  Prevented  from  doing 
further  biology  research  by  failing 
eyesight.  Butcher  is  involved  in  Clon- 
etics,  a  biotechnology  startup.  He  is 
also  negotiating  with  the  University 
of  Colorado  to  form  the  Discovery 
Exchange,  which  will  license  work 
coming  out  of  the  school's  research 
labs  and  market  it  to  companies  in 
need  of  new  product  ideas. 

That's  what  Charlie  Butcher  means 
by  that  license  plate,  "70-FUN."  ■ 
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We  found  a  wa 


In  case  you're  wondering,  that  little  man  in 
the  right-hand  comer  is  Professor  Egghead.  The 
actual  character  that  represents  Egghead  Dis- 
count Software'"  Americas  leading  software 
retailer.  And  this  is  his  story. 


It  seems  his  company  had  a  problem.  C 
that  any  company  would  love  to  have.  Th( 
were  growing.  Unfortunately,  their  commi 
tions  system  wasn't  growing  along  with  th 
So  the)  talked  to  us.  And  through  the  eflbrU 


Egghead.  Professor  Egghead,  and  Egg  words  arc  trademarks  of  Egghead  Discount  Software.  S)  1988  Egghead 


D  help  him  grow. 


;e  of  our  Account  Managers  and  his  support 
j|im.  we  carefully  analyzed  the  problem.  And 
(er  a  weekend  (no,  that's  not  an  error)  we 
jstalled  a  customized  new  system  that  improved 
ficiency,  dramatically  reduced  network  costs, 


and  left  plenty  of  room  for  growth. 

You  see  at  GTE.  it's  not  just  communications 
we  offer,  it's  solutions.  Call 
us.  No  matter  what  size 
you  are.  Call  1-800-225-5483. 
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The  Up  &  Comers 


Worries 


Before  you  buy  that  little  newspaper  you  ve 
always  wanted,  do  two  things:  (1)  Round 
up  a  lot  of  money,  and  (2)  read  all  about 
how  the  Green  Bay  News-Chronicle  is  slow- 
ly strangling  its  proprietor. 

Do  you  sincerely 
want  to  publish? 


By  Rita  Koselka 


Fl  RANK  Wood  began  preparing  for 
his  career  as  a  newspaper  propri- 
etor early.  At  La  Salle  High  School  in 
St.  Ignace,  Mich.,  he  won  the  journal- 
ism award.  In  the  Occupation  Army 


after  World  War  II,  he  was  a  reporter 
for  the  .\i}itb  Division  News,  in  Augs- 
burg, West  Germany.  He  married  Ag- 
nes McHale,  whose  father  owned  a 
little  weekly  paper  in  Chilton,  Wis. 

In  1953,  at  age  24,  Wood  used  his 
and    his    wife's    savings — $700 — and 


borrowed  $17,460  to  buy  a  small 
weekly  paper  in  Denmark,  Wis.  (pop. 
1,012).  That  was  the  beginning  of 
Brown  County  Publishing  Co.,  based 
in  Denmark. 

Today  Brown  County  Publishing, 
primarily  owned  by  Wood  and  his 
family,  grosses  over  $14  million  a  year 
from  18  newspapers  and  magazines 
and  one  of  the  largest  printing  opera- 
tions in  northeastern  Wisconsin. 

A  roaring  success?  Alas,  not  exact- 
ly. Thanks  to  Wood's  troubles  with 
Green  Bay's  daily  News-Chronicle, 
Brown  County  Publishing  is  slowly 
bleeding  to  death.  With  losses  on  the 
News-Chronicle  totaling  over  $500,000 
a  year,  even  Wood's  wife  and  board  of 
directors  are  beginning  to  question 
whether  it  might  be  too  costly  to  keep 
the  11,000-circulation  paper  alive.  Its 
much  larger  rival,  Green  Bay  Press-Ga- 
zette, has  five  times  the  circulation 
and  is  owned  by  Arlington,  Va.'s 
heavily  capitalized  Garmett  Co.  Gan- 
nett is  showing  Wood  no  mercy. 

Brown  County  Publishing  was  a 
classic  bootstrap  operation.  After  buy- 
ing the  Denmark  Press  in  1953,  the 
Woods  worked  tirelessly,  taking  off 
only  two  Saturday  nights  and  two 
Sundays  in  the  first  3'/2  years.  Wood 
sold  advertising,  wrote  the  features, 
took   the   photographs   and  ran   the 


Neiispaper piihMKr  Prank  U  tx>c/ 
Forced  to  struggle  €igain. 
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apples  and 
oranges. 


To  Atlantic  Mutual 
the  idea  of  forcing  unrelated 
industries,  like  computers 
and  food  processing,  to 
share  the  same  insurance 
policy  is  preposterous. 

Risk  types  and 
risk  potentials  vary 
dramatically  from 
industry  to  indus- 
try So  do  losses. 
And  so  should  v 
premiums. 

That's  why 
at  Atlantio  Mutual 
the  electronics  people 
go  into  one  group. 

The  food  processors  into  another  The 
printers  here.  The  metalworkers  there. 
And  so  on. 

But  there's  a  lot  more  to  an 
Atlantic  Mutual  insurance  policy  than 
that.  Because  we  analyze  the  individual 
companies  that  comprise  each  group. 
The  result?  A  custom  designed  policy 
based  on  each  industry's  needs. 


the  technology  that  has  sparked  an 
envious  gleam  in  the  eye  of 
a  number  of  our  competi- 
tors. They  know  the  sheer 
depth  and  breadth  of  our 
information  systems  give  us 
an  uncommon  understand- 
ing of  what  makes  a  client's 
business  tick. 

There's  another  ad- 
vantage to  being  insured 
^p^^^       by  Atlantic  Mutual. 
,J^^^^  We're  a  mutual 

^  Ibx4M      company  And 
^       ^^w^^^L     that  means  the 
]^^        -^  m     potential  for  divi- 
-^^  W-4ZX  clends.  We've 

~"  iHpf  issued  dividends 
to  various  groups  every 
year  since  1855. 
Talk  to  your  agent  or 
broker  about  Atlantic  Mutual  and 
our  custom  designed  policies. 
We'll  help  you  make  the  most  of 
your  differences.  Atlantic  Mutual, 
45  Wall  Street,  New  York,  NY  10005. 

^AtlanticMutual 


A  gargantuan  task?  No.  Not  with      What  insurance  iS  SUpposed  tO  be. 


Anyone  can  have  a  great  idea.  Make  sure  everyone  else  thinks  ifs  a  great : 


The  difference  hetueen  an 
idea  and  an  idea  thai  sells  can  be 
a  Macintosh  Ilex  cotnputer,  an 
Apple  Scanner  and  a 
UisetWriter  printer. 


f 


You  can  make  atrrcd: ,. 
m(/n'  Imtlumt.  A  Maani 
'lfis]<()Uire^Ueeixr]t/:nngJh)\ 
Ix'mL'!  to  slides  to  hmchures  in  liiim 


ss  it  with  Apple  Desktop  Media" 
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Product  demos  and  learning  tours  are  as  em'  as  clicking  the  mouse. 
Wtth  a  Macintosh  Ilex.  AppleCDSC  Drive,  HyperCard '  and  animation 
software,  you  can  literally  make  a  great  idea  fly. 

The  power  to  be  your  besfli 


Forlhej^terkskti4>  Media  dealer  nearer  you.  call  800-53S  9696.  etf.  200.  orcaUywtr.^ppkrepreseJUatkv.    ^'r-  . 


John  Nienhuis 


Agnes  and  Jrank  Wood  and  son  Uvis  at  the  Neivs-Chrunicle 
Hoping  for  commwatity  support. 


Frank  Wood  in  1978 

BtU  the  profits  vanished. 

press;  his  wife  wrote  up  the  weddings 
and  obituaries  and  did  the  books.  The 
paper  grossed  $22,000  the  first  year. 
The  Woods  took  out  $75  a  week. 
Meanwhile  they  were  raising  their 
children — eight  all  told.  Two  are  in 
the  business:  Dan,  32,  works  in  the 
darkroom  and  Chris,  35,  is  in  charge 
of  service  and  sales  at  the  printing 
operation.  Another  child,  Mary,  37, 
has  taken  it  upon  herself  to  spread  the 
word  of  her  father's  plight. 

In  1960  Wood  bought  a  moncylos- 
ing  weekly  shopper  in  Green  Bay  and 
painstakingly  turned  it  around.  In 
1965  he  bought  his  first  printing  busi- 
ness; printing  now  accounts  for 
roughly  half  of  his  sales.  In  1972  he 
started  a  monthly  shopper  in  nearby 
Two  Rivers.  Today  that  shopper  is  a 
solidly  profitable  semiwcekly  paper 
with  a  circulation  of  30,000.  And  so  it 
went,  adding  on  paper  after  paper. 

In   the  mid-1970s   Wood   was  se- 


duced by  the  opportunity  to  own  the 
News-Chronicle.  Here  was  a  daily  news- 
paper and  a  chance  to  expand  market 
share  in  Green  Bay.  The  paper  had 
been  started  by  striking  workers  from 
the  city's  l^ess-Gazette  in  1972,  when 
the  l^ess-Gazette  was  still  owned  by  a 
group  of  local  families.  Wood's  Brownn 
County  Publishing  printed  the  start- 
up paper.  After  the  j\eu'S-C/jronide  lost 
money  for  three  straight  years,  the 
worker-proprietors  gave  up.  Wood, 
who  already  had  a  weekly  shopper  in 
Green  Bay  and  papers  in  the  three 
counties  surrounding  the  city,  bought 
it  in  1976,  swapping  his  weekly  shop- 
per and  $50,000  in  cash.  A  determined 
promoter.  Wood  swore  to  grow  his 
beard  until  the  Neiis-Ojronicle  went 
into  the  black.  He  pushed  advertising 
and  subscription  sales  at  every  corner, 
including  the  bowling  alleys,  where 
he  picked  up  over  700  subscriptions. 
After  17  months  Wood  finally  cut  his 
beard,  which  by  then  was  almost 
down  to  his  waist. 

Wood's  problems  began  in  1980, 
when  Gannett  bought  the  Press-Ga- 
zette By  1987  the  lYess-Gazette  had  cut 
some  of  Its  advertising  rates  by  as 
much  as  40%,  forcing  Wood  to  follow. 
Wood  sued  for  peace  early  this  year 
when  he  suggested  that  his  and  Gan- 
nett's  papers  be  merged  in  their  busi- 
ness operations  while  maintaining  a 
separate  editorial  stance.  But  Gannett 
tersely  rejected  Wood's  offer. 

"They're  trying  to  starve  us  any 
way  they  can,  in  printing  and  in  ad- 
vertising," complains  Wood  of  Gan- 


nett. Although  Wood  has  been  able  to 
regain  some  advertising  revenues  this 
year,  the  paper  is  losing  $500,000  a 
year — about  the  same  amount  his 
other  businesses  are  making.  To  help 
free  up  time — and  money — for  the 
battle,  in  January  Wood  sold  his  ten 
publications  in  northern  Illinois  to 
Midwest  Newspapers  Co.,  at  a  profit. 

Housed  in  an  old  convent,  the  News- 
Chronicle  is  taking  its  case  to  the  pub- 
lic, to  see  if  the  community  won't 
support  Wood's  bid  to  keep  an  inde- 
pendent voice  in  the  city.  Wood  can 
expect  some  support:  Many  locals 
complain  that  the  Gannett  paper  is  a 
formula  paper  that  doesn't  really  rep- 
resent the  community.  But  Wood 
concedes  that  this  approach  isn't  al- 
ways taking  advertisers  by  storm. 

"It's  hard  to  get  a  chain  store  owner 
to  understand  that  he  has  to  support  a 
competing  paper,"  says  Wood.  "All  he 
thinks  is  that  he's  advertising  in  one 
paper,  he  doesn't  need  two.  He  doesn't 
realize  his  ad  rates  are  dependent  on 
there  being  two  papers." 

Will  the  News-Chronicle  make  it?  Al- 
though Wood's  persistence  has  paid 
off  thus  far,  the  odds  are  against  it. 
Only  19  cities  in  the  U.S.  still  have 
two  daily  papers  in  direct  competi- 
tion, compared  with  500  cities  back  in 
the  1920s.  It  is  next  to  impossible  for 
the  second  daily  in  a  market  to  sur- 
vive, more  so  if  the  larger  competitor 
is  part  of  a  well-capitalized  chain  that 
can  get  discounts  of  up  to  18%  on  its 
newsprint. 

Still,  Andy  Coulson,  the  owner  of 
the  White  Gull  Inn  in  Fish  Creek, 
Wis.  and  a  member  of  Brown  Coun- 
ty's board  of  directors,  thinks  Wood's 
struggle  has  been  worth  the  price. 
"Whatever  happens,"  says  Coulson, 
speaking  for  many,  "you  can  definite- 
ly say  the  Ncni'sChronicle  has  forced 
the  l*ress-Gazette  to  be  a  better  paper." 

At  a  time  when  others  expect  an 
easy  life,  Wood,  now  61,  again  must 
struggle.  In  1956  he  had  gone  back  to 
school;  he  subsequently  picked  up  a 
master's  degree  in  history  and  English 
and  attended  the  executive  M.B.A. 
program,  all  at  the  University  of  Chi- 
cago. In  1966  he  became  an  assistant 
professor  at  St.  Norbert  College,  a 
small  liberal  arts  college  owned  by  the 
Norbertine  Order  in  De  Pere,  Wis.; 
there  he  teaches  humanities,  interna- 
tional business  and  business  policy 
courses.  Wood  asked  for  a  reduced 
course  load,  and  reduced  pay,  last 
spring  to  spend  more  time  on  the 
News-Cfjronicle's  problems. 

"Frank's  a  real  entrepreneur,"  says 
Robert  Horn,  the  academic  dean  at  St. 
Norbert.  "He'll  put  everything  on  the 
line."  It  looks  like  he  already  has.  ■ 
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XJ-S  COUPE  AND  CONVERTIBLE  WITH 
SMOOTHNESS  AND  AUTHORITY. 
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In  1971,  Jaguar  introduced  its 
high-performance  V-12  engine 
in  the  legendary  E-type.  Today 
after  two  decades  of  refinement 
and  100,000  V-12s  later.  Jaguar 
powers  its  XJ-S  coupe  and  con- 
vertible with  the  world's  most 
thoroughly  proven  twelve- 
cylinder  engine. 

Capable  of  producing  a 
potent  262  horsepower. 
Jaguar's  V-12  engine  provides 
more  firing  impulses  per  revolu- 
tion than  engines  with  fewer 
cylinders.  The  result  is  astonish- 
ingly smooth  and  quiet  power 
delivered  across  a  broad  per- 
formance range  that  gives  the 
XJ-S  authoritative  acceleration, 
vivid  response  for  passing  and 
effortless  cruising  on  the  high- 
way. Modified  for  racing,  this 
engine  has  powered  Jaguar 
race  cars  to  the  World  Sports 
Car  Championship  for  the  last 
two  years. 

Inside  the  S-type's  cabin,  the 
richness  of  handcrafted  burl 


walnut  and  the  fragrance  of 
supple  leather  abound.  Sports 
seats  in  front  combine  refined 
comfort  and  contoured  support 
for  high-performance  driving. 

The  S-type  chariots  come  in 
two  configurations:  the  2  -t-  2 
Jaguar  XJ-S  coupe  offers  the 
elegance  of  grand  touring, 
while  the  XJ-S  convertible  deliv- 
ers the  excitement  and  romance 
of  an  open  cockpit  roadster. 

Visit  your  dealer  for  a  test 
drive.  Ask  him  about  Jaguar's 
extensive  three-year/36,000-mile 
warranty.  He  can  provide  de- 
tails of  this  limited  warranty, 
applicable  in  the  USA  and 
Canada,  and  Jaguar's  uniquely 
comprehensive  Service-On-Site^ 
Roadside  Assistance  Plan.  For 
your  nearest  dealer,  call  toll-free: 
1-800-4-JAGUAR. 
JAGUAR  CARS  INC.,  LEONIA,  NJ  07605 
ENJOY  TOMORROW.  BUCKLE  UP  TODAY. 

JAGUAR  XJ-S 
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-Jntroducing  The  pigital  Differenc 
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The  Canon  Color  Laser  Copier 
500  System  and  its  digital  image  proc- 
essing technology  arc  going  to  revolu- 
tionize the  way  you  look  at  color 
communication. 

By  converting  originals  into  elec- 
tronic signals,  Canon's  exclusive  tech- 
nology reproduces  images  with  256 
gradations  per  color  at  400  dots  per 
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a  film  projector. 
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inch.  Clarity  and  definition  comparable     either  a  high  resolution  film  scanneij 
to  professional  printing. 

This  unique  digital  technology 
also  makes  advanced  new  creative  func- 
tions possible.  Composing  color  layouts 
or  combining  multiple  color  originals 
can  now  be  performed  right  at  the 
copier.  Copies  from  slides  and  negatives 
can  also  be  reproduced  instantly,  with 
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CANON  COLOR  LASER  COPIER  SYSTEM 
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Whether  you  need  an  alternative 
to  color  printing,  an  on  site  photo 
processor  or  an  electronic  graphics 
studio,  clearly  no  other  copier  can 


And  unlike  any  copier  before,  a 
itionary  Intelligent  Processing 
gives  the  worlds  first  digital  and 
g  interfacing  capability.  A 
through  that  allows  you  to  pro- 
full  color  copies  from  almost  any 
onic  image  source,  including  video  1-800-OK-CANON,  or  write  to 
nputers,  offering  virtually  limit-  Canon  USA  Inc.,  RO.  Box  3900, 
ossibilities  foriuture  applications.     Peoria,  Illinois  61614. 


compare. 

To  find  out  more  call 
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The  Digital  Difference. 


Not  many  American  fortunes  have  lasted 
more  than  a  century.  Here's  one  that  has. 


The  Clarks 
of  Cooperstown 


By  WUliam  P.  Barrett 


We  operate  for  only  one  family,  and 
they're  rather  private,"  Michael  A. 
Nicolais  says  affably  but  firmly. 
"We'd  prefer  that  you  write  nothing  at 
all."  That's  a  wish  we'd  respect,  ex- 


cept we  think  there  is  an  instructive 
story  in  the  family. 

Nicolais  is  the  capable,  longtime 
president  of  the  Clark  Estates  Inc. 
This  obscure  Wall  Street  firm  has 
played  a  key  role  in  preserving  one  of 
the  country's  oldest  and  least-known 


family  fortunes.  Estimated  at  well 
over  $350  million — and  until  now 
overlooked  by  Forbes  Four  Himdred 
researchers — it  belongs  to  the  publici- 
ty-shy Clark  family  of  Cooperstown, 
N.Y.,  the  tiny,  remote  village  they 
have  dominated  for  more  than  a  cen- 
tury. Yep,  that  Cooperstown,  the  sce- 
nic, rural  home  of  the  National  Base- 
ball Hall  of  Fame  and  Museum — 
founded  by  the  Clarks — which  cele- 
brated its  50th  anniversary  this  sum- 
mer amid  much  hoopla. 

Besides  the  personal  fortune,  anoth- 
er $360  million  or  so  of  assets — in- 
cluding the  Hall  of  Fame,  two  other 
noteworthy  Cooperstown  museums, 
the  village's  nationally  known  180- 
bed  hospital  and  a  very  large  charita- 
ble endowment — are  spread  among 
seven  tax-exempt  entities  created  by 
and  affiliated  with  the  Clarks.  These 
entities  list  their  official  address  as 
Mike  Nicolais'  ninth-floor  suite,  225 
driving  miles  away,  at  30  Wall  Street, 
a  building  facing  the  New  York  Stock 
Exchange.  All  told,  the  Clark  empire 
embraces  something  like  20%  of  Coo- 
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Business  Gifts 

That  Are  Remembered, 

Forever- 


Tiffany's  Corporate  Division  offers  an  extraordinary 
selection  of  gifts  that  will  be  cherished  for  years  to  come.  Because 
nestled  inside  of  every  Tiffany  blue  box  is  a  gift  of  exclusive 
design  and  remarkable  craftsmanship,  reflecting  a  152-year  heri- 
tage. Whether  it's  jewelry,  sterling  silver,  crystal,  clocks,  watches 
or  fragrance,  there's  something  exquisite  to  accommodate  every 
budget  and  holiday  gift  need. 

The  highest  standards  of  customer  service  are 
upheld  by  your  personal  Account  Executive  who  takes  pride  in 
serving  your  special  business  needs.  Backed  by  a  support  system 
second  to  none,  your  Account  Executive  ensures  no  detail  is 
overlooked,  including  prompt  fulfillment. 

You'll  receive  this  same  level  of  expertise  in  developing 
sales  incentive  programs,  recognition  award  programs  and  in 
dealing  with  our  Custom  Design  department.  So  whether  you're 
celebrating  a  sales  achievement,  applauding  a  lifetime  of  service, 
or  turning  your  special  ideas  into  reality,  you  can  expect  the 
Tififany  standard  of  service. 

To  order  a  Corporate  catalogue,  open  an  account  or 
place  an  order,  call  The  Corporate  Division  at  1-800-423-2394. 

Tiffany  &  Co. 

NEVCYORK  BEVERLY  HILLS  CHICAGO  DALLAS  HOUSTON  PHILADELPHIA 
BOSTON  ATLANTA  SAN  FRANCISCO  WASHINGTON  DC  DETROIT  SOUTH  COAST  PLAZA 


i.  entering  The  Manila  Hotel,  General  MacArthur  would  go  past  the 
front  desk  to  a  private  elevator  and  his  ow^n  reception  area. 

MacArthur  Club  guests  are  no  less  privileged. 


The  Manila  Hotel's  new  MacArthur 
Club  is  dedicated  to  the  comfort  and 
service  of  visiting  business  people. 
And  to  Club  guests,  we  offer  the 
choice  of  a  room  or  suite  in  the 
elegant  old  building  or  the  new 
Tower  Wing. 

Whichever  you  select, 
you  benefit  from  a  private 


elevator,  express  check-in/check-out 
at  the  Club  Reception,  private 
Lounge  and  Concierge,  complimentary 
Continental  breakfasts  and  laundry/ 
dry  cleaning  services  and  other 
special  amenities. 
You  will  also  quickly  understand 
why  General  MacArthur  called 
The  Manila  Hotel  home. 


There  are  perhaps  a  dozen  incredible  places  you  must  see  in  the  Ghent. 
One  of  them  is  a  hotel. 


Rizll  Park  (P  O   Bo«  307).  Manila.  Philippinf  s 

Telfx   40537  MHOTEL  PM      Fax  (632)47-1124  or  48-2430     Telephone   (632)47-0011 

Or  contact  R  F   Warner  Inc  Omaha.  NE.  lohn  Telley  Co  Los  Angeles.  Utell  International-Sahara, 

KLM;Colden  Tulip  Intl  B  V 


Our  performance 
speaks  for  itself. 


Twentieth  Century  Growth  Investors  Fund 


Average  Annual  Total  Return  as  of  June  30,  1989 

20.2'  19.9'  20.T  245 


lYear 


5  Years 


10  Years 


15  Years 


i 


Call  toll-free: 

1-800-345-2021 

Data  quot'd  represents  past  performancr.  Investment 
return  and  principal  value  will  fluctuate  and  redemption 
value  ►^r?'.'  hr  »• '-/'  or  'rss  than  original  cost.  For  complete 
'V  'tteth  Century's  no-had  mutual 

f-' '  ••  (i >'d  (xpens€.<; .  call  toll-free  for  an 

'r  ispeclus.    Please  read  the  Prospectus 


C  IW9  T»«it»r«»  Crnlury  ln.T-Ui.rv  liK 


P.  0.  Box  419200,  Kansas  City.  MO  64141-6200 
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perstown-area  property. 

This — as  American  fortunes  go — is 
old  money,  real  old  money.  The  for- 
tvme  was  created  by  a  business  genius 
who  a  century  ago  made  a  household 
word  out  of  a  mechanical  sewing  de- 
vice called  the  Singer. 

The  year  was  1850.  The  idea  of  a 
sewing  machine  had  been  around  for  a 
half-century,  but  none  had  flourished 
because  they  couldn't  consistently 
stitch  an  even,  single-thread  chain. 
Isaac  Merritt  Singer,  a  39-year-old  ac- 
tor-tumed-inventor,  figured  out  a 
simple  up-and-down  action  that 
didn't  break  the  thread. 

Singer  realized  he  needed  someone 
to  fight  for  patents,  get  the  product  to 
market  and  oversee  financial  matters. 
His  inspired  choice  was  Edward 
Clark,  a  lawyer  from  upstate  New 
York  who  was  a  junior  partner  in  a 
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Engraving  on  an  old  Clark  building 
Six  generwMona  but  few  heirs. 

major  New  York  City  law  firm  that 
had  handled  a  Singer  case.  In  1851 
Clark,  then  40,  chucked  a  promising 
legal  career  for  what  by  year's  end  was 
a  50%  stake  m  the  risky  partnership 
that  became  the  Singer  Manufactur- 
ing Co.  of  New  York. 

The  differences,  even  hostility,  be- 
tween the  two  men  were  astounding. 
The  poorly  educated  Singer  was  a 
mercurial,  vulgar  individual  who 
once  called  Clark  "the  most  con- 
temptible-looking object  I  ever  saw 
with  his  wig  off."  For  his  part,  the 
college-educated  Clark  was  calm,  cul- 
tured and  worried  he  himself  would 
be  tarred  by  Singer's  uncouth  ways. 
Yet  in  business  the  pair  made  a  terrif- 
ic team — even  though  neither  would 
let  the  other  be  president. 

With  Singer  working  on  mechanics, 
Clark  settled  patent  suits  and  showed 
a  real  flair  for  marketing.  His  advertis- 
ing campaigns  chided  husbands  who 
didn't  buy  their  wives  this  laborsav- 
ing  device.  To  create  demand,  Clark 
offered  half-price  machines  to  such 
influential  persons  as  ministers' 
wives.  He  also  seems  to  have  perfect- 
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Precision  Investment 


A  precision  investment  casting,  produced  by  Fansteel-Escast,  is 

an  essential  component  of  the  Marrotta  Explosion  Supression  System, 

used  in  the  turret  of  the  U.S.  Army's  Abrams  Ml  Tanks.  A  solenoid 

activated  valve  provides  the  millisecond  response  time  required  to 

chemically  suppress  the  explosive  conflagration  of 

volatile  gases  and  liquids. 

Escast  employs  a  proven  technique  called  investment  casting  to 

produce  quality  parts  such  as  the  one  featured.  A  heat  disposable 

pattern  is  invested  or  surrounded  with  ceramic  material  to  form 

a  ceramic  shell  casting  mold.  The  result:  Dimensionally,  mechanically, 

and  metallurgically  precise  parts  produced  quickly  and  economically. 

Fansteel-Escast,  one  more  reason  why  it  will  pay  you 

to  know  more  about  us. 


^ansted 


An  integrated  producer  of  refractory  metals  and  fabricated  products  for  the  electronics, 
electrical,  aircraft/aerospace,  metalworking,  energy  and  chemical  industries. 


FANSTEEL  INC.  Number  One  Tantalum  Place  •  North  Chicago,  IL  60064  •  (312)  689-4900 
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''Digital  helps 
Sunoco  control 
distribution  from 
our  terminal  to 
the  customer  s 
tank." 


"  Sunoco 's  Automated  Terminal 
Interface  (ATI)  Program  will  provide 
total  control  of  fuel  distribution  from 
our  terminals  to  customer  tanks.  It's  a 
huge  project — a  vision  of  the  future 
that's  being  realized  today  through 
Digital's  computer  networking 
capabilities. 

"Digital's  networking  of  ATI's 
centralized  dispatching  assures  that 
local  Sunoco  service  stations  consis- 
tently provide  the  required  grades, 
including  Ultra,™  the  highest  octane 
of  any  major  brand.  ATI  also  improves 
underground  tank  leak  detection  to 
help  protect  the  environment. 

"For  managing  information, 
Digital's  communications  protocol — 
automated  service  station  inventory 
management  and  voice-response  fuel 
ordering — enables  Sunoco  to  be  more 
efficient  and  cost-effective.  We  can 
synthesize  many  sources  of  informa- 
tion into  simplified  invoicing  and 
record-keeping.  The  integrated  con- 
trol Digital  provides  gives  us  a  real 
competitive  edge  that  wUl  carry  into 
the  future." 

The  rewards  of  working  together. 

With  Digital's  networking,  you 
can  tie  computer  systems  together — 
ours  as  well  as  other  vendors'. 

Today,  with  more  computer  net- 
works in  place  than  anyone  else. 
Digital  gives  you  an  elegantly  simple 
way  for  your  people  to  work  together 
more  productively,  more  creatively, 
more  efficiently,  more  competitively. 

To  learn  more,  write  to  Digital 
Equipment  Corporation,  200  Baker 
Avenue,  Concord,  MA  01742-2190. 
Or  call  your  local  Digital  sales  office. 

A  way  to  work  together  Hke 
never  before.  TA*     •,     1 

Digital 

has 

it 
now 


ed  the  idea  of  installment 
sales — $5  down  and  $5  a  month 
for  a  $100  machine — which 
within  a  year  tripled  revenues. 
Decades  before  multinational 
companies  were  the  rage,  he  de- 
veloped big  markets  in  Europe. 
Thus  did  both  Clark  and  Singer 
create  early  American  business 
fortunes. 

Clark  found  time  to  spend  his 
summers  in  Cooperstown,  his 
wife's  birthplace  and  an  area 
immortalized  by  novelist  James 
Fenimore  Cooper,  son  of  the 
town's  founder.  He  also  found 
time  to  commission  such  con- 
struction projects  as  the  Dako- 
ta, the  landmark  apartment 
house  at  72nd  Street  and  Cen- 
tral Park  West  in  Manhattan. 
After  Singer's  death  in  1875, 
Clark  finally  became  Singer  Co. 
president,  a  post  he  held  until 
his  own  death  in  1882.  A  Harper's  obit- 
uary called  him  "very  charitable  but 
also  unostentatious" — a  pretty  good 
description  of  the  family  today. 

Singer's  estate  was  dissipated 
among  his  23  surviving  children  by  a 
bevy  of  wives  and  mistresses.  But 
Clark's  estimated  $40  million  legacy 
passed  to  his  only  surviving  child,  Al- 
fred Coming  Clark,  then  38  and  a 
Cooperstown  resident.  Following  Al- 
fred's death  in  1896,  the  fortune,  con- 
sisting largely  of  Singer  stock,  was 
divided  into  trusts  for  Alfred's  wife 
and  four  sons,  only  one  of  whom  left 
heirs.  During  their  lifetimes — the  last 
died  in  1964 — three  of  the  brothers, 
Edward,  Frederick  and  Stephen,  lav- 
ished much  attention  upon  Coopers- 
town, building,  for  example,  the  gran- 
diose, 135-room  Otesaga  Hotel, 
which  the  family  still  controls. 

Looking  to  shore  up  the 
town's  depressed  economy, 
they  seized  upon  the  dubious 
claim  that  Abner  Doublcday  m- 
vented  baseball  there  a  century 
earlier  and  in  1939  opened  the 
Baseball  Hall  of  Fame.  (Even  its 
historians  now  don't  dispute 
the  game  was  first  played  earlier 
and  elsewhere  by  others.)  The 
shrine  now  draws  more  than 
300,000  visitors  annually  and 
keeps  Cooperstown  thriving. 

As  a  result  of  a  family  feud, 
though,  the  fourth  brother,  Rob- 
ert Sterling  Clark,  left  his 
stocks  and  bonds  to  a  founda- 
tion outside  the  Clark  family 
reach.  His  formidable  art  collec- 
tion went  to  the  Sterling  and 
Francine  Clark  Art  Institute  in 
WiUiamstown,  Mass.,  run  by  in- 
denciKlc.it  trustees. 
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Named/or  the  man  who  didn't  invent  baseball. 


Today's  Clark  family  leader  is  Ste- 
phen C.  Clark  Jr.,  about  78,  the  only 
surviving  great-grandchild  of  Edward. 
He  lives  in  one  of  Cooperstown's 
stateliest  homes  and  attends  to  vari- 
ous charitable  endeavors  along  with 
one  of  his  two  children,  Jane  Forbes 
Clark  II,  35.  One  of  her  cousins,  Al- 
fred C.  Clark,  46,  runs  his  own  invest- 
ment firm  in  New  York  City.  Another 
cousin,  Anne  Labouisse  Peretz,  50, 
owns  the  Sew  Republic  magazine  with 
her  far  more  vis.ble  husband.  Harvard 
lecturer  Martin  Peretz,  the  maga- 
zine's editor-in-chief. 

How  has  the  family  managed,  de- 
spite family  feuds,  succeeding  genera- 
tions, taxes  and  large  charitable  con- 
tributions, to  keep  so  much  of  the 
fortune  intact?  Only  about  a  dozen 
descendants  still  living  from  six  gen- 
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Drawing  more  than  300,000  visitors  annually. 


erations  has  helped,  along  with 
an  intricate  series  of  generation- 
skipping  trusts.  But  the  main 
reason  seems  to  be  the  calm, 
prudent  investment  style  of 
Mike  Nicolais  and  his  team  at 
Clark  Estates  Inc.,  which  Steve 
Clark's  father,  a  shrewd  busi- 
ness executive  and  art  patron, 
helped  found  in  1946  expressly 
to  manage  various  Clark  family 
assets.  A  native  New  Yorker 
who  studied  accounting  at  New 
York  University's  graduate 
business  school,  the  64-year-old 
Nicolais  has  served  the  Clarks 
for  better  than  a  quarter-centu- 
ry. He  oversees  an  investment 
portfolio  for  several  dozen  ac- 
counts, including  trusts  and  the 
charities,  estimated  at  more 
than  $400  million. 
From  available  filings,  Clark 

Estates'    investments     suggest 

safety  through  cautious  diversity — 
small  stakes,  lots  of  bonds  and  T  bills, 
a  fair  amount  of  short-term  stock 
trading,  significant  energy  holdings 
and  modest  gains.  Singles  instead  of 
home  runs.  Many  Clark  Estates  in- 
vestments start  as  private  placement 
debt  convertible  into  equity.  Exam- 
ple: a  stock  and  convertible  debenture 
holding  worth  $14  million,  amount- 
ing to  44%  of  Hitox  Corp.,  a  Texas 
paint  pigment  company  (Forbes,  Aug. 
7|.  Nicolais  himself  has  sat  on  the 
boards  of  Quantum  Chemical,  Mesa 
Petroleum  and  Southdown. 

In  the  Clark  scheme  of  things,  Ni- 
colais is  Mr.  Inside;  many  Coopers- 
town residents  have  never  heard  of 
him.  Sidekick  Edward  A.  Stack,  an- 
other veteran  Clark  employee,  is  Mr. 
Outside,  heading  the  Baseball  Hall  of 
Fame  and  dealing  with  the  pub- 
lic. They  serve  on  most  of  the 
various  Clark  boards  with  Steve 
Clark  Jr. 

Collectively,  the  seven  Clark- 
family  charities  benefit  Coo- 
perstown to  an  extent  probably 
unmatched  for  a  small  town — 
an  amazing  $150,000  of  assets 
for  each  of  the  village's  2,400 
residents.  The  Clark  Founda- 
tion, one  of  the  nation's  70  larg- 
est private  foundations,  with 
more  than  $200  million  in  as- 
sets, spends  nearly  $1.8  million 
a  year  on  college  scholarships 
for  about  900  Cooperstown-area 
students,  $100,000  for  "needy 
individuals,"  and  $1  million  to 
underwrite  the  lavish  town  ath- 
letic facility,  named  after  a 
Clark.  Its  funds  also  provide 
fresh  flowers  for  Cooperstown's 
streetlight  poles.  ■ 
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0  years  of 
ipening  doors  for 
Lmerican  business 
ind  investors 


Three  keys,  a 
Triple  A  and 
opportunity 
knocking. 


By  any  standards,  Swiss 
Bank  Corporation's  first  50  years 
in  America  have  been  golden. 
Since  opening  our  first  office  in 
the  U.S.  in  1939,  we  have 
grown  in  size,  in  strength  and 
in  our  capability  to  serve  our 
American  clients— marketwide, 
industrywide,  nationwide, 
worldwide. 
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Today,  Swiss  Bank  Corpora- 
tion in  America  numbers  some 
1,600  people  with  nine  offices 
coast  to  coast.  We  also  give 
our  U.S.  clients  a  world  view 
second  to  none  with  over 
21,000  people  in  300 
branches,  subsidiaries  and 
representative  offices  on 
five  continents. 


Key  to  our  success  is  our 
faithful  adherence  to  three 
business  values— confidence, 
security,  discretion.  These  val- 
ues, symbolized  by  the  three 
golden  keys  in  our  corporate 
logo,  have  served  and  con- 
tinue to  serve  our  business 
partners  and  clients  well.  We 
are  one  of  only  a  handful  of 
banks  in  the  world  rated  AAA 
by  Standard  and  Poor's,  and 
Aaa  by  Moody's. 


These  "Triple  A"  ratings 
reflect  our  strength,  our  ability 
to  see  our  clients'  goals 
through— in  wholesale  com- 
mercial banking,  global  asset 
management,  investment 
banking,  and  trading  and  dol- 
lar funding  capacities.  We  are, 
for  example,  a  major  lender 
and  syndicator  to  American 
business,  creating  innovative 
off-balance-sheet  securitiza- 
tion packages,  acquisition  and 
restructuring  financing.  We 
also  offer  all  forms  of  tradi- 
tional bank  loans  and 
commitments.  Our  New  York 
branch  is  among  the  leading 
lenders  of  foreign  bank 
branches  in  the  U.S. 


Now,  we  are  opening  new 
doors  for  our  American  busi- 
ness partners  and  clients.  The 
new  doors  of  the  Swiss  Bank 
Tower— our  36-story  office 
building  now  under  construc- 
tion in  the  heart  of  midtown 
Manhattan.  And  the  new  doors 
of  222  Broadway  which  will  be 
home  to  two  new  trading 
rooms  equipped  with  state-of- 
the-art  capabilities,  including 
sophisticated  analytics, 
satellite  communications  and 
networked  data  processing 
undreamed  of  in  1939. 


50  years  of  opening  doors 
for  American  business  and 
investors— it's  a  lot  to  be  proud 
of  and  a  lot  to  build  on  in  the 
next  50  years  to  come. 


Swiss  Bank 
Corporation 

New  York,  Atlanta.  Chicago,  Dallas.  Houston, 
Los  Angeles.  Miami,  San  Francisco 
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"When  a  company  has  a  name  as  well- 
knoum  as  Westinghonse,  people  think  they 
know  tvhat  you  do. " 


^fetinghouse 
"Eday 


"People  think  we  still  make  appliances 
We  haven't  made  them  in  nearly  15 years. 

"People  think  we  still  tnake  light  bulbs. 
We  haven't  made  thetn  in  over  six  years. 

"And  some  people  think  we're  still  in  the 
same  businesses  we  were  100  years  ago. 
Well,  we  are  and  we  aren  't. 

"Westinghouse  is  a  company  committed 
to  quality,  doing  surprising  things  that 
touch  people's  lives  in  surprising  ways- 
all  over  tfye  world. 

"We're  a  company  you  should  get  to 
know  better "  ^ 


John  C.  Marous 
Chairman  and 
Chief Executii  e  Officer 


Financial  Services 

One  (i  Americas 

top  six  business 

finance  companies. 

Westinghouse  Credit 
and  its  financial  senice 
affiliates  offer  a  wide 
range  of  services. 
Including  atpital  for 
business  expansion, 
acquisitions  and  re- 
capitalizations, commer- 
cial and  residential  real 
estate  development, 
and  leasing  and  financ- 
ing major  equipment  and  facilities. 

We  play  a  major  role  in  emplo\ee  buy-outs  of 
es,  ■  '    '    A  businesses.  We  make  cquirs'  invesmients 
1':         .      '.s.  .■\nd  buy,  .sell,  and  manage  income- 
iOiJucing  ixial  estate  properties. 


Broadcasting 

More  than  100  million 

people  tune  in  toWestiii^ouse 

everyday 

Westinghouse  Group  W  Broadcasting  is 
one  of  America's  largest,  most  diversified  and 
fastest  growing  entertainment  companies. 
Group  W  radio  stations  broadcast  to  one 
out  of  tliree  American  homes.  In  fact,  WINS 
all-news  radio  in  New  York  is  the  nation's 
most-listened-to  station. 

Our  five  TV  stations  are  seen  in  10  million 
homes  a  week,  and  each  is  a  leader  in  news 
and  local  programming.  And  the TVGroup's 
NEWSFEED  Network  is  the  nation's  largest 
video  news  service. 

We  syndicate  the  honest  new  show 
on  children's  T\^  "Teenage  Mutant 
Ninja  Turtles,"  to  more  than  140 
stations  across  the  country. 
And  we  also  distribute  more 
programming  via  satellite  than 
an\bod)'  else.  We  even  markei 
cable  T\"s  popular  "The 
Nashville  Network." 
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Enyinonment 

Alqderintadding 
tough  environmental  pnoUems. 

Our  waste-to-energy  systems  are  disposing'^ 
of  garbage  while  efficiently  turning  it  into  / 
electricirv,  helping  municipalities  reduce  ' 
tlieir  need  for  unsanitary-  landfills.  / 

And  Westinghouse  is  helping  / 

to  lead  the  wa\'  in  the  treat-  / 

ment  and  disposal  of 
hazardous  and  toxic  wastes. 
In  fact,  we  offer  tech- 
nologies tliat  can 
destroy  tliese 
materials,  includ- 
ing PCBs,  at 
efficiencies 
exceeding 
99.9999%. 
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Electronics 

he  world  leader  in  radar. 

Dur  new  radar,  soon  to  be 

tailed  at  every  major  U.S.  airport, 

1  now  allow  air  traffic  controllers 

rack  weather  and  aircraft  on  the 

ae  screen  at  the  same  time. 

Knd  our  advanced  air  route  surveil- 

ce  radar  will  give  the  FAA  a  much 

ter  view  of  air  traffic  along  major 

ites,  while  also  serving  the  U.S.  Air 

•ce's  air  defense  needs. 

Ve  developed  and  built  the  Airborne 

rning  and  Control  System  (AWACS) 

lar,  part  of  the  free  world's  first  line  of 

ense.  And  we're  working  on  radar  and 

ctronic  s>'stems  for  the  U.S.  Air  Force's  and 

v^''s  next-generation  fighters. 

Xfe  even  offer  industry  the  most  powerful 

tributed  process  control  management 

tems  available  today 


Communities 

One  of  Americas 

leadingdevelopei?, 

of  planned  communities. 
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Eneigy 

Aworid  leader  ineneigy 

We're  a  recognized  world  leader  in  conventional  power 

generation,  supplying  millions  of  megawatt  hours  of  electricity 
on  almost  every  continent. 

We're  also  a  leader  in  nuclear  fuel.  In  faa,  our  Commercial 
Nuclear  Fuel  Division  was  a  winner  of  one  of  the  first 
Malcolm  Baldrige  National  Quality  Awards. 

More  than  half  the  free  world's  nuclear  power  plants  are  based 
on  Westinghouse  technology.  We're  developing  safer,  even  more 
environmentally  compatible,  advanced  nuclear  power  plants. 

And  we're  developing  new  technologies  for  the  future,  such 
as  fusion,  superconductivity^,  fuel  cells,  and  solar  photovoltaics. 

Distribution 


Moving  everything  from 
strawberries  to  electricity  ^^^ 

Our  Thermo  King  subsidiary  is  the  world 
leader  in  transport  refrigeration  and  is  supported  by       >  »   - 
the  industry- 's  largest  dealer  network.  Thermo  King-  »^' 

equipped  vehicles  safely  transport  all  kinds  of  perishables-  ^-^ 
from  produce  and  chemicals  to  film  and  pharmaceuticals-in 
more  than  80  countries  around  the  world,  including  the  Soviet 
Union  and  China. 

We're  also  a  leading  distributor  of  electrical,  mechanical,  and 
electronic  products,  maintaining  complete  inventories  of  more  than 
100,000  items  through  a  network  of  230  wholly-owned  U.S.  locations 
and  over  1,500  independent  distributors. 


More  than  175,000 
people  live  in 
Westinghouse  planned 
communities. 

In  the  Ft.  Lauderdale 
area,  we're  in  our  fifth 
decade  of  developing 
quality  cities  and 
communities-including 
the  master-planned, 
full-service  city  of  Coral 
ngs,  designed  to  serve  more  than  100,000  residents. 
^Lir  new  community.  Gateway,  near  Ft.  Myers,  will  be 
future  home  to  an  estimated  40,000  people. 
Ve're  planning  our  newest  community  of  homes, 
oOls,  businesses,  offices,  shopping,  and  recreation  areas 
a  5,500-acre  site  in  Marana,  near  Tucson,  Arizona, 
'elican  Bay  near  Naples,  Florida,  hosts  1,400  luxury 
Ties,  two  quality  hotels,  and  a  championship  golf 
irse.  And  another  luxury  community  is  planned  for 
m  Desert,  California. 


Office  Systems 

Makirig  offices  and  people  more  productive. 

Westinghouse  helped  pioneer  the  concept  of  open  office 
furniture  systems-systems  designed  to  help  people  do  their 
jobs  more  productively  and  comfortably 

We  offer  a  variety  of  innovative  systems-related  products, 
designed  around  a  panel  system  backed  by  the  industry's 
only  lifetime  warranty 

Westinghouse  developed  and  built  one  of  the  world's  most 
sophisticated  and  reliable  telecommunications  systems  for 
our  oum  use. 

Now  we're  offering  the  industry's  only  fully-integrated 
voice/data  network  capability  to  businesses,  providing  them 
with  a  unique  solution  to  their  telecommunications  needs. 

So  now  that  you  know  Westinghouse  a  little  better,  you  can 
see  that  we're  doing  important  things  in  important  areas. 
Perhaps  we  even  touched  your  life  today. 


YMicanbesue^    ^ 
ifit^Westinghouse@ 


r-w-  y  t  ^      ifitlsWestinghouse^ 

miraiouse 


.Regions/Orlando 


The  masters  of  Florida's  Magic  Kingdom 
are  angling  for  an  even  larger  slice  of 
Orlando's  hotel  and  amusement  business. 
The  locals  are  hopping  mad. 

Mickey  is  eating 
my  lunch! 


By  Howard  Radnitsky 


BUSINESS  IN  Orlando  has  never 
been  better.  This  year  Orlando 
is  expected  to  attract  13  mil- 
lion tourists  who  will  leave  behind 
$5.4  billion.  Orlando's  tourist  trade 
has  spurted  an  estimated  5%  from  last 


year's  levels.  The  main  draw,  of 
course,  is  Walt  Disney  World,  but  oth- 
er Orlando  attractions  are  booming  as 
well.  Hotels  are  nearly  full  and  cash 
registers  at  area  restaurants  just  don't 
stop  ringing. 

And  no  sign  of  slowing.  A  third 
runway  is  being  built  at  Orlando  In- 


ternational Airport  to  help  handle  a 
huge  expected  increase  in  direct 
flights  from  Europe  and  Asia.  Plans 
call  for  Orlando's  convention  center 
to  double  by  1998,  making  it  one  of 
the  U.S.'  largest.  Already  Orlando  is 
the  nation's  number  nine  city  in  the 
convention  business.  Clearly,  the  goal 
is  to  do  battle  with  the  top  three: 
Chicago,  New  York  and  Las  Vegas. 

Thank  you,  Mickey  Mouse.  And 
Donald  Duck,  too. 

There  is,  however,  trouble  in  para- 
dise. It  involves  a  fight  for  the  spoils. 
As  some  Orlando  businessmen  see  it, 
Mickey  Mouse  is  turning  greedy, 
threatening  their  fat  profit  margins. 

In  the  past,  Disney  was  content  to 
draw  millions  of  visitors  to  its  amuse- 
ment park  attractions  and  accommo- 
date a  small  percentage  of  them  in 
higher-priced  hotels  inside  Disney 
World.  The  vast  majority  would  stay 
at  lodgings  in  Orlando,  dining  in  the 
city  at  night  and  visiting  other  attrac- 
tions such  as  Sea  World,  Wet  'n  Wild 
and  Tampa's  Busch  Gardens. 

But  now  Disney  seems  eager  to  get 
as  big  a  slice  of  the  visitor's  dollar  as 


Orange  County  Convention-CUnc  Cenur 

Bm»uiex  the  usual  tourist  trade,  OrlanOo  ia  pinning  its  hopes  on  conventioneera. 
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Tlje  Swan  and  the  Dolphin,  tiro  convention  hotels  under  constriictio)i  in  I)is>iey  Vi'ur/d 
Well  ahead  of  next  year's  opening,  both  are  heavily  booked. 


possible.  The  strategy  is  to  give  tour- 
ists lots  of  reasons  to  spend  more  time 
on  Disney's  property  and  less  on 
someone  else's.  That's  why  Disney 
has  spent  more  than  $1  billion  in  re- 
cent years  to  add  attractions  like  Ty- 
phoon Lagoon  water  rides  and  the 


Pleasure  Island  night  life  area,  which 
features  comedy  and  dance  acts  as 
well  as  beer,  wine  and  booze. 

The  biggest  new  Disney  draw  is  the 
Disney-MGM  Studio  Theme  Park, 
where  visitors  have  flocked  to  see 
how  movies  arc  made.  Completed  in 


'■'  '■■':■.   "-unis.  president  ofW  till  i->i>.iic\  .Miyiciions 
Looking  for  a  bigger  piece  of  every  tourist  dollar. 


1988,  the  theme  park  is  scheduled  to 
double  in  size  by  1993. 

With  all  these  new  attractions,  it 
now  takes  at  least  four  days  to  see  all 
of  Disney;  before  long  it  could  take 
five.  Disney  clearly  wants  to  encour- 
age long  stays,  offering  four-day  park 
passes  ($97  per  adult,  $77  per  child) 
and  five-day  passes  ($112  and  $90). 
Can  six-day  passes  be  far  behind? 

Some  rivals  are  feeling  the  squeeze 
already.  At  Sea  World,  home  of  Shamu 
the  orphan  whale  and  other  finned 
attractions,  revenues  were  down  in  the 
quarter  ended  June  30,  particularly  at 
Its  Orlando  park.  Late  summer  results 
may  not  be  much  better. 

Disney  is  starting  to  create  waves  in 
the  convention  business  also,  with  its 
plans  for  two  new  convention  hotels 
and  a  convention  center  inside  Dis- 
ney World.  Near  Epcot  Center,  Dis- 
ney has  arranged  for  the  construction 
of  the  Dolphin  convention  hotel,  to  be 
operated  by  the  Sheraton  Corp.,  as 
well  as  the  Swan  Hotel,  to  be  operated 
by  Westin  Hotel  Co.  Combined,  the 
two  will  offer  2,350  rooms  and  more 
than  200,000  square  feet  of  conven- 
tion space.  Scheduled  to  open  next 
year,  they  arc  already  heavily  booked. 

Disney,  in  short,  wants,  if  not  all  of 
the  money  it  attracts  to  Orlando,  af 
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3  Eastman  Kodak  Company.  1989 


An  imposing  majority  of  today's  magazines 
and  newspapers  are  designed  and  written  on 
the  screens  of  Kodak  Atex  computer  systems. 

Kodak  Atex  systems  have  been  the  favorite  of 
magazine  and  newspaper  journalists  around  the 
world  for  over  15  years.  Publications  large 
and  small  are  designed  and  written  on  computers 
driven  by  Atex  software.  The  latest  evolution: 
a  totally  integrated  PC-based  system  for  magazine 
art,  editorial  and  production/makeup  departments. 
Other  kinds  of  publications — instruction  and 
training  manuals  which  need  frequent  updating, 
for  example— are  created  on  the  screens  of  Kodak 
electronic  publishing  systems. 

We  are  more  than  photographs.  We  are  the 
world's  premier  graphics  imaging  company. 
For  more  details  on  enhancing  the  graphic  arts 
tradition,  call  1 800  445-6325,  Ext.  960E. 


The  new  vision  ofKodai^^ 


least  the  bigger  piece  of  it. 

Meanwhile,  a  battle  has  erupted 
over  the  mag-lev,  a  $550  million  ex- 
perimental train  that  will  carry  visi- 
tors from  the  airport  to  Disney  World 
in  7  minutes,  at  speeds  up  to  300 
miles  an  hour.  The  tram  will  be  driv- 
en by  a  German-engineered  technol- 
ogy known  as  magnetic  levitation, 
which  lets  the  train  float  above  the 
track  on  a  magnetic  field.  The  prob- 
lem: Disney  executives  and  local 
businessmen  are  squabbling  over 
where  the  train  will  stop.  Hoteliers 


and  restaurateurs  on  International 
Drive  want  it  to  make  stops  en  route 
to  Disney  World.  They  worry  that  if 
visitors  go  directly  to  Disney's  proper- 
ty on  the  MAG-LEV,  they  will  never 
visit  Orlando's  other  attractions. 

One  complainant  is  Steven  Lew, 
president  of  Universal  Studios  Flori- 
da, whose  attractions  are  scheduled  to 
open  next  year.  Says  he,  "We  and  our 
co-venture  partners  have  some  $600 
million  invested  in  our  production 
and  tour  operations.  All  we  want  is  a 
level  playing  field." 


A  final  decision  on  mag-lev  is  due 
next  year.  Between  now  and  then,  Or- 
lando can  count  on  acrimonious  pub- 
lic hearings. 

Another  battle  broke  out  over 
whether  Disney  should  be  forced  to 
pay  more  taxes.  Disney's  rapid  expan- 
sion has  added  to  auto  traffic  in  the 
area,  and  some  Orange  County  offi- 
cials wanted  Disney  to  pay  impact 
fees  to  help  defray  the  cost  of  new 
roadways  and  other  improvements. 
Disney  argued  that  it  already  pays  tax- 
es to  the  county  and  to  its  own  gov- 


Low-cost  hospitality 


Harris  Rosen,  50,  isn't  your  average  hotel  magnate. 
He  drives  a  1971  Mercedes  and,  until  a  few  years 
ago,  lived  in  one  of  his  own  budget  hotels.  Rosen  pndes 
himself  on  being  a  scavenger,  bragging  about  buying  a 
$50,000  commercial  dishwasher  at  auction  for  $50  and 
snapping  up  a  slightly  used  hotel  phone  system  for  a 
fraction  of  its  real  value. 

Such  frugality  has  helped  make  Rosen  a  wealthy 
man.  He  owns  four  hotels  in  and  around  Orlando,  2,700 
rooms  in  all.  His  net  worth  is  now  at  least  $80  million, 
up  from  next  to  nothing  15  years  ago.  And  he  isn't 
slowing  down.  Over  the  next  eight  years  he  hopes  to 
put  up  two  more  large  hotels,  doubling  his  stock  of 
rooms — all  in  Orlando. 

Rosen's  strategy  is  to  keep  costs  down.  Rooms  in  his 
hotels — two  Quality  Inns,  an  International  Inn  and  a 
Comfort  Inn — go  for  about  $35  a  night,  well  below  the 
area  average  of  $54.  He  watches  his  costs  closely  and 
borrows  as  little  as  possible. 

Rosen  learned  the  dangers  of  leverage  early.  After 
growing  up  on  New  York's  Lower  East  Side  and  attend- 
ing the  School  of  Hotel  Administration  at  Cornell 
University,  he  got  started  in  the  hotel  business  with 
Hilton  and  then  Disney.  His  big 
opportunity  came  back  in  1974 
when  the  Florida  tourist  trade  was 
in  a  slump.  Rosen  got  control  of  a 
256-room  Quality  Inn  that  was  fac- 
ing foreclosure.  He  convinced  the 
mortgage  holder.  Travelers  Insur- 
ance, to  let  him  assume  the  $2.5 
million  mortgage  with  virtually  no 
money  down. 

Rosen  immediately  hitchhiked 
to  New  England  and  convinced 
motorcoach  operators  there  to 
send  him  customers  by  the  bus- 
load. Says  Rosen,  "I  told  the  opera- 
tors I  wanted  their  busmcss,  aau  to 
prove  it  I  let  them  set  the  room  rate 
for  two  years."  At  rates  as  low  as 
$8.50  a  night,  they  gave  him 
enough  business  to  squeak  through 
the  next  two  years. 

Today  Rosen's  four-hotel  com- 
pany, Tamar  Inns,  runs  at  occupan- 
cy rates  of  more  than  90%.  Reve- 
nues should  total  about  $35  mil- 


lion this  year.  Rosen's  65%  stake  in  the  company  is 
worth  an  estimated  $80  million. 

Rosen  has  a  few  management  tricks  that  the  big  boys 
might  do  well  to  imitate.  His  key  managers,  for  in- 
stance, are  given  small  equity  positions  in  Tamar. 
Little  wonder  they  work  long  hours  and  can  often  be 
seen  picking  up  bits  of  litter  on  hotel  property.  After 
all,  they  own  the  place,  or  at  least  a  small  part  of  it. 

Now  Rosen  is  trying  something  new — a  convention 
hotel.  In  1987  he  bought  16  acres  of  land  on  Interna- 
tional Drive,  just  next  door  to  Orlando's  recently  ex- 
panded convention  center.  By  year's  end  he  expects  to 
break  ground  on  a  $50  million,  810-room  hotel.  It  will 
be  called  the  Clarion  Plaza.  Once  again  Rosen  is  carv- 
ing himself  a  lower-priced  niche.  He  plans  to  charge 
about  $80  a  night,  nearly  half  the  rate  at  other  conven- 
tion hotels.  Says  he  with  an  air  of  confidence,  "There 
are  plenty  of  groups  looking  for  a  good  value.  We  will 
provide  it." 

Which  explains  why  Harris  Rosen  isn't  worried 
about  being  crowded  out  by  Disney:  He  always  looks 
for  the  low-cost  niche,  where  the  giants  aren't  likely  to 
come  in  and  bother  him. — H.R. 


tkoTVs  Rosen.  t.K'dd 
Thrilled  to  get  a 
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$SO,000  dishwasher  for  $50. 
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When  a  page  is  captured^  the  film,  camera, 
scanner,  chemicals  and  processor  are  likely  to 
be  from  Kodak.  As  are  the  experts  who 
stand  behind  them. 

Kodak  has  been  a  leader  in  film, 
chemical  and  processor  technology 
almost  since  there  was  a  graphic  art. 
Now  we  are  leaders  in  electronics, 
easing  the  evolution  from  one  technology 
to  another  Whatever  the  product,  there  are 
always  Kodak  people  backing  it  up,  helping 
customers  "get  it  right  the  first  time" 
sharing  knowledge.  And  there 
always  will  be. 

We  are  more  than  photographs.  We  are 
the  world's  premier  graphics  imaging  company. 
For  more  details  on  enhancing  the  graphic  arts 
tradition,  call  1800  445-6325,  Ext.  960G. 


The  new  vision  of  Kodak 


Uifjh-speed  MAG-LHV  train,  expected  to  not  from  the  aiiporl  to  Distuy  World 
But  will  it  stop  along  the  way? 


emmental  district,  where  Disney 
World  is  located.  Earlier  this  year, 
however,  Disney  volunteered  to  pay 
Orange  County  $13.4  million  in  im- 
pact fees  over  a  seven-year  period. 
One  reason:  Disney  owns  300  acres  on 
a  proposed  extension  of  International 
Drive.  Area  developers,  convinced 
Disney  intends  to  erect  hotels,  shops 
and  office  buildmgs  on  the  land,  com- 
plain that  $13.4  million  is  a  pittance. 

At  this,  the  mouse  roared.  Disney 
says  it  has  no  definite  plans  for  the 
land,  and  Disney  officials  are  clearly 
tired  of  the  locals'  carping  about  the 
issue.  Though  Disney  rarely  responds 
publicly  to  criticism,  this  time  Tom 
Lewis,  vice  president  of  community 
development  for  Disney  Develop- 
ment Co.,  fired  off  a  scathing  letter  to 
a  local  business  group  whose  mem- 
bers were  doing  much  of  the  com- 
plaining. It  lambasted  the  locals: 

"In  the  morning,  they  are  working 
on  the  financing  package  for  their 
latest  deal  in  which  they  extol  .  .  . 
the  well-being  and  projected  success 
of  Disney  to  support  the  loan 
request.  .  .  . 

"At  lunch,  they  run,  grinning  ear  to 
ear,  to  the  bank  to  deposit  the  huge 
profits  from  the  last  deal.  .  .  .  And 
then  in  the  afternoon,  they  loudly 
criticize  Disney  for  living  up  to,  de- 
fending and  protecting  the  rights  of 
the  local  government  in  which  it  ex- 
ists (and  quite  frankly,  which  has  al- 
lowed Disney  to  be  able  to  produce 
economic  conditions  to  help  make 
the  last  deal's  profit  and  back  up  the 
claims  of  the  loan  request!" 

The  latest  flap  involve-  a  travel 
agents'  convention.  Getting  the  3,200 
travel  agents  to  come  to  Orlando  for 


five  days  next  June  was  a  coup,  and 
top  Disney  officials  worked  hard  at  it. 
But  Orlando-based  competitors  com- 
plained that  Disney  planned  to  mo- 
nopolize the  group.  In  the  end,  a  com- 
promise was  reached;  Disney's  com- 
petitors will  get  at  least  one  night  to 
pitch  their  attractions. 

Perhaps  the  Disney  move  that  local 
businessmen  fear  the  most  is  the 
company's  plan  to  add  thousands  of 
new     hotel     rooms     inside     Disnev 


World.  Orlando's  stock  of  hotel 
rooms — at  69,000 — already  ranks  as 
the  largest  in  the  country.  By  the  tum 
of  the  century,  it  could  easily  exceed 
100,000. 

That's  fine  as  long  as  the  economy 
stays  strong,  but  if  recession  hits, 
there  could  be  bloodletting.  Particu- 
larly affected  would  be  moderately 
priced  hotels  outside  Disney  World. 
They  are  likely  to  face  stiffer  competi- 
tion now  that  Disney  is  building  com- 
parably priced  rooms  on  its  property. 
One  example  is  Disney's  Caribbean 
Beach  Resort,  where  nightly  rates 
start  at  $69  and  go  up  to  $95.  Since  the 
Caribbean  opened  last  year,  it  has 
been  booked  solid. 

Many  of  Orlando's  hotels  will  be 
hard-pressed  to  compete.  Says  Dis- 
ney's Richard  Nunis,  "I  stayed  at  one 
of  those  hotels  once  and  they  weren't 
giving  you  what  we  do  for  the  price. 
Lets  face  it,  a  number  of  hotels  have 
been  charging  an  extra  $10  or  $20  a 
night  because  they  could  get  it.  They 
may  not  be  able  to  in  the  future." 

A  number  of  Orlando  hoteliers  have 
apparently  decided  to  get  out  while 
the  getting  is  still  good.  "I've  heard  of 
at  least  ten  properties  up  for  sale," 
says  James  Smathers,  president  of 
American  Institutional  Advisors,  an 
Orlando  commercial  real  estate  advis- 
er. "The  smart  ones  are  looking  to  sell 
now,  while  the  market  is  still  strong." 

Mickey  has  teeth.  ■ 


/'/)('  htxNnoits  I'cdhodv  Hotel  on  Inter/,,,;,'  ,iu,,  J  n  ,,  < 

In  Orlando,  the  competition  for  hotel  guests  could  get  fierce. 


FORBES,  SEPTEMBER  18,  1989 


)  Eastman  Kodak  Company,  1989 


The  arts  of  page  makeup,  color  separating 
and  color  correcting  are  all  becoming  part  of 
computer  science.  Once  again,  Kodak  leads. 

The  once  complex  process  of  producing  color 
separations  for  printing  is  now  incredibly  simple. 
Manual  cut-and-paste  operations  can  now 
be  accomplished  on  the  screen  of  a 
computer  And,  a  state-of-the-art  color 
system  permits  image  manipulation — a 
truly  magical  ability  to  enhance  photo- 
graphs and  artwork—with  equal  ease. 

We  are  more  than  photographs. 
We  are  the  world's  premier  graphics 
imaging  company.  For  more  details  on 
enhancing  the  graphic  arts  tradition, 
call  1 800  445-6325,  Ext.  960F. 
The  new  vision  of  Kodak 


The  new  vision  of  Kodak 
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Precision  Castparts  Chairman  Edward  Cooley  wi'hjet  engine  casting 
"A  recession  wiUJust  stretch  out  the  boom." 


Precision  Castparts'  Edward  Cooley  took  a 
chance  that  could  have  ruined  the  compa- 
ny. Today  he  looks  very  smart. 


Smooth  flying 


By  Marc  Beaochamp 


EDWARD  Cooley,  66,  is  chair- 
man of  Portland,  Ore. -based 
Precision  Castparts  Corp.  The 
$444  million  (fiscal  1989  sales)  com- 
pany casts  large,  small  and  complex 
parts,  such  as  turbine  blades  and 
vanes,  from  exotic  alloys  of  titanium, 
nickel  and  other  metals  for  use  main- 


ly in  jet  engines. 

Back  m  the  early  Eighties  Cooley 
made  a  major  bet  that,  had  he  lost, 
might  have  ruined  the  company.  He 
mvested  heavily  in  new  plants  and 
technology  just  as  the  recession 
knocked  airlines  into  a  tailspin. 

But  Cooley,  who  earned  an  engi- 
neering degree  from  Swarthmore  and 
an  M.B.A  from  Harvard,  is  a  veteran  of 


aerospace  cycles.  He  was  convinced 
orders  would  eventually  flow  in,  and 
so  they  did.  Today  airlines  are  furious- 
ly expanding  their  fleets,  replacing  ag- 
ing aircraft  and  installing  new  engines 
on  old  planes,  to  save  fuel  and  to  meet 
noise  restrictions.  Enginemakers  like 
General  Electric  and  Pratt  &  Whitney 
are  scrambling  to  meet  demand. 

As  a  result.  Precision's  sales,  fueled 
by  growth  and  acquisitions,  have 
more  than  quadrupled  since  1980,  and 
profits — $29.4  million  last  year — are 
up  nearly  sevenfold.  Precision's  order 
backlog  has  reached  $445  million,  a 
record,  and  the  stock  recently  fetched 
more  than  $33  a  share  over-the- 
counter,  a  handsome  19  times  trailing 
earnings.  Even  so,  analysts  expect  the 
stock  to  continue  climbing.  Cooley, 
who  has  piloted  the  company  since 
1956,  owns  about  18%  of  the  17  mil- 
lion shares  outstanding,  a  stake  now 
worth  over  $100  million. 

What  about  that  drop  in  net  mar- 
gins last  year,  from  8.9%  in  fiscal 
1988  to  6.6%?  Temporary,  insists 
Cooley.  It  was  caused  partly  by  a 
spike  in  the  price  of  nickel  (a  major 
component  of  many  of  Precision's 
parts),  but  mainly  because  Cooley 
booked  new  orders  too  aggressively. 
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Because  they  combine  high  quality  and 
ease  of  use,  Kodak  printing  plates  satisfy  the 
most  demanding  printers  and  customers. 

Whether  the  printing  press  is  a  small  sheet-fed 
model  or  a  web-fed  monster,  there  is  a  Kodak 
printing  plate  to  fit.  Kodak  plates  offer  wide 
exposure  and  processing  latitude  and  consistent 
performance  on  press.  That  means  less  downtime, 
fewer  makeovers,  longer  runs... all  the  things 
that  increase  productivity  and  make  printers'  lives 
easier  and  more  profitable. 

We  are  more  than  photographs.  We  are  the 
world's  premier  graphics  imaging  company. 
For  more  details  on  enhancing  the  graphic  arts 
tradition,  call  1800  445-6325,  Ext.  960H. 


The  new  vision  of  Kodak 


v^'-i  :jpent  3  lot  of  money  on  new 
parts,"  Cooiey  says.  "It  was  even 
more  costly  because  of  the  complex- 
ity of  the  parts.  We're  now  asking 
customers  for  some  design  relief." 

Precision  uses  the  so-called  invest- 
ment casting  process.  A  wax  replica  of 
the  part  is  surrounded  by  a  ceramic 
shell,  called  the  investment,  to  create 
a  mold.  The  mold  is  then  heated,  the 
wax  melted  away  and  the  molten  al- 
loy poured  in.  Over  the  years,  Preci- 
sion has  refined  this  process  to  make 
parts  that  rival  the  strength  of  parts 
that  are  forged  and  then  machined. 

Precision's  casts  can  be  extraordi- 
narily complex.  Take,  for  example, 
the  front  fan  frame  of  ge's  CF6-80C 
engine,  the  power  plant  for  the  Boeing 
747  and  several  other  widebody  jets.  A 
single  piece  of  cast  titanium  as  large 
as  a  round  coffee  table,  it  replaced  a 
frame  made  of  hundreds  of  small 
stainless  steel  parts  welded  together. 
Thanks  to  Precision's  investment 
casting  technique,  aerospace  compa- 
nies can  now  get  this  lighter-weight 
unit  at  a  savings  of  40%  to  50% . 

Cooley  is  still  spending  for  the  fu- 
ture, some  $80  million  on  plant  and 
equipment  in  the  past  three  years, 
with  another  $33  million  projected 
this  year.  He  has  ten  plants  in  the  U.S. 
and  one  each  in  Britain  and  France. 

What's  more,  with  about  one-third 
of  its  business  with  the  military.  Pre- 
cision keeps  a  tight  grip  on  costs.  For 
example,  when  it  bought  trw's  Air- 
foils Division  in  1986  for  $66  million, 
the  unit  was  losing  $1  million  a 
month.  Cooley  installed  Peter  Waite, 
a  trusted  lieutenant,  as  division  presi- 
dent. Waite  went  to  work  on  costs, 
cutting  health  benefits  for  retired  em- 
ployees, introducing  a  two-tier  wage 
structure  for  existing  workers  and 
new  hires  and  convincing  the  in- 
house  union  to  agree  to  work  rule 
changes.  Under  Precision's  owner- 
ship, the  new  division  turned  a  profit 
in  its  first  quarter. 

To  those  worried  about  hard  and 
soft  landings  for  the  economy,  Cooley 
points  out  that  Boeing,  McDonnell 
Douglas  and  Airbus  have  announced 
firm  orders  for  more  than  2,700  air- 
craft for  delivery  through  1996.  He 
sees  Precision's  sales  doubling  over 
the  next  seven  years,  and  margins 
ratcheting  upward. 

"The  cost  of  flying  and  maintaining 
old  aircraft  will  push  the  airlines  to 
order  even  more  new  planes,"  Cooley 
predicts.  "We'll  see  this  aircraft  cycle 
last  for  a  significant  time.  A  recession 
will  )ust  stretch  out  the  boom."  Add- 
mgail  that  capacity  in  the  early  1980s 
was  a  gamble  that  Cooley  has  clearly 
wou.  a 


If  you  re  looking  for  a  way  to  play  the 
govemmenfs  thrift  bailout  program  as 
well  as  the  Texas  recovery,  ifs  hard  to  heat 
Detroit's  PHM  Corp. 

Sweet  deal 


By  James  Dmnunoiid 


PHM  Corp.  was  one  of  the  first  public 
companies  to  round  up  a  herd  of 
brain-dead  Texas  thrifts  through  the 
government's  fire  sale,  the  Southwest 


Plan.  For  just  $45  million  in  cash,  the 
Detroit-based  home  builder  bought 
the  keys  to  five  thrifts  with  $1.3  bil- 
lion in  assets  and  25  retail  branches, 
mostly  in  the  Houston  area. 
The  timing  of  this  generous  deal 


Housion  Chronicle 


Ignite  Homes  James  Cros/i .  • 

Buying  time  and  money  to  weather  the  home  building  slun^t. 
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Give  your  portfolio 
an  edge. 


le  Principal  Edge?  What  do 
look  for  when  planning  your 
portfolio?  How  do  you  get  a  handle  on 
what's  right  for  you  or  your  company? 
Look  for  products  and  services  that 
give  you  an  advantage.  Look  for  The 
Principal  Edge, 
^he  subsidiaries  of  The  Principal  Financial 
iroup®  have  compiled  one  of  the  finest  perform- 
;  records  in  the  industry,  based  on  sound  strate- 
jnd  flexible  diversified  products.  In  fact,  Princor 
jmpt  Bond  Fund,  Inc.,  a  mutual  fund  organized 
iding  subsidiary,  ranked  among  the  top  five 
Jeneral  Miinicipal  Bond  Funds  in  total  return  for  the  quarter 
iding  3/31/89  according  to  Lipper  Analytical  Servicesf 
From  stock  brokerage  services  to  pensions,  IRAs  and  HR-10 
plansr*  we're  hfelping  more  individuals  and  businesses  realize 
their  financial  goals.  With  a  range  of  products  that  emphasize 
income,  liquidity,  stability  and  growth  to  match  your  needs. 
And  with  a  dedication  to  individualized  service  that  has 
helped  make  us  one  of  America's  largest  financial  services 
organizations.  Look  for  The  Principal  Edge. 

The  Principal  Financial  Group 

711  High  Street, 

Des  Moines,  Iowa  50309 


Y\oa*'''^we 
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;r  Analytical  Services  is  an  independent  tracking  service  which  prepares  quarterly  and  ye^ly  rankings  of  mutual  funds. 
■•Available  through  Principal  Mutual  Life  Insurance  Company  Des  Moines,  Iowa  and  its  subsidiaries  For  rrjore  complete  information  on  the  Princor  Tax-Exempt  Bond 
Fund,  Inc.,  including  charges  and  expenses,  contact  Princor  Financial  Services  Corporation,  71 1  High  Street,  Des  Moines,  Iowa  50309  or  call  1  -800-247-4123  Read 
the  prospectus  carefully  before  you  invest  or  send  money  Stock  brokerage  services  available  ^rougfi^  Eppler.  Guerin  &  Turner,  Inc  (not  available  in  all  states). 

t  ©  Principal  Mutual  Life  Insurance  Company 


Computers  have 
Burlingta^prthem  Railroad 
custom^^^ig  about  senice. 


I)en\er.  Colorado 
Mav2.1989 


he  Burlington  Northern  National  TrackSmart*  Center  is  get- 
ng  ra\e  reviews  from  its  customers.  And  AT&T's  distributed 
etworked  computer  solution  behind  it  is  getting  rave  reviews 
om  Burlington  Northern.  Burlington  Northern's  Lonniejarrell 
lis  AT&T's  Chris  Turnquist  wh\  AT&T  Computers  provide  a 
etter  way  to  serve  customers  of  the  longest  railroad  in  the 
.luntry 

Lonnie:  We  want  to  be  known  for  supe- 
ior  customer  ser\'ice.  So  we  planned  proac- 
ive  shipment  monitoring  through  a  new 
ustomer  service  concept— the  National 
rackSmart  Center. 

Chris:  And  better  customer  service 
leans  getting  information  to  your  customers, 
1  their  reporting  format,  as  soon  as  your  reps 
ave  it. 

Lonnie:  Exactly  All  we  had  to  do  was  lis- 
;n  to  our  customers  to  understand  their 
ansportation  information  needs.  That  was 
lenty  of  inspiration.  We  knew  then  that  we 
eeded  a  system  that  would  let  our  reps 
istantly  locate  cars  and  report  shipment  sta- 
js  to  customers  immediately 

Chris:  I  remember  when  your  reps  could 
nly  handle  one  customer  at  a  time.  They  had 
)  quen,^  the  mainframe  database  car  by  can 
Jid  thetj  manually  record  their  findings  and 
md  them  out.  Now  each  rep  can  handle  up 
)  ten  customers,  right? 

Lonnie:  Absolutely  plus  the  rep  has  more 
me  to  ser\e  his  customers  better  Now  they 
i\'e  time  by  tracking  e\'er\-  car  from  one  CRT. 
he  AT&T  6500  Multifunction  Communica- 
ons  System  gives  them  multi- window  access 


to  two  synchronous  sessions  on  our  host,  as 
well  as  async  access  to  the  TrackSmart  applica- 
tion and  AT&T  Mail.  Both  TrackSmart  and 
AT&T  Mail  run  concurrently  on  the  AT&T 
3B2/1000  Computer. 
So  the  reps  get  informa- 
tion the  second  they 
need  it. 

Chris:  And  you're 
able  to  tap  information 
easily 

Lonnie:  Right. 
Because  you  molded 
AT&T  distributed  net- 
worked computing  to 
fit  the  Burlington 
Northern,  rather  than 
the  other  way  around. 
You  provide  it  all— 
computer  networking 
systems  and  communi- 
cations expertise.  Plus 
\'0u  blend  it  all  together 
with  other  svstems  bet- 
ter  than  any  company 
I've  ever  seen. 

Chris:  I  under- 
stand one  customer 
wrote  a  BN  rep  promis- 
ing him  an  official  com- 
pany ID  naming  him 
their  Assistant  Trans- 
portation Manager 

Lonnie:  That's 
true.  But  you  know;  if  we're  going  to  be  a  part- 
ner to  our  customers,  we  have  to  be  a  partner 
with  vendors  who  can  take  us  in  that  direction. 


The  Burlington  Norlhem 
Computer  Solution 


THE  CHALLENGE 


Differentiate  Burlington  Northern  as  a 
superior  provider  of  customer  service. 


THE  SOLUTION 


A  distributed  networked  computer  solu- 
tion integrating  Burlington  Northern's 
applications  with  a  UNIX*  System  \-based 
Informix*  4GL  database  management 
package  .\n  AT&T  3B2  1000  Computer  is 
the  gateway  to  the  host  for  TrackSmart 
information.  The  AT&T  6500  Multifunc- 
tion Communications  System  pro\ides 
host  access  with  four  window  ftjnctions 
appearing  on  AT&T  6539  displays.  AT&T 
-Mail  sets  up  an  E-mail  link  between  reps 
and  customers;  .AT&T  .Mail  with  Prixate 
.Me-^sage  E.xchange  TERM  is  a  private  E- 
mail  link  between  Burlington  Northern 
reps  and  TrackSmart. 


I     THE  REnULTS 


The  system  increases  the  number  of  cus- 
tomers a  representati\e  services  tenfold. 
Some  customers  have  indicated  Track- 
Smart  saves  them  at  least  four  hours  daily. 

Call  \our  .AT&T  .Account  Executi\e.  .\T&T 
.■\uthori7.ed  \alue  Added  Reseller  or  1  800 
2-1--1212,  Ext.  527. 

\bur  Computing  S\  stems 
and  Networking     M 
Solutions  Company  ■ 


^ 


TrackSnun  i'^  a  registered  iradcmark  of  Burlingiun  Nonhem  Railnnd  Inrormix  e  i  regisKned  tndcmar1<  of  Inturmix  Softn'arc.  Inc 
LNIX  is  i  registered  iradcmark  of  AT&T  in  ihe  L  S  and  oihcr  countries  ©1989  AT&T 
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CHARLES  TANQUERAY  &  C- 
LONDON.    ENGLAND. 

•  CfO'lNGlANO      •      lOO-.OH*"."!.'' 


Own  a  bottle. 

It's  worth  the  price 
to  have  at  least  one 

thing  in  your  life 
that's  sinnply  perfect. 


A  sfrigular  e^^nen 


was  alj  0  superb,  phm  Corp.  is  the  par- 
ent of  Pulte  Home  Corp.,  the  nation's 
seventh-biggest  home  builder  ($1.1 
bUlion  sales  last  year).  Home  sales  are 
flat  and  Pulte 's  big  mortgage  opera- 
tion (with  assets  of  $1.8  billion)  is 
hurtmg.  One  of  phm's  financing  sub- 
sidiaries filed  for  Chapter  11  protec- 
tion last  year  because  of  foreclosure 
losses. 

But,  thanks  to  the  government's 
promise  of  ten  years'  worth  of  assis- 
tance to  prop  up  phm's  new  thrifts 
(estimated  cost  to  taxpayers,  $1  bil- 
lion on  this  deal  alone),  Pulte  bought 
itself  time  and  money  to  weather  the 
current  home  building  slump. 

Thanks  to  tax  benefits  from  the 
thrift  acquisition,  plus  some  earnings 
now  being  squeezed  from  the  thrifts' 
operations,  the  company  earned  over 
$31  million  in  the  first  half  of  this 
year,  compared  with  $7  million  for 
the  same  period  a  year  ago.  Expected 
results  for  the  year:  at  least  $50  mil- 
lion, or  $2  a  share.  Its  stock,  recently 
trading  at  17,  has  doubled  since  the 
thrift  purchase  but  is  still  trading  at  a 
modest  ten  times  estimated  1989 
earnings. 

By  the  end  of  this  year,  15  months 
after  the  thrift  purchase,  Pulte  will 
have  more  than  recouped  its  initial 
$45  million  investment.  Beyond  that, 
earnings  and  tax  breaks  from  the 
thrifts,  estimated  at  around  $40  mil- 
lion this  year,  will  be  gravy.  The 
thrifts  are  likely  to  pump  cash  into 
Pulte  for  years  to  come,  as  the  govern- 
ment assistance  only  gradually  eases 
off  over  the  next  decade. 

Operating  losses  are  one  of  the  few 
risks  to  Southwest  Plan  buyers,  but 
Pulte  has  aggressively  shaved  costs  so 
that  its  thrifts  are  making  money.  But 
the  principal  cause  of  this  profitabili- 
ty lies  in  the  terms  of  the  govern- 
ment's bailout.  Under  the  Southwest 
Plan,  the  government  picks  up  the  tab 
for  any  loans  that  go  bad,  while  Pulte 
benefits  from  the  tax  breaks  the  losses 
generate.  The  company  is  basically 
responsible  only  for  loans  made  after 
the  takeover. 

Ironically,  the  terms  for  the  thrift 
purchase  were  sweeter  than  Pulte 
originally  had  bargained  for. 

Last  year  James  Grosfeld,  the  com- 
pany's chief  executive,  was  said  to  be 
near  closing  a  deal  for  one  thrift, 
Heights  Savings,  that  would  use  the 
tax  benefits  simply  to  recapitalize  the 
savings  and  loan.  But  before  the  deal 
could  close,  the  feds  told  Grosfeld 
that  he  would  have  to  buy  four  more 
he  didn't  want. 

Grosfeld,  a  cautious  but  imagina- 
tive finance  expert,  nearly  walked. 
Rut  when  they  looked  again,  he  and 


his  consultants  in  Washington  saw 
that  the  larger  Southwest  Plan  bailout 
package  was  not  so  bad  after  all.  Gros- 
feld found,  for  example,  that  he  was 
unable  to  salvage  the  situation  when 
one  of  the  thrift's  subsidiaries  default- 
ed on  a  huge  mortgage  servicing  con- 
tract a  month  after  Pulte  took  control. 
But  that  problem  was  ultimately 
dumped  on  the  Government  National 
Mortgage  Association.  At  the  time, 
the  $2.4  billion  portfolio  was  Ginnie 
Mae's  largest  single  default. 

Did  Grosfeld's  political  connec- 
tions have  anything  to  do  with  Pul- 
te's  sweet  deal?  Grosfeld  is  a  direc- 
tor, for  instance,  of  several  Black- 
stone  Group  funds;  Blackstone  is  the 
investment  firm  headed  by  Peter  G. 
Peterson,  former  Secretary  of  Com- 

By  the  end  of  this  year,  1 5 
months  t^er  the  thrift 
purch€ise,  Pulte  will  have 
more  than  recouped  its 
inUial  $45  mUlion 
investment.  Beyond  that, 
earnings  and  tax  breeUcs 
from,  the  thrifts,  estimated  at 
around  $40  million  this 
year,  will  be  gravy.  The 
thryts  are  likely  to  pump 
cash  into  Pulte  for  years,  <is 
the  government  <issistance 
only  gradually  etises  off 
over  the  next  decade. 


merce,  and  Roger  C.  Altman,  former 
Assistant  Secretary  of  the  Treasury. 
Blackstone  advised  the  feds  on  the 
Southwest  Plan  and  helped  negotiate 
one  of  the  deals.  But  it's  question- 
able how  influential  Peterson  and  his 
firm  really  are.  In  any  case,  Gros- 
feld's package  is  broadly  similar  to 
others  in  the  Southwest  Plan. 

Under  phm's  agreement  with  the 
government,  its  thrifts  will  gradually 
wean  themselves  off  the  government 
dole  over  the  next  decade.  But  by  then 
Pulte  figures  the  now  turning  Texas 
economy  will  be  fully  recovered. 
Meanwhile,  Grosfeld  has  been  shed- 
ding what  few  assets  the  thrifts 
have — home  loans  and  securities — 
not  guaranteed  against  losses  by  the 
government,  phm  sold  one-third  of 
the  thrift's  uncovered  assets  this  year, 
$132  million  worth. 

So  at  a  time  when  most  home  build- 
ers are  looking  shabby,  Grosfeld  is  fat 
and  happy.  He  earned  an  $884,472 
bonus  last  year,  and  has  a  $20  million 
paper  profit  on  his  phm  stock  since 
the  thrift  purchase.  And  he  raised  his 
stake  in  phm  by  1.7  million  shares 
since  last  year.  Ample  rewards  for  an 
excellent  deal.  ■ 
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It  maybe  the  truest  measure  of 
professionalism:  setting  your  own 
standards  higher  than  your  com- 
petition's. And  performing  up  to 
them  year  after  year 

That's  our  approach  to  cash 
management  and  securities  services 
at  First  Chicago.  In  fact,  we  pio- 
neered the  leading  quality  program 
in  the  industry,  which  now  moni- 
tors and  measures  more  than  500 
areas  charting  our  timeliness,  accu- 
racy and  responsiveness. 

Our  performance  has  earned  us 


the  International  Customer  Sen/ice 
Association  1988  Award  of  Excel- 
lence -  the  first  time  ever  for  a  fi- 
nancial institution. 

Performance  has  also  made  us  the 
number  one  trustee  of  asset-backed 
securities  in  the  nation,  topping 
$27  billion  in  new  issues  in  1988  alone. 
We  got  there  by  providing  tailored 
solutions  on  an  individual  basis - 
man<et  by  market  and  client  by  client 

And  our  recent  acquisition  of  the 
largest  bank  shareholder  services 
provider  formerly  Morgan  Share- 


holder Services  Trust  Company,  makes 
First  Chicago  Trust  Company  of  New 
York  the  market  leader 

In  the  global  custody  arena.  First 
Chicago  is  one  of  the  few  banks 
that  will  automatically  invest  your 
major  cun^ency  surplus.  No  minimum 
balances.  No  idle  assets. 

When  you  set  your  own  standards 
to  exceed  market  expectations, 
you're  driven  to  perform.  We  think 
you'll  find  that  in  cash  management 
and  securities  sen/ices,  there's  just 
no  substitute  for  First  Chicago. 


IN  CHICAGO,  WE  HND  THERE'S 

NO  SUBSTITUTE 
FOR  BLOOD.  SWEAT  AND  YEARS. 


Performance  has  always  been  a  Chkago  tradition. 

FIRST  CHICAGO 
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The  Larger  Context 


Now  that  political  democracy  is  coming 
to  Poland,  that  struggling  nation  faces 
an  even  harder  task:  making  the  transi- 
tion to  capitalist  democracy. 

CAPITALIST 
LIBERATION 


By  Michael  Novak 


On  Aug.  16,  1989  the  shipyard  elec- 
trician who  has  become  one  of  the 
most  charismatic  leaders  of  the 
world,  Lech  Walesa,  "strode  mto 
Poland's  white  stucco  Parliament  to 
the  whirring  of  cameras  and  the  ap- 
plause of  deputies"  (as  John  Taglia- 
bue  of  the  New  York  Times  reported) 
to  set  in  motion  the  first  ever  acces- 
sion to  power  of  a  noncommunist 
govemment  in  a  communist  state. 

Some  in  Poland  compared  this 
drama  to  that  of  May  13,  1926, 
when  Poland's  Marshal  Jozef  Pil- 
sudski  strode  across  the  Vistula 
Bridge  to  bring  order  to  Poland's 
new  and  precarious  independence; 
but  Walesa  means  to  expand,  rather 
than  to  curtail,  democracy. 

Although  It  was  offered  to  him, 
Walesa  wisely  enough  did  not  ac- 
cept the  post  of  prime  minister, 
yielding  it  instead  to  the  intrepid 
and  wise  Catholic  intellectual 
Thaddeus  Mazowiecki.  Walesa  and 
Solidarity  thus  kept  their  proper  in- 
dependence, even  though  Walesa 
and  Mazowiecki  arc  close  allies. 

At  their  side  also  is  Bronislaw 


f'hihso/iher,  jourtuilist  and  ex-US  ainixLs 
sadui  Michael  l^omk  JfxKts  fractal  anJpo- 
liiical  <indie<  at  the  Aineriuoi  Enieiphse 
Insiiiuie  in  '^a'^ington,  DC  Among  his 
recent  books  arc  Taking  GlasiKxst  .Seriously 
and  Free  Persons  and  tlie  Common  Good. 


Geremek,  Polish  historian  and  me- 
dievalist, an  avid  student  of  James 
Madison  and  The  Federalist,  and  one 
of  the  intellectual  architects  of  Soli- 
darity. Professor  Geremek  has  im- 
mense talents  both  philosophical 
and  political,  much  like  the  authors 
of  The  Federalist  In  particular  he  has 
cited  Madison  on  the  crucial  role 
that  commerce  must  play  if  govern- 
ment by  the  people  is  to  flourish.  He 
IS  now  the  Solidarity  floor  leader  in 
the  lower  house  in  Parliament. 

Like  many  Hungarians,  the  philo- 
sophical model  to  which  the  new 
Polish  leaders  turn  is  the  religious 
Whig  tradition,  the  trj»dition  of  "the 
system  of  natural  liberty"  but  with 
a  religious  interest.  Their  classical 
source  lies  in  Aquinas,  whom  the 
great  British  historian  of  liberty, 
Lord  Acton,  called  "the  first  Whig," 
and  their  modem  source  in  Madison 
and  Tocqueville. 

So  it  is  no  surprise  to  see  Prime 
Minister  Mazowiecki  and  Lech  Wa- 
lesa saying  that,  in  order  to  secure 
democracy,  their  first  task  is  to  turn 
the  Polish  economy  away  from  its 
communist,  and  toward  a  capitalist, 
economic  base. 

Yet  the  problems  these  Polish 
Whigs  face  are  so  daunting  that  few 
besides  the  visionary,  patient  Poles 
(given  their  long  tradition  of  striv- 
ing against  all  odds)  may  have  the 
inner  strength  to  make  this  evolu- 
tion work. 

For  one  thing,  they  must  wean 
even  Solidarity's  workers,  their 
strongest  base,  away  from  their 
state-controlled,  socialist-indoctri- 
nated, large-scale  industries — in  the 
shipyards,  in  steel,  in  mining  and 
elsewhere.  The  hardships  to  be 
faced  by  workers  and  their  families 
in  this  transition  will  be  immense. 


To  the  present  burden  of  inflation 
(as  controlled  prices  yield  to  market 
prices,  and  demand  exceeds  supply) 
may  be  added  unemployment,  as  in- 
dustries accustom  themselves  to 
new  economic  disciplines. 

The  key  word  in  Poland  today  is 
production,  since  wealth  not  created 
cannot  be  distributed.  Productive 
justice  does  not  replace,  but  is  clear- 
ly prior  to,  distributive  justice. 

All  existing  successful  democra- 
cies have  a  capitalist  economic 
base.  Yet  a  capitalist  economy  re- 
quires— if  it  is  to  work  well  and 
morally — wholly  new  sets  of  moral 
habits.  A  deep  change  of  ethos  is 
required,  together  with  laws  that 
create  private  space  for  the  rapid 
incorporation  of  the  many  new 
small  businesses  that  spring  from 
the  "right  to  personal  economic  ini- 
tiative." This  right.  Pope  John  Paul 
II  foreshadowed  (Forbes, /««£' 26]. 

This  change  in  ethos  will  require 
that  envy  give  way  to  the  encour- 
agement of  the  success  of  each.  For 
in  these  circumstances,  the  eco- 
nomic success  of  one  person  can  be 
an  advance  for  the  whole  republic, 
and  many  such  successes  increase 
the  wealth  of  the  entire  nation.  For- 
ty years  of  instruction  in  envy  have 
undercut  personal  initiative;  a  new 
morality  would  urge  Poles  to  sup- 
port each  other  in  a  large  multitude 
of  personal  successes. 

To  move  from  communism  to 
capitalism  has  never  been  done. 
The  Poles  have  thought  long  about 
it,  and  now  they  have  a  chance;  they 
have  not  asked  for  more  than  that. 

What  Americans  can  do  is  to  in- 
vest capital  in  small  businesses  in 
Poland,  to  provide  knowhow,  and 
maybe  even  to  extend  many  chains 
and  small  industries  through  Polish 
franchises  owned  by  Poles.  A  few 
thousand  dollars  invested  here  and 
there  can  go  a  long  way,  since  Po- 
land starts  near  ground  zero:  90%  of 
industry  was  nationalized  in  1946. 

A  capitalist  system  is  not  "trickle 
down,"  as  a  nationalized  system  is. 
Capitalist  wealth  "wells  up"  from 
the  bottom  through  multitudes  of 
small  businesses.  Such  small  enter- 
prises— perhaps  concentrating  at 
first  on  daily  goods  for  families,  es- 
pecially infants — are  now  Poland's 
urgent  need.  This  is  not  a  question 
of  massive  foreign  aid  but  of  rela- 
tively small,  strategically  placed 
sowing  of  seed  capital.  Done  well, 
this  could  have  long-term  revolu- 
tionary consequences,  not  only  in 
Poland,  but  far  beyond.  ■ 
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August  3,  1989 


Faberge,  Incorporated 

has  sold  its 

rvbergE 

and 

ELIZABETH  ARDEN 

Toiletries,  Cosmetics  and  Fine  Fragrance  Business 

to 

Unilever  United  States,  Inc. 

a  wholly-owned  subsidiary  of 

Unilever  N.V  and  Unilever  PLC 


We  initiated  this  transaction,  assisted  in  the  negotiations 
and  acted  as  financial  advisor  to  Faberge,  Incorporated. 


PaineVCfebber  Incorporated 
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^  Chicago  Board  of  Trade 


AN  OPEN  LETTER  FROM 

THE  CHICAGO  BOARD  OF  TRADE 


For  more  than  141  years  the  Chicago  Board  of  Trade  and  our  members  have 
made  the  integrity  of  our  markets  the  first  and  most  important  priority.  Our 
wide  range  of  international  customers  have  found  that  the  Chicago  Board  of 
Trade  agricultural,  government  debt  and  other  markets  allow  them  to  discover 
the  world  price  and  transfer  their  risk.  The  relationship  that  we  have  developed 
with  our  customers  was  bom  out  of  our  commitment  to  provide  the  most 
liquid  and  honest  markets. 

In  the  wake  of  the  recent  federal  grand  jury  indictments,  we  are  faced  with  the 
challenge  to  preserve  the  confidence  in  our  markets. 

We  have  never  tolerated  violations  of  our  rules  or  abuses  of  our  customers.  We 
view  these  charges  most  seriously.  The  Chicago  Board  of  Trade  will  investigate 
any  and  all  charges.  Disciplinary  action  will  be  taken  against  those  individuals, 
if  found  guilty,  to  the  fullest  extent  of  the  Exchange's  authority. 

Last  January  the  Board  of  Directors  took  immediate  action  after  the 
investigation  became  known,  to  ensure  that  allegations  of  this  kind  never  again 
could  be  made  at  the  Board  of  Trade.  These  actions  significantly  strengthened 
our  surveillance  program  and  disciplinary  functions.  To  that  end,  the  Board 
dramatically  enhanced  our  computerized  surveillance  system  and  today  we 
audit  100%  of  all  transactions  that  occur  on  our  exchange. 

The  Chicago  Board  of  Trade  and  its  more  than  3500  members  are  resolved  to 
take  any  and  all  steps  that  are  necessary  to  assure  our  customers  that  our 
markets  will  remain  honest  and  efficient,  and  function  with  the  utmost 
integrity.  We  have  earned  the  respect  and  business  of  our  customers  for  nearly 
a  century-and-a-half  and  we  are  dedicated  to  continue  to  merit  their 
confidence. 
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Karsten  Mahlmaim  Thomas  R.  Donovan 

Chairman  President  &  Chief 

Executive  Officer 


LaSalle  at  Jackson 
Chicago,  Illinois  60604 
312  435  3500 
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"People  who  think  flyings  hard  never  tried  stopping 
a  2-iron  shot  on  a  shallow  green/* 


Arnold  Palmer 


Conquests  at  the  Masters,  British  and 
U.S.  Opens,  along  with  61  PGA  victories, 
have  ensconced  Arnold  Palmer  among 
golfs  all-time  greats.  But  Palmer's  enor- 
mous impact  upon  his  game  is  a  triumph 
of  personality  as  much  as  shotmaking. 

Palmer  is  the  first  professional  golfer  a 
broad  spectrum  of  American  sports  fans 
ever  got  very  excited  about.  His  slashing 
swing,  and  openly  determined  face  that 
shared  all  the  ups  and  downs  of  an 
important  round,  sped  the  emergence  of 
professional  golf  as  a  major  sport  and 
inspired  millions  to  take  up  the  fiendish 
game. 

Along  the  way.  Palmer  virtually 
invented  the  athlete-spokesman 
entrepreneur.  That  same 
pioneering  instinct  led  him, 
more  than  30  years  ago. 


to  train  himself  as  a  pilot,  quickly  moving 
up  from  twin- engine  prop  planes  to 
sophisticated  long-range  jets  and 
helicopters.  "I  couldn't  have  accomplished 
half  of  what  I  have  without  my  own 
plane,"  says  Palmer. 

On  the  ground  or  in  the  air,  high 
performance  requires  complete  confidence 
in  one's  equipment,  which  may  explain 
why  Palmer  has  long  made 
Rolex  his  favored  choice  of         *\\Jr 

ROLEX 


a  timepiece. 


j^l-^B^ 


Oyster  Perpetual  Day-Date  m  18kt  gold  with  diamond  dial  and  concealed-clasp  Tridor  President  bracelet. 

Write  for  brochure.  Rolex  V/atch  U.S.A.,  Inc.,  Dept.  722  ,  Rolex  Building,  665  Fifth  Avenue,  New  York,  N.Y.  10022 

©  1989  Rolex  Watch  US  A-,  inc  Rolex ,  Oyster  Perpetual.  Day -Date  Trrior  and  Pres»deni  are  trademvKs. 
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1  lie  IBM  Proprinter  X24E's  handv  front 
feed  and  Propark  feature  help  voii  juggle 
eorrespondenee  and  spreadsheets  with 
the  greatest  of  ease. 

'I'Ik*  letter  quality  Proprintor'"  X24E  !>  part  of  a 
growinji  family  ol  IBM  (Josktop  prinU'rs  with  a  host 
o)  innovative  f«'aturvs  designcil  to  make  vour  life 
simpler. 

I.lki  \',)c  X24Es  from  and  hark  f<^:^s.  which  let 
you  :^i^ert  eiivel(»f)es  or  letterheads  into  a  handy  front 
I ^  to  waste  time  unloading,  then 
inuous  forms  in  i)a(k. 
;  .ave  to  do  is  pusii  llie  Projwrk 

w  15  »  minpniwk  d  (.K<itr.Mon«'  B  JS«  v.-s«  MacNnes  Corpcxalion  (i  1989  IBM  Cort) 


l)utton  on  the  X24E's  sin 

3-l)utton  op'rating  pa 

And  faster  than  with  an 

other  printer,  you're  ready 

print  single  shet^ts  or  envelo 

in  up  to  15  handsome  fonts 

1'hen,  with  just  another 

quick  prt^ss  of  the  hutton.  you're  all  set  up  to  raa 

througli  spreadsluHils.  mailing  labels  or  multipar 
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;.:'  auto  stocks  are  selling  at  less  than  half  the  rest  of  the 
market.  Hey,  fellows,  1990  is  not  going  to  be  like  the 
drastic  industry  doivntum  of  1980. 


Driving  with 


a  rearview 
mirror 


By  Harcia  Berss 


IN  TERMS  OF  salcs  doUars,  General 
Motors  is  the  largest  company  in 
the  U.S.,  with  probable  1989  reve- 
nues of  $125  billion.  At  current  mar- 
ket prices  you  could  buy  the  whole 
company  for  $28.5  billion,  23  cents  on 
the  sales  dollar.  General  Motors  is 
trading  at  5.9  times  earnings,  less 
than  half  the  market's  price/earnings 
multiple.  Ford  Motor  is  trading  even 
lower,  at  4.9  times  earnings,  despite  a 
cash  hoard,  a  clean  balance  sheet  and 
a  well-deserved  reputation  for  top- 
notch  management. 

Along  with  Chrysler,  smallest  of 
the  big  three,  the  U.S.  auto  stocks 
have  dividend  yields  of  5%  to  6%, 
nearly  the  same  high  payout  rates  of 
the  market's  old  reliables,  utilities. 
All  the  carmakers  trade  at  or  below 
book  value  in  a  stock  market  where 
the  typical  share  sells  at  more  than 
twice  book  value. 

For  the  auto  stocks,  unlike  the  rest 
of  the  market,  prices  have  badly 
lagged  earnings  gains.  The  divergence 
can  mean  only  one  thing:  The  market 
is  discounting  prosperity  for  the  coun- 
try but  predicts  a  severe  recession  for 
Detroit.  The  market  is  assuming  that 
any  dov^nitum  would  endanger  the 
health  of  the  auto  companies  just  as 
the  last  slump  did  in  1980-82,  when 
Chrysler  was  almost  bankrupt.  Ford 
was  fast  running  out  of  cash  and  Gen- 
eral Motors  was  in  the  red. 

But  Wall  Street,  like  military  estab- 
lishments, tends  to  project  the  future 
as  a  mirror  image  of  the  past.  Both  are 
always  fighting  the  last  war.  But  the 
next  auto  war  is  by  no  means  going  to 


be  a  replay  of  the  last  one. 

In  1980-82,  the  industry's  worst  de- 
pression since  the  1930s,  new  car  unit 
sales  collapsed  25%,  and  the  big  three 
lost  $5  billion.  While  sales  this  year 
will  fall,  the  softening  won't  be  close 
to  the  magnitude  of  those  days 
(Forbes,  ^Mg.  27). 

Yet  the  market  is  anticipating  a  big 
setback  when  only  a  mild  one  seems 
to  be  in  the  cards.  Consider  these  fig- 
ures: From  1959  to  1979  General  Mo- 
tors traded  at  an  average  of  82%  of  the 
Standard  &.  Poor's  500  price/earnings 
multiple.  Ford's  valuation  was  75%  of 
the  market  by  this  measure,  and 
Chrysler's  was  71%.  So,  yes,  the  big 
three  usually  do  trade  at  a  discoimt  to 
market  because  this  is  a  cyclical  and 
mature  business  (see  chart,  p.  116,  top). 

But  the  current  discounts  are  some- 
thing else  again.  General  Motors  cur- 
rently trades  at  only  43%  of  the  mar- 
ket multiple  |5.9  times  earnings  in  a 
13.6  times  market).  Ford  and  Chrysler 
are  at  36% .  So  the  market  is  valuing 
these  companies  at  approximately 
half  their  relative  level  of  a  decade 
ago.  Why?  "The  market  questions  our 
credibility  until  we  demonstrate  the 
ability  to  weather  a  downturn,"  says 
one  Ford  man. 

That  ability  is  going  to  turn  out  to 
be  better  than  the  market  thinks. 

Capacity  has  not  grown.  True,  the 
imports  sell  about  1.3  million  more 
cars  here  than  they  did  a  decade  ago, 
but  the  big  three  have  cut  their  car- 
making  capability  by  1.3  million 
since  1979.  gm  has  trimmed  16% 
from  its  North  American  car  capacity, 
Ford  7%,  and  Chrysler  18%.  Ford  is 
most  able  to  withstand  the  current 


softening  in  sales  because  it  is  run- 
ning flat  out,  at  close  to  100%  of  ca- 
pacity. Chrysler  is  operating  at  close 
to  the  industry  average  of  90%  capaci- 
ty, and  GM  is  trailing  at  about  81% 
capacity. 

Detroit  builds  cars  more  efficiently 
than  when  it  went  into  the  last 
slump.  Here  are  some  figures  from 
Montgomery  Securities  analyst  Ron- 
ald Glantz:  In  the  last  decade  Ford  has 
cut  its  unit  sales  break-even  point 
from  5.3  million  cars  and  trucks  to  4.6 
million,  and  Chrysler  from  2.3  mil- 
lion units  to  2.1  million,  gm,  which 
has  poured  tens  of  billions  into  capital 
spending,  is  something  of  an  excep- 
tion, but  a  minor  one:  Its  break-even 
point  is  up  2%,  from  6.5  million  units 
to  6.6  million. 

The  big  three  are  buying  more  effi- 
ciently. The  automakers  have  cut  the 
number  of  suppliers  they  deal  with, 
insisting  that  the  survivors  help  de- 
velop parts  and  deliver  entire  subas- 
semblies rather  than  just  compo- 
nents. As  "partners,"  suppliers  now 
make  bigger  capital  commitments 
but  in  return  get  longer-term  con- 
tracts; the  big  three,  in  turn,  are  con- 
serving capital  and  reducing  associat- 
ed overhead. 

Last  year  Ford  built  the  same  num- 
ber of  vehicles  it  made  in  1978,  but 
with  29%  fewer  workers.  At  its  Atlan- 
ta assembly  plant,  it  now  chums  out 
65  cars  an  hour,  where  it  once  made 
50.  The  new  equipment  and  more  effi- 
cient assembly  line  configurations 
that  make  this  possible  are  expensive, 
but  not  as  costly  as  the  workers; 
Ford's  profit  margin  improved  from 
3.6%  in  1978  to  5.6%  last  year. 


Tou  cant  eat  market  share 

In  the  late  1970s,  imports  took  only  17%  of  U.S.  new    Chrysler  are  more  profitable  than  ever — even  after  ad- 

car  sales,  versus  31%  today.  But  who  cares?  Despite    justing  for  inflation — thanks  to  cost-cutting  and  pro- 

declining  market  share.   General  Motors,  Ford  and    ductivity  gains.  And  more  fat  could  be  tritnnied. 
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How  low  can  they  go? 


Domesiic  auto  stocks  histoticaily  trade  below  the  stock  market's 
price/earnings  ratio  because  of  their  cyclicality.  But  the  big  three  now 
trade  at  less  than  half  their  historic  levels,  despite  big  profits. 


P/E  ratio  relative  to  the  market 
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■  General  Motors    D  Ford    D  Chrysler 


Chrysler  makes  16%  more  vehicles 
than  in  1978  with  18%  fewer  workers. 
GM,  feeling  the  biggest  heat  from  im- 
ports, is  building  15%  fewer  cars  and 
trucks  with  26%  fewer  people. 

One  vulnerable  area:  Replacing  la- 
bor with  machinery  has  led  to  an  in- 
crease in  fixed  costs.  At  each  of  the 
big  three,  overhead  is  now  higher  as  a 
percentage  of  revenues  than  in  the 
late  1970s.  Chrysler  is  doing  some- 
thing about  it.  In  July  it  said  it  would 
ax  8%  of  its  white-collar  work  force — 
2,300  jobs— by  the  end  of  1990;  sav- 
ings, $1  billion.  But  all  three  will  have 
to  do  more.  One  bright  spot:  Some  of 


the  higher  fixed  costs  yield  higher  de- 
preciation charges.  This  hurts  report- 
ed profits  but  enhances  cash  flow. 

Maybe  the  best  news  of  all  is  this: 
By  objective  standards,  U.S.  makers 
have  narrowed  the  quality  gap  be- 
tween their  products  and  the  best  of 
the  imports  and  transplants.  In  1983 
the  only  domestic  midsize  car  to 
make  Cotisumer  Reports'  recommend- 
ed list  was  the  Chrysler  K-car  (Chrys- 
ler LeBaron,  Dodge  Aries,  Plymouth 
Reliant).  This  year,  three  of  the  nine 
recommended  midsize  cars  are  do- 
mestic-made. 

For  now  at  least,  the  U.S.  makers 


have  a  lock  on  the  fastest-growing 
segment  of  the  auto  market,  mini- 
vans,  light  trucks  and  sport  utility 
vehicles.  Since  1984,  when  U.S.  car 
sales  stabilized  at  the  current  10-mil- 
lion-to- 11 -million-unit  level,  truck 
sales  have  continued  to  climb  24%,  to 
5.1  million  units.  Imports  have  held 
only  15%  of  this  market  for  most  of 
the  1980s,  partly  because  of  higher 
import  duties  on  trucks  versus  cars. 
Last  year  all  big  three  truck  plants 
operated  at  over  100%  capacity 
(meaning  overtime)  in  order  to  satisfy 
demand. 

The  labor  climate  is  better.  In  the 
1979  labor  negotiations,  the  United 
Auto  Workers  got  every  nickel  it 
could  from  the  big  three.  Now,  after 
losing  500,000  jobs— a  third  of  the 
auto  work  force — the  key  issue  is  job 
security.  Hence,  the  militant  New  Di- 
rections movement  was  defeated  in 
the  UAw's  June  elections.  And  in  July 
the  UAW  took  a  hit  when  workers  at 
Nissan's  Smyrna,  Term,  plant  rejected 
a  union  bid  to  organize.  The  word 
these  days  is  that  the  union  is  so  eager 
for  job  security  and  industry  stability. 
It  will  seek  a  five-year  contract,  ver- 
sus the  traditional  three-year  agree- 
ment, when  the  contract  is  up  for 
renewal  in  1990. 

The  big  three  are  in  strong  financial 
shape.  Chrysler  has  yet  to  bankroll  its 
$3  billion  underfunded  pension  liabil- 
ity, and  has  to  work  off  the  $2.2  bil- 
lion in  long-term  debt  it  took  on  with 
its  1987  acquisition  of  American  Mo- 
tors. Even  so,  Chrysler's  debt/capital 
ratio  is  30%,  the  lowest  it  has  been  in 
four  years.  Ford  is  a  virtual  bank  to- 
day— a  bank  without  bad  loans.  Its 
debt  is  only  13%  of  capital,  it  has 


Driving  toward  diversity 


The  domestic  automakers  still  make  most  of  their  ing  to  ease  the  pain  when  car  sales  slump.  For  General 
revenues  in  North  American  auto  showrooms.  But  with  Motors  and  Chrysler,  the  big  push  is  in  defense,  avia- 
a  declining  share  of  a  mature  market,  all  are  diversify-    tion  and  communications;  for  Ford,  financial  services. 
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about  $8  billion — $18.25  a  share — in 
cash,  and  the  company  says  its  recent 
$3.35  billion  purchase  of  finance  com- 
pany Associates  Corp.  won't  make 
much  of  a  dent  in  that  cash  stake,  gm, 
too,  has  over  $7  billion  in  cash,  about 
25%  of  its  market  value. 

Compare  this  with  the  eve  of  the 
last  recession,  when  Chrysler  had 
negative  working  capital  and  was 
groaning  under  a  50%  debt/capital  ra- 
tio. Ford's  cash  position  had  fallen  by 
40%,  and  General  Motors'  current  ra- 
tio was  rapidly  eroding. 

The  companies  are  diversifing  to 
cushion  earnings  in  down  cycles  (see 
chart,  p.  116,  bottom).  At  Ford,  financial 
services  have  brought  in  about  18%  of 
the  company's  earnings  in  recent 
years,  and  Chairman  Donald  Petersen 
says  his  goal  is  30%.  He's  got  a  good 
start.  Ford  Credit  is  the  second-largest 
finance  company  in  the  world;  First 
Nationwide,  bought  in  1985,  is  the 
second-biggest  savings  and  loan  in  the 


U.S.;  and  Associates  Corp.  is  the 
third-largest  independent  finance 
company,  doing  real  estate,  credit 
cards  and  revolving  credit  loans. 
Chrysler  wants  to  expand  its  aviation 
and  electronics  activities,  building  on 
its  1985  purchase  of  Gulf  stream  Aero- 
space for  $642  million  and  $372  mil- 
lion acquisition  in  1987  of  Electro- 
space  Systems,  gm,  of  course,  has 
gone  this  route  in  a  big  way  with  its 
1984  purchase  of  computer  company 
Electronic  Data  Systems  and  its  1985 
buy  of  defense  equipment  maker 
Hughes  Aircraft. 

Yes,  the  U.S.  big  three  have  lost 
market  share,  probably  never  to  be 
regained.  Japanese  plants  here  are  cer- 
tainly a  permanent  part  of  the  picture 
now,  and  so  are  direct  imports.  But 
you  can't  eat  market  share.  In  fact. 
Ford,  probably  wisely,  deliberately 
gave  up  market  share  rather  than  ex- 
pand capacity  last  year  when  its  Tau- 
rus and  Sable  models  were  hot. 


Granted,  imports  including  trans- 
plants may  take  another  6%  of  the 
U.S.  market  in  the  next  five  to  six 
years,  according  to  auto  research  firm 
J.D.  Power.  But  even  factoring  that  in, 
and  assuming  the  loss  of  $15  million 
or  so  in  sales,  that  would  still  leave  a 
market  of  6.7  million  cars  for  the 
three  U.S.  makers.  If  they  can't  make 
money  on  that  kind  of  volume,  they 
have  to  be  pretty  terrible  business 
people. 

Looking  at  auto  stocks,  "nearly  ev- 
eryone is  driving  with  a  rearview  mir- 
ror," says  a  professional  investor 
whose  funds  hold  millions  of  shares  of 
U.S.  auto  stocks.  He  adds  that  even  if 
the  big  three  were  to  see  their  earn- 
ings cut  in  half  over  the  next  few 
years,  they  would  still  be  selling  at 
below-market  multiples.  And  when 
the  earnings  declines  do  start  showing 
up,  they  may  be  relatively  mild,  lead- 
ing Wall  Street  to  value  upward  the 
currently  despised  stocks.  ■ 


Somebody's  wrong 


Sales  of  Japanese  cars  assembled  in  the  U.S.  are 
up  sharply,  while  cars  imported  (rom  Japan  are 
running  about  even. 


Q  U.S.-assembled  cars     Q  Imports 


American  carmakers  are  chopping  production  sched- 
ules (Forbes,  Aug.  21).  But  Japanese  carmakers  are  doing 
the  opposite.  They  are  planning  to  increase  production 
at  their  American  plants  without  reducing  imports. 

Take  Toyota  in  the  U.S.  Robert  McCurry,  executive 
vice  president,  figures  Toyota's  sales  in  the  U.S.  next 
year  will  reach  950,000  cars  and  trucks,  up  a  notch  from 
935,000  expected  this  year.  "So  we're  saying  we're 
increasing  our  market  share  by  0.6  or  0.7  [percentage] 
points  [of  market  share]." 

Tom  Elliott,  American 
Honda  executive  vice  presi- 
dent, has  similar  plans. 
Honda  will  sell  about 
800,000  this  year,  up  from 
about  769,000  last  year.  El- 
liott says  that  Honda  will 
not  crimp  imports  to  sell 
more  made-in-Marysville 
Hondas. 

Nissan  confirms  the 
trend.  "We  can  see  the  gen- 
eral industry  as  low  as  14 
million  [against  about  15 
million  car/truck  sales  ex- 
pected in  1989],"  says  Rob- 
ert Thomas,  general  manag- 
er of  Nissan  Division  in  the 
U.S.  "But  we  see  our  sales 
increasing  slightly,  from 
650,000  to  660,000  next 
year." 

Thomas  figures  the  key  is 
his  new  midsize,  midprice 
Stanza  model  (suggested 
list  price:  around  $12,000), 
with  sales  of  this  car  skip- 
ping to  100,000  or  so  next 
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year  to  make  up  for  falloff  of  older,  lower-priced  models. 
Why  do  Japanese  carmakers  expect  to  inch  sales  up 
while  U.S.  makers  expect  declines?  Call  it  self-confi- 
dence. They  think  demand  for  their  cars  is  strong 
enough  to  buck  a  modest  decline  in  the  overall  market. 
Richard  Recchia,  executive  vice  president  of  Mitsubi- 
shi's U.S.  company,  says,  "There  are  segments  in  the 
market  where  there  will  be  ferocious  competition  and 
the  bottom  could  be  falling  out,  but  there  are  segments 

where  there  will  be  room  to 
play."  The  subcompacts  are 
the  weakest,  Recchia  says. 
Still,  he  figures  on  selling  as 
many  small  cars  next  year, 
with  major  sales  gains  from 
larger  and  sports  models. 

Recchia  concedes,  how- 
ever, that  some  importers 
will  be  hurt,  even  if  he  ex- 
pects not  to  be.  Honda,  Nis- 
san and  Toyota  seem  to 
share  his  confidence.  They 
may  be  correct,  but  inven- 
tories of  Japanese-made 
cars  have  started  to  mount. 
Japanese  nameplate  car  in- 
ventories were  above 
500,000  cars  in  August, 
100,000  better  than  the 
year  before.  In  itself,  that's 
no  big  problem.  But  the  Jap- 
anese have  been  pushed 
into  the  ungentlemanly 
game  of  giving  rebates  and 
incentives  to  keep  their 
iron  moving.  Detroit  is 
used  to  this.  The  Japanese 
are  not.  — Jerry  Flint 
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about  $8  billion — $18.25  a  share — in 
cash,  and  the  company  says  its  recent 
$3.35  billion  purchase  of  finance  com- 
pany Associates  Corp.  won't  make 
much  of  a  dent  in  that  cash  stake,  gm, 
too,  has  over  $7  billion  in  cash,  about 
25%  of  its  market  value. 

Compare  this  with  the  eve  of  the 
last  recession,  when  Chrysler  had 
negative  working  capital  and  was 
groaning  under  a  50%  debt/capital  ra- 
tio. Ford's  cash  position  had  fallen  by 
40%,  and  General  Motors'  current  ra- 
tio was  rapidly  eroding. 

The  companies  are  diversifing  to 
cushion  earnings  in  down  cycles  (see 
chart,  p.  116,  bottom).  At  Ford,  financial 
services  have  brought  in  about  18%  of 
the  company's  earnings  in  recent 
years,  and  Chairman  Donald  Petersen 
says  his  goal  is  30%.  He's  got  a  good 
start.  Ford  Credit  is  the  second-largest 
finance  company  in  the  world;  First 
Nationwide,  bought  in  1985,  is  the 
second-biggest  savings  and  loan  in  the 


U.S.;  and  Associates  Corp.  is  the 
third-largest  independent  finance 
company,  doing  real  estate,  credit 
cards  and  revolving  credit  loans. 
Chrysler  wants  to  expand  its  aviation 
and  electronics  activities,  buildmg  on 
its  1985  purchase  of  Gulf  stream  Aero- 
space for  $642  million  and  $372  mil- 
lion acquisition  in  1987  of  Electro- 
space  Systems,  gm,  of  course,  has 
gone  this  route  in  a  big  way  with  its 
1984  purchase  of  computer  company 
Electronic  Data  Systems  and  its  1985 
buy  of  defense  equipment  maker 
Hughes  Aircraft. 

Yes,  the  U.S.  big  three  have  lost 
market  share,  probably  never  to  be 
regained.  Japanese  plants  here  are  cer- 
tainly a  permanent  part  of  the  picture 
now,  and  so  are  direct  imports.  But 
you  can't  eat  market  share.  In  fact. 
Ford,  probably  wisely,  deliberately 
gave  up  market  share  rather  than  ex- 
pand capacity  last  year  when  its  Tau- 
rus and  Sable  models  were  hot. 


Granted,  imports  including  trans- 
plants may  take  another  6%  of  the 
U.S.  market  in  the  next  five  to  six 
years,  according  to  auto  research  firm 
J.D.  Power.  But  even  factoring  that  in, 
and  assuming  the  loss  of  $15  million 
or  so  in  sales,  that  would  still  leave  a 
market  of  6.7  million  cars  for  the 
three  U.S.  makers.  If  they  can't  make 
money  on  that  kind  of  volume,  they 
have  to  be  pretty  terrible  business 
people. 

Looking  at  auto  stocks,  "nearly  ev- 
eryone is  driving  with  a  rearview  mir- 
ror," says  a  professional  investor 
whose  funds  hold  millions  of  shares  of 
U.S.  auto  stocks.  He  adds  that  even  if 
the  big  three  were  to  see  their  earn- 
ings cut  in  half  over  the  next  few 
years,  they  would  still  be  selling  at 
below-market  multiples.  And  when 
the  earnings  declines  do  start  showing 
up,  they  may  be  relatively  mild,  lead- 
ing Wall  Street  to  value  upward  the 
currently  despised  stocks.  ■ 


Somebody's  wrong 


Sales  of  Japanese  cars  assembled  in  the  U.S.  are 
up  sharply,  while  cars  imported  from  Japan  are 
running  about  even. 


Q  U.S.-assembled  cars     Q  Imports 


American  carmakers  are  chopping  production  sched- 
ules (Forbes,  i4wg.  21].  But  Japanese  carmakers  are  doing 
the  opposite.  They  are  planning  to  increase  production 
at  their  American  plants  without  reducing  imports. 

Take  Toyota  in  the  U.S.  Robert  McCurry,  executive 
vice  president,  figures  Toyota's  sales  in  the  U.S.  next 
year  will  reach  950,000  cars  and  trucks,  up  a  notch  from 
935,000  expected  this  year.  "So  we're  saying  we're 
increasing  our  market  share  by  0.6  or  0.7  Ipercentage] 
points  (of  market  share]." 

Tom  Elliott,  American 
Honda  executive  vice  presi- 
dent, has  similar  plans. 
Honda  will  sell  about 
800,000  this  year,  up  from 
about  769,000  last  year.  El- 
liott says  that  Honda  will 
not  crimp  imports  to  sell 
more  made-in-Marysville 
Hondas. 

Nissan  confirms  the 
trend.  "We  can  see  the  gen- 
eral industry  as  low  as  14 
million  (against  about  15 
million  car/truck  sales  ex- 
pected in  1989],"  says  Rob- 
ert Thomas,  general  manag- 
er of  Nissan  Division  in  the 
U.S.  "But  we  see  our  sales 
increasing  slightly,  from 
650,000  to  660,000  next 
year." 

Thomas  figures  the  key  is 
his  new  midsize,  midprice 
Stanza  model  (suggested 
list  price:  around  $12,000), 
with  sales  of  this  car  skip- 
ping to  100,000  or  so  next 
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year  to  make  up  for  falloff  of  older,  lower-priced  models. 
Why  do  Japanese  carmakers  expect  to  inch  sales  up 
while  U.S.  makers  expect  declines?  Call  it  self-confi- 
dence. They  think  demand  for  their  cars  is  strong 
enough  to  buck  a  modest  decline  in  the  overall  market. 
Richard  Recchia,  executive  vice  president  of  Mitsubi- 
shi's U.S.  company,  says,  "There  are  segments  in  the 
market  where  there  will  be  ferocious  competition  and 
the  bottom  could  be  falling  out,  but  there  are  segments 

where  there  will  be  room  to 
play."  The  subcompacts  are 
the  weakest,  Recchia  says. 
Still,  he  figures  on  selling  as 
many  small  cars  next  year, 
with  major  sales  gains  from 
larger  and  sports  models. 

Recchia  concedes,  how- 
ever, that  some  importers 
will  be  hurt,  even  if  he  ex- 
pects not  to  be.  Honda,  Nis- 
san and  Toyota  seem  to 
share  his  confidence.  They 
may  be  correct,  but  inven- 
tories of  Japanese-made 
cars  have  started  to  mount. 
Japanese  nameplate  car  in- 
ventories were  above 
500,000  cars  in  August, 
100,000  better  than  the 
year  before.  In  itself,  that's 
no  big  problem.  But  the  Jap- 
anese have  been  pushed 
into  the  ungentlemanly 
game  of  giving  rebates  and 
incentives  to  keep  their 
iron  moving.  Detroit  is 
used  to  this.  The  Japanese 
are  not.  —Jerry  Flint 
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autobahn,  the  loudest  noises 
to  be  heard  inside  this  large 
long-legged  car  were  some 
wind  roar  around  the 
mirrors  and  whine  from 
the  tyres..." 

So,  you're  propelled 


coastal  highway  becomes 
your  plaything,  as  you  set 
the  Electronic  Driving 
Program  to  "sport"  mode. 
Result?  The  automatic  four- 
speed  ZF'  gearbox  recali- 
brates instantly;  the  perfor- 


tributes  its  power  in  a  revo- 
lutionary way.  Thanks  to  the 
latest  evolution  of  aU-wheel 
Quattro  drive. 

How?  Three  separate 
differentials  work  in  con- 
cert. Traction  is  contin- 
ually monitored.  Wheel 


Conditions  look  a  little  dicey?  Don't  worry. 
The  first  automatic  all-wheel  Quattro  dnve 
extracts  maximum  traction  out  of  every 
road  surface.  Comprised  of  three  separate 
differentials,  it  detects  wheel  slip  instantly. 
And  reassigns  power  accordingly. 


past  the  wide  suburban 
lawns  quietly.  And  quickly. 
You  go  from  0  to  60  in 
8.7  seconds.  Swift,  by  any 
standards.  (Especially  on 
the  German  fast  track  where 
it  competes;  in  fact,  at  top 
speed,  you're  likely  to  see 
cars  like  the  BMW  735i 
and  the  Mercedes  420  SEL 
in  the  rearview  mirror) 
Soon,  the  winding 


mance  is  brisk 
and  bracing. 

But  power 
alone  is  not  suf- 
ficient challenge. 
After  aU,  August  HorcK" 
(one  of  Audi's  founders) 
developed  Germany's  first 
eight-cylinder  engine  back 
in  1926.  To  Audi,  the  issue 
is  usable  power. 

So  your  new  V8  dis- 


Another  Audi  first:  internal  brake  calipers. 
Front  discs  deploy  calipers  at  the  inner  radius  — 
for  greater  braking  surface,  better  heat 
dissipation,  less  brake  fade. 


slip  is  detected  within 
l/50th  of  a  second.  And 
the  system  compensates 
accordingly.  You  enjoy 
special  confidence,  because 
it  widens  your  margin  of 
performance. 

Consider  that  stretch 
of  snow-covered,  half- 
plowed  road  up  ahead.  In 
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the  blink  of  an  eye,  the  dry  pavement.  Need  evi- 

Quattro  drive  can  shift  100%    dence?  How  about  the  string 
of  the  power  from  front  of  sunny-day  upsets  it's  been 


wheels  to  rear— and  back 
again.  If  necessary,  its  rear 


n- 
eel 

■ry 
rve 


compiling  on  the  SCCA 
Trans-Am  and  IMSA-GTO 
circuits?  Or  its  effortless 
way  with  a  curve?  Or  its 
laser-Uke  precision  through 


Even  after  the  sun  goes  down,  on  Audi  V8  still 
shines  Halogen  headlamps  use  dual  paraboloid 
reflectors  for  on  intensified  beam,  lenses  ore 
speciolly  faceted  for  o  more  focused  "throw." 
Inside,  bocklit  instrumentotion  soothes  the  eyes. 


Audi  V8  Quattro,  you 
determine  where  the  road 
will  take  you. 

Unfortunately,  in  this| 
case,  it's  taking  you  right 
into  stop-and-go  traffic. 
Fortunately,  you  have  the 
assurance  of  another  Aud ' 
first:  internal  brake  caliper 
By  turning  traditional  bralj 
design  on  its  head,  the  Aul 
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differential  can  even  transfer 
as  much  as  80%  of  that  con- 
siderable power  from  side  to 
side.just  as  startling,  it 
seamlessly  choreographs 
such  surefootedness  with  the 
security  of  anti-lock  braking. 
And  c^n  a  road  like  this,  that 
might  make  all  the  difference. 

Ofcourse,  Quattro  is 
also  a  lair  weather  fnend- 
witli    milar  advantages  on 


Your 
favorite 
switch- 
back 
ond 
your 
favorite ' 
tape 
That's  8' 
tertainnii 

The  Audi/Bose'  Premium  Music 
System  is  so  ocousticolly  precise,  even 
the  upholstery  material  is  a  foclor  in 
Its  final  equalization  An  integrated 
microphone  in  the  driver-side  pillar 
permits  "hands-free"  operation  of  i^ 
standard  cellular  telephone 

the  comers? 

As  you're  begin- 
ning to  discover,  in  the 


V8  provides  a  17%  larger 
brake  surface.  Which 
means  less  heat  buildup, 
less  brake  fade  and  more 
peace  of  mind. 

In  fact,  you  take  a 
moment  to  consider  you; 
good  fortune.  Surrounde 
by  burled  walnut  trim. 
Ensconced  in  heated 
leather  sport  seats.  Re- 
freshed by  an  Electronic 
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Maybe  youVe  decided  to 
reward  yourself  with  an 
ultra-luxury  sedan.  (Who 
would  say  you're  not  entitled?) 
But  that  doesn't  mean  you've 
lost  your  enthusiasm  for  rev- 
olutionary ideas. 

Like  the  no- 
tion that  a  car  of 
this  class  should 
reflect  your 
intelligence,  not 
just  your  wealth. 

Or  that  power 
is  only  a  virtue 
when  it's  properly 
distributed. 

Or  that  driv- 
ing a  luxury  car 
should  be  more 
than  a  spectator 
sport. 

Audi  agrees. 
And  is  taking  such  revolu- 
tionar}'  beliefs  to  the  streets. 
In  the  form  of  the  new 
V8  Quattro. 

A  car  that  translates 
Audi's  79  years  of  unconven 
tional  automotive  thinking 
into  unequalled  technology. 
And  uncompromised 
performance. 

cause  its  stunningly 
adv..    ^ed  V8  engine  and 


automatic  all-wheel  Quattro' 
drive  form  a  potent  combi- 
nation of  power  and  control. 
And  that  exclusive  combi- 
nation yields  a  most  exclu- 
sive kind  of  exhilaration. 


Pulling  oway,  you  immediofely  feel 
'he  power  Thanks  to  on  ostonlsh- 
mgly  odvonced  V8  (So  sophisfi- 
coted.  two  competing  design  groups 
were  involved  in  creofing  it )  The 
leichtmetall  block  weighs  a  mere  62 
pounds  —yet  it  reoches  a  top  trock 
speed  of  146  MPH 


authority  of  this  innovati\ 
powerplant.  Constructed! 
leichtmetall,  it  is  the  world 
most  compact  V8.  Yet  its 
3.6  liters  produce  240  HF 
And  its  32  valves  explain  f 
the  engine's  willingness  tc 
rev  freely.  The  power  out- 
put, the  throttle  response] 
the  smoothness  aU  sugge 
a  nearly  ideal  design  con- 


An  ex- 
hilaration 
that  must  be 
measured 
over  time  and  over  distance 
to  be  evaluated  fairly.  So,  for 
the  next  few  minutes,  take 
the  metaphorical  wheel  And 
take  a  drive  into  the  future 
of  the  ukra-luxury  sedan. 

From  the  moment  you 
pull  away,  you  sense  the 


That  familiar  stretch  of  coostol  highwt  ^ 
still  feels  fresh  Becouse  the  four-speed  j 
motic  tronsmission  offers  a  choice  of  t 
Ouottro-linked  dnving  programs  "S 
for  when  you  want  to  attock  the  roo 
Efficiency"  for  go-with-the-flow  drlvifl(| 
Manuol"  for  the  option  of  hands-on, iT 
free  geonng  down  a  steep  mountain  I 

figuration  is  at  work. 

You  feel  the  surge,  bul 
hear  only  silence.  As  the 
venerable  Financial  Times 
London  (which  knows  th( 
difference  between  noise 
and  news)  discovered:  iti 
quiet.  At  120  mph  on  the 


FbrADrive. 


\  mate  Control  capable  of 
I  lewing  the  air  every  27 
f:onds.  Serenaded  by  an 
^di/Bose'  Music  System. 
\  d  protected  by  a  driver- 
i  e  Supplemental  Restraint 
i^stem.  You  sit  in  sensible 
ijjlence.  The  cellular  phone 


Though  the  road  twists 
and  turns  like  a  SHnkyt  your 
V8  Quattro  is  undaunted. 
The  newly  improved  suspen- 
sion (with  its  telescoping  gas- 
charged  shocks)  shrugs  off 
the  road's  worst.  Truth  is, 
here  is  where  the  Audi  V8 


Down  the  rood,  the  Audi 
Advantage  provides  unequalled 
coverage,  including  three  years 
or  50,000  miles  of  scheduled 
maintenance  at  no  charge 


l)ws  for  "hands-free" 
>{  oration.  The  on-board 
u:o-Check  monitors  13 
i  il  operating  conditions. 
1^  seats  offer  10-way 
cjstment.     - 

You  drive  on.  Alert, 
V  ire  and  at  ease.  Even  as 
c  turns  to  night.  And 
r  an  freeways  turn  to  coun- 
'  lanes  and  mountain 
v  tchbacks. 


excels:  turn- 
ing raw  power 
into  a  refined 
asset  and 
stepping 
lightly  where 
lesser  cars 
might  trip.  In  short,  as  Car 
and  Driver  said,  it  "provides 
what  can  only  be  called  a 
superior  driving 
experience." 


As  the  miles  click  by 
uneventfully,  you  take  solace 
in  this  Audi's  farsighted 
design.  Shaped  from  100% 
galvanized  steel,  its  body 
offers  a  full  decade  of  rust  pro- 
tection* Equipped  with  self- 
diagnosing  computers,  its 
engine  stores  service  data  for 
easy  maintenance.  And  pro- 
tected by  the  Audi  Advantage, 
its  owner  enjoys 
years  of  worry- 
free  driving. 

But  while 
the  rational 
reasons  for 
driving  the 
V8  Quattro 
are  legion,  the 
true  reward  is 
ultimately 
emotional.  You 
simply/eel  it. 

And,  as  you 
pull  into  your 
drive,  you  can 
be  forgiven  your 
small  measure  of 
smug  satisfactiorL 
After  all,  at  this  exact 
moment,  in  this  exact  car, 
life  is  good. 


The  Alternate  Route. 


cgistered  tradanark  of  the  Base  Corporation.  Quattro'  is  a  registered  trademark  of  Audi  AC  *See  dealer  jor  limited  warranty  details.  Audi  recommends  obeying  all  speed  limits. 
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The  new  Audi  V8  Quattro. 

It  is  a  sanctuaiy  for 
enthusiasts. 

A  costly  combination  o " 
rare  wood,  rich  leather  and 
raw  excitement. 

But,  like  most  things  o  ■ 
true  value,  well  worth  it. 
^''^  For  a  closer  look,  call 
■»-^O0-FOR-AUDl. 


"We're  buyers  of  trouble,''  says  the  Wall 
Streeter  who  organized  Nu-West  Indies- 
tries.  It  seems  his  new  shareholders  are,  too. 


History  repeats? 


By  Thomas  Jaffe 


SUCH  HIGH-PROFILE  money  man- 
agers as  Weiss,  Peck  &  Greer, 
George  Soros  and  Michael 
Steinhardt  are  major  shareholders  of 
Nu-West  Industries,  Inc.,  a  $155  mil- 
lion (sales)  fertilizer  company  that 
went  public  only  last  December. 
So  far  the  smart  money  looks 
dumb  on  this  one.  Nu-West  is 
poised  to  rack  up  losses  and  has  a 
big  negative  cash  flow. 

Englewood,  Colo. -based  Nu- 
West  is  a  direct  descendant  of 
Beker  Industries  Corp.,  a  fertiliz- 
er manufacturer  that  went  bust 
just  four  years  ago.  Among  the 
Beker  operations  shut  down  was 

Conda,  Idaho  plant  that  was 
always  profitable,  but  which 
Beker  bled  for  cash  to  support  un- 
profitable businesses. 

Enter  E.  Theodore  Stolberg,  40, 
a  partner  at  the  prestigious  New 
York  money  management  firm  of 
Weiss,  Peck  6l  Greer.  The  pol- 
ished Stolberg  has  done  a  good  job     — 
investing    in    management    buyouts 
and  turnarounds,  and  currently  runs 
$l!00  million  of  risk  capital.  His  phi- 
losophy: "We're  buyers  of  trouble." 

Beker  was  certainly  trouble,  and 
Stolberg  was  interested.  In  July  1987 
Weiss,  Peck  &  Greer  paid  $56  million 
to  buy  the  Conda  plant  and  a  50% 
interest  in  nearby  phosphate  reserves. 
Weiss,  Peck  put  in  $15  million  in  cash 
and  financed  the  rest  with  debt.  This 
gave  celebrity  money  manager  George 
Soros  a  second  chance.  Soros'  Quan- 
tum Fund,  N.V.  had  owned  some  of 
bankrupt  Beker's  public  debt,  which 
he  rolled  over  into  new  common  and 
preferred  shares  of  Nu-West. 

For  a  while  the  deal  looked  hot.  For 
the  fiscal  year  ended  June  30,  1988, 
Conda  netted  around  $7  million  on 


sales  of  almost  $60  million. 

Unfortunately,  Stolberg  did  not 
stop  there. 

In  April  1988,  encouraged  by  Cleve 
McCarty,  the  former  vice  chairman  of 
Beker  who  was  serving  as  Nu-West's 
chief  executive,  Stolberg  had  Nu- 
West  buy  an  idle  bulk  phosphate  fer- 


E.  Iheodore  Stolberg  of  Nu-West  Industries 
"We're  going  to  sort  it  otit." 


tilizer  plant  in  Pascagoula,  Miss,  for 
$27  million.  In  October  he  returned  to 
the  ruins  of  Beker,  paying  around  $18 
million  for  an  inactive  Wingate,  Fla. 
phosphate  mine,  plus  a  long-term 
lease  on  a  Florida  port  facility. 

The  idea  was  to  convert  Pascagoula 
to  the  production  of  diammonium 
phosphate  fertilizer,  reopen  the  mine 
and  ship  its  rock  to  Pascagoula.  Thus 
integrated,  Nu-West  figured  to  enjoy 
terrific  leverage  when  fertilizer  prices 
rose.  There  was  even  a  sweetener  in 
the  Wingate  purchase:  With  it,  Nu- 
West  got  some  $200  million  of  Beker's 
tax-loss  carryforwards. 

Celebrated  money  manager  Mi- 
chael Steinhardt  was  impressed.  He 
bought  $10  million  worth  of  notes 
and  warrants.  Nu-West  went  public 


last  December,  selling  the  public  3 
million  shares  of  its  17  million  fully 
diluted  shares  at  an  initial  offering 
price  of  $12.50.  After  the  smoke 
cleared,  Weiss,  Peck  &  Greer  owned 
27%;  Soros,  15%;  Steinhardt,  6%. 

By  February  the  stock  was  up  to 
18 'A.  Then  the  bottom  dropped  out. 
Recent  price,  over-the-counter:  6'/4. 

It  was  the  Beker  story  all  over  again: 
too  much  expansion  at  the  wrong 
time.  Instead  of  rising,  the  price  of 
diammonium  phosphate  plunged 
from  $170  a  short  ton  in  February  to 
$140  in  June.  Pascagoula?  It  closed  for 
a  "maintenance  turnaround." 

How  did  these  smart  investors  get 
sandbagged? 

An  avoidable  mistake  was  putting 
Beker  alumni  in  charge.  Pascagoula 
was  being  managed  by  Mack  Barber,  a 
Beker  veteran  and  old  associate  of 
McCarty's.  Under  Barber  the  plant's 
refurbishing  and  expansion,  plus  the 
startup  of  Wingate,  came  in  at  nearly 
twice  budget.  Barber  has  since  been 
shifted  to  other  duties;  Cleve 
McCarty  is  no  longer  chief  executive. 
"If  we  could  redo  history,  would  we 
™  have  bought  Pascagoula?"  asks 
II     Stolberg  sheepishly.  "No." 

But  the  damage  was  done.  For 
the  fiscal  year  ended  June  30,  Pas- 
cagoula/Wingate  lost  about  $15 
million,  including  writeoffs,  on 
sales  of  $70  million.  Between  op- 
erating losses,  capital  expendi- 
tures and  interest  payments,  the 
two  operations  ran  up  over  $30 
million  of  negative  cash  flow. 
Not  even  Conda's  strong  $14  mil- 
lion of  cash  flow — it  earned  over 
$8  million  on  sales  of  $75  mil- 
lion— could  compensate. 

To  keep  things  going,  Weiss, 
Peck  &  Greer  has  chipped  in  $6.6 
million  of  bridge  financing  in  re- 
turn for  the  right  to  purchase  war- 
—     rants.  In  addition,  Stolberg  has 
lined  up  a  $31  million  term  loan,  se- 
cured mainly  by  Conda. 

Under  new  chief  executive  and 
longtime  Conda  manager  Craig  Har- 
len,  40,  Pascagoula  will  be  restarted 
and  operate  for  two  to  three  months. 
With  U.S.  prices  for  diammonium 
phosphate  fertilizer  recovered  to  $155 
a  short  ton,  he  has  a  fighting  chance  of 
getting  cash  flow  into  the  black. 

If  it  can't  get  there,  Nu-West  will 
have  to  shut  the  operation  or  sell  it. 
Otherwise,  it  could  be  a  repeat  of  the 
Beker  situtation — a  healthy  business 
dragged  down  by  a  sick  one.  "We're 
going  to  sort  it  out,"  Chairman  Stol- 
berg insists.  "We're  not  going  to  let 
Conda  go  down." 

History  doesn't  necessarily  repeat, 
but  it  can  be  learned  from.  ■ 


FORBES,  SEPTEMBER  18,  1989 


127 


1«    r- 


,^  t^TK  r* ' 


i?^ 


Tn 


yV  DDO 

H 

'---^» 

.%^'^ 


FORBES,  SEPTEMBER  18,  1989 


Costs  are  rising,  department  store 
sales  falling,  and  customers  begin- 
ning to  balk  at  prices.  As  cosmetics 
become  a  necessity  rather  than  a 
licxury,  high-end  producers  beware. 


How  different 

can  a  $17 

lipstick  be 

from  a 
$3  version? 


By  Gretchen  Moi^nson 


CHARLES  Revson,  the  brilliant  but  cynical 
founder  of  Revlon,  knew  a  little  something 
about  the  beauty  business.  His  money  was 
made,  as  he  put  it,  by  selling  hope,  the  kind  that 
comes  in  a  jar.  The  business  had  its  advantages 
and  its  disadvantages.  Since  you  were  selling  hope,  you 
could  charge  a  lot  of  money  for  a  product  that  didn't  cost 
much  to  make.  But  the  hope  ingredient  was  expensive;  it 
required  constant  nourishment  not  only  with  expensive 
advertising  but  also  with  advertising  that  had  precisely  the 
right  touch.  Revson  had  the  touch.  Estee  Lauder  has  it.  But 
their  successors  may  be  losing  it. 

Selling  hopes  and  dreams,  whether  in  bottles,  tubes  or 
jars,  has  gotten  maddeningly  frustrating.  There  are  poten- 
tially huge  profits  in  the  stuff — manufacturing  something 
for  pennies  and  selling  it  for  dollars.  But  growth  in  this  $16 
billion  business  has  practically  vanished,  and  costs  of  the 
vital  advertising  and  promotion  are  escalating.  Ten  years 
ago  sales  of  cosmetics  were  increasing  at  an  annual  rate  of 
about  10%;  now  sales  are  rising  at  a  sluggish  6%,  and  the 
outlook  isn't  good. 

Glacial  growth  combined  with  higher  selling  costs  have 
led  to  layoffs  this  year.  Avon  let  go  1 75  employees  in  the 
first  half  of  this  year  and  Revlon  has  been  making  cuts  as 


Cosmetics  counters  at  Bloomingdale's  in  Manhattan 
Have  department  stores  lost  their  allure? 


Frederick  Charles 
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•-/eii  L  r.oi  Gabay,  a  cosmetics  executive  recruiter  at  Ga- 
bay  &  Kohlenberg  in  New  York  City,  reports  a  high  degree 
of  job  anxiety  even  among  those  still  employed.  Says  she: 
"There  simply  are  too  many  cosmetics  companies  and  too 
many  duplicate  products." 

Adding  to  the  anxiety,  a  wave  of  consolidation  has  swept 
the  industry  over  the  past  year.  In  August  Unilever  ac- 
quired Faberge  and  Elizabeth  Arden  for  $1.5  billion,  a 
heady  28  times  earnings.  But  Unilever  was  not  paying  that 
price  just  for  a  chance  at  the  U.S.  market.  The  personal 
care  market  overseas  is  growing  at  a  rate  of  10%  annually, 
almost  double  the  domestic  rate  of  growth.  Unilever,  with 
its  international  distribution  clout,  can  now  bring  Faberge 
products  to  the  ends  of  the  earth.  Even  so,  Unilever  has  its 
work  cut  out  for  it,  because  there  are  plenty  of  other 
companies  that  want  the  same  business. 

In  the  U.S.  further  con- 
solidation is  likely  and 
the  effects  will  probably 
be  harsher:  Smaller  and 
midsize  brands  that  can't 
differentiate  themselves 
will  simply  disappear. 

The  problem  of  sluggish 
sales  in  the  industry  has 
recently  been  exacerbated 
by  increasing  costs — for 
example,  higher  raw  ma- 
terials costs,  such  as  the 
paperboard  used  in  pack- 
aging, which  is  increasing 
at  a  16%  annual  rate  so  far 
this  year.  Time  was  when 
such  costs  were  simply 
passed  on  to  the  consum- 
er. Not  so  easy  now. 

Ominously  for  the  in- 
dustry's future,  American 
women  are  buying  a 
smaller  and  smaller  per- 
centage of  their  cosmetics 
at  tony  department  stores 
such  as  Bloomingdale's,  I. 
Magnin  and  Nordstrom. 
In  1985  big,  upscale  stores 
accounted  for  almost  18% 
of  cosmetics  sales;  now 
that  number  is  down  to 
15%.  This  doesn't  affect 
mass  market  lines  like 
Maybelline  or  Cover  Girl, 
but  it  means  big  trouble  for  high-end  producers  like  L'Ore- 
al's  Lancome,  Revlon's  Charles  of  the  Ritz  and  Germaine 
Monteil,  as  well  as  independents  like  Christian  Dior  and 
Chanel. 

Where  are  most  makeup  and  skin  treatment  sales  being 
rung  up  today?  At  supermarkets  and  drugstores.  According 
to  Susan  Babinsky,  a  cosmetics  industry  analyst  at  Kline  &. 
Co.  in  Fairfield,  N  I.,  last  year  28%  of  cosmetics  were  sold 
through  food  stores.  In  the  Midwest,  at  some  of  Kroger's 
new  supermarkets,  cosmetics  are  sold  at  counters  staffed 
by  cosmeticians.  A  close  second  to  supermarkets  in  sales 
of  cosmetics  are  drugstoics,  with  27%  of  the  market. 
Beauty  Nupply  outlets  arc  doing  more  and  more  business, 
too,  as  are  speciaJty  store  chains  such  as  Cosmetics  Plus 
and  the  Body  Shop,  When  women  shop  at  these  retailers, 
they  are  often  seeking  to  buy  then  hope  in  jars— but  at  a 
lint. 
•"^^■?ts  flocking  to  the  supermarkets  to  buy  their 


A  Kroficts  cosnu'lit's  counter-  in  Cincinnati 
Shopping  for  Pampers?  Why  not  grtib  a  lipstick  too 


^^ 


lipsticks  and  moisturizers  are  a  happy  sight  indeed  for 
mass  market  manufacturers  like  Nivea,  Neutrogena  and 
Maybelline.  But  this  shift  in  cosmetics  sales  from  class 
outlets  to  mass  outlets  puts  the  prestige  lines  in  a  box. 
These  brands  are  basically  stuck  in  the  department  stores, 
because  it  is  not  easy  to  sell,  say,  an  expensive  rejuvena- 
tion cream  in  supermarkets  and  drugstores  without  dam- 
aging a  carefully  cultivated  image.  Leonard  Lauder,  presi- 
dent of  prestigious  Estee  Lauder,  is  responding  to  this 
problem  by  simplifying  his  product  line  and  coimter  dis- 
plays. Perhaps  realizing  that  cosmetics  decisions  are  in- 
creasingly made  outside  the  store,  not  sold  by  salespeople, 
he'll  introduce  fewer  new  products  but  put  additional 
advertising  and  promotion  spending  behind  each  one.  Lau- 
der can  afford  this.  Many  of  its  rivals  cannot. 
In  part,  the  decline  in  department  store  traffic  is  a 

product    of    demographic 
I3CHVM1  Antwerp  chaugc.  For  busy  working 

women  department  stores 
are  an  inconvenient  place 
to  shop.  Why  would  you 
drive  20  minutes  to  the 
nearest  mall  to  pick  up  a 
bottle  of  Chanel  nail  color 
when  you  can  grab  a  May- 
belline lacquer  at  your 
neighborhood  drugstore? 

Even  in  its  heyday,  sell- 
ing mascara  and  moistur- 
izers through  Bergdorf 
Goodman  or  Marshall 
Field  was  an  incredibly 
expensive  proposition. 
First,  the  manufacturer 
gives  the  store  a  40%  dis 
count  on  its  goods,  then  it' 
pays  for  100%  of  any  ad- 
vertising that's  done.  On 
top  of  this,  the  manufac- 
turer covers  the  cost  of 
any  promotions  and  pays 
commissions  to  the  sales 
people.  It's  a  high-priced 
distribution  system,  but  it 
used  to  work  because 
there  was  so  much  profit 
in  the  merchandise. 

The  department  stores 
loved  the  system.  About 
all  they  had  to  provide 
was  space.  The  manufac- 
turer paid  for  everything  else,  making  cosmetics  counters 
the  most  profitable  space  in  large  stores.  It  worked  as  long 
as  there  was  no  price  resistance.  It  isn't  working  well  in 
the  stores  today. 

It  may  be  a  cliche,  but  it  is  true  that  consumers  are 
getting  smarter.  The  rumblings  of  a  rebellion  against  out-| 
ragcous  cosmetics  prices  are  begirming  to  be  felt.  At  th 
high  end,  lipsticks  are  nearing  $20  each,  I.7-ounce  jars  ol 
skin  creams  can  easily  cost  $100  and  a  box  of  eye  shado 
may  approach  $50.  Says  Allan  Mottus,  an  industry  consul 
tant  in  New  York  City,  "For  a  secretary  to  buy  a  $17.5 
lipstick,  she  has  to  work  three  to  four  hours  to  make  th 
aftertax  dollars  to  pay  for  it." 

Adds  a  former  Lancome  customer,  "I  know  if  I  sit  down| 
at  a  department  store  counter,  I  won't  be  able  to  escapi 
without  spending  $100,  even  though  all  I  wanted  was 
mascara."  She  now  buys  her  cosmetics  in  her  neighbor- 
hood drugstore  where  she  can  browse  without  being  preS' 
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A  few  su^estions 

or  those  who  decide  to  go 

vith  another  international 

long  distance  company 


Feeling  lucky? 

Then  you' probably  don't 
«d  the  long  distance  com- 
iny  with  over  60  years'  inter- 
itional  experience. 

The  company  with  faster 
•nnections  to  more  countries 
an  any  other 

The  company  whose 
arldwide  Infelligent  Network 


ensures  that  your  calls  will 
go  through  with  unsurpassed 
clarity 

In  other  words,  you  prob- 
ably don't  need  to  call  1  800 
222-0400  ext.  1277. 

After  all,  that's  a  num- 
ber you  should  only  call  if 
you  need  more  than  luck  on 
your  side. 


AT&T 

The  right  choice. 


©1989  AT&T 


,3ureci  to  buy  anything. 

It  was  only  to  be  expected:  As  women  have  gotten  out 
into  the  business  world  more,  they  have  come  to  take  a 
more  businesslike  attitude  toward  the  things  they  buy. 

But  when  she  browses  in  the  drugstore,  today's  woman 
has  more  choice — and  better-quality  goods  to  choose 
h-om— than  she  had  there  in  the  past.  The  choices  in  the 
low-  and  medium-price  product  lines  have  been  so  expand- 
ed and  so  improved  in  recent  years  that  trading  down  from 
department  store  offerings  is  no  longer  a  severe  compro- 
mise. When  they  can  buy  a  hypoallergenic,  ophthalmolo- 
gist-tested mascara  from  Maybelline  for  $3.65,  many 
women  question  the  intelligence  of  paying  $17  for  the 
Yves  Samt  Laurent  version. 

One  of  the  biggest  changes  in  the  quality  of  mass  market 
merchandise  has  come  m  skin  treatment  products.  Once 
the  exclusive  domain  of 
the  high-end  marketers, 
rich  and  luxuriant  mois- 
turizers are  now  being  of- 
fered at  almost  every 
price.  Three  years  ago 
Noxell  launched  Clarion, 
a  midpriced  line  of  prod- 
ucts for  sensitive  skin 
that  promised  some  of  the 
same  results  as  the  highfa- 
lutin  brands.  Sales  of  Clar- 
ion could  reach  $62  mil- 
lion this  year,  up  from  $24 
million  in  1986.  Another 
promising  entrant.  Pleni- 
tude by  L'Oreal,  is  just 
hitting  drugstores  and  su- 
permarkets now.  Intro- 
duced in  Prance  six  years 
ago,  Plenitude  is  now  that 
country's  number  one 
skin  care  line,  with  35% 
of  the  market.  Prices? 
Most  of  the  offerings, 
which  include  moisturiz- 
ers, makeup  remover  and 
the  ubiquitous  antiaging 
cream,  come  in  at  under 
$15.  That's  a  far  cry  from 
the  $6U  to  $125  charged 
by  L'Orcal's  high  priced 
competitors. 

Some  executives  in  the 
upper  echelons  of  the  in- 
dustry scoff  at  the  notion  of  price  resistance.  Sol  Levine, 
president  of  Revlon  Inc.,  says,  "I  don't  see  a  rebellion. 
Today's,  technology  is  vastly  improved  and  women  are 
prepared  to  pay  $50  for  a  bottle  of  cream."  But  others 
disagicc.  Guy  Peyrelongue,  chief  executive  officer  of  Cos- 
mair,  distributor  of  Lancome  and  L'Oreal,  notes:  "People 
are  absolutely  getting  conscious  of  price;  it's  definitely  a 
new  thing." 

The  evidence  that  Forbes  gathered  suggests  that  Peyre- 
longue is  light  and  that  Levine  is  whistling  past  a  grave- 
yard, refusing  to  fate  what  for  him  is  an  ominous  trend. 

Today's  cosim  tics  customer  is  more  confident,  more 

mdependcut,  and  much  less  interested  than  ever  before  in 

bcmg  told  what  colors  are  "in"  or  correct.  She  is  less  likely 

-J  the  reassurance  of  buying  a  product  for  its  image 

>!r  regard  to  us  quality.  Brand  loyalty  is  a  thing  of  the 

r  Stan  Campbell  Place,  a  makeup  artist  and  au- 

-"♦  \ears  in  the  business,  who  now  works  as 


^tv^nna  \'aleska 


A  lUxty  S/m)/>  cosnu'lics  hnulu/iH'  in  .\i'u  )()ii.'  C,'//i' 
Specialty  atorma  arm  snaring  more  customers. 


Maybelline's  makeup  man:  "Women  used  to  pick  a  prod 
uct  and  stick  with  it.  The  saying  was:  'Once  a  Ritz  girl, 
always  a  Ritz  girl.'  But  now  the  consumer  likes  to  pick  and 
choose." 

She's  also  more  skeptical.  Women  are  starting  to  doubt 
the  veracity  of  all  the  hyped  claims  that  manufacturers 
make  about  their  skin  care  and  antiaging  treatments. 
That's  thanks  in  large  part  to  the  Food  &.  Drug  Administra 
tion,  which  has  cracked  down  on  wrinkle-reversal  claims 
made  by  manufacturers.  The  fda  has  written  to  more  thar 
two  dozen  manufacturers  specifying  what  can  and  cannot 
be  promised  to  a  consumer  in  a  moisturizer.  The  fda'j 
confirmation  that  the  skin's  aging  process  cannot  be  re 
versed  by  a  cream  or  gel  justifies  women's  fears  thai 
cosmetics  companies  have  for  years  been  promising  much 
more  than  they  can  deliver.  There  are  no  miracles. 

There's  another  impor 
tant  shift  taking  place  in 
side  the  cosmetics  consu 
mer's  head  that  only  i 
handful  of  companiei 
have  recognized:  a  realiza 
tion  among  consumer 
that  no  matter  how  man^ 
bottles  of  Estee  Lauder'; 
Night  Repair  they  buy 
they're  never  going  t( 
look  like  the  Lauder  mod 
el,  Paulina  Porizkova. 

"Women  know  they'n 
not  perfect,  yet  most  cos 
metics  companies  contin 
ue  to  show  perfect  womei 
in  their  ads.  It's  a  put 
down,"  says  Amelia  Bas 
sin,  an  industry  consul 
tant  at  Bassinnova  in  Nev| 
York  City.  Bassin  point 
to  Neutrogena  as  an  ex 
ample  of  a  company  tha 
has  diverged  from  th 
norm  by  using  imperfec 
and  even  older  women  ii 
its  advertising.  Such  hon 
esty  in  advertising  cei 
tainly  hasn't  hurt  Neutrc 
gena — sales  have  grow: 
25%  annually  since  I98f 
Cosmetics  firms,  for  th 
most  part,  have  chosen  t 
Ignore  another,  staggei 
ingly  obvious  demographic  trend:  the  aging  of  the  popuh 
tion.  Says  Bassin:  "Cosmetics  companies  have  made  agin 
a  dirty  word,  yet  it's  happening  to  us  all.  Nobody  wants  t 
be  caught  dead  doing  an  over-40  line.  They're  ignoring 
market  that  can  benefit  them." 

What  does  all  this  mean  to  marketing  in  general?  Doe 
the  softness  in  high-priced  cosmetics  portend  a  shift  awa 
from  conspicuous  consumption  in  other  products?  I 
clothes?  In  cars?  Not  necessarily.  Cosmetics  are  differen 
Drive  up  in  a  bmw  and  you  make  a  statement  about  yot 
purse  and  your  taste.  Sport  a  Rolex  watch,  Gucci  loafers  c 
designer  jeans  with  a  prominent  label  and  you  make  sim. 
lar  statements.  But  no  one  knows  whether  you  are  mad 
up  with  a  $3  lipstick  or  a  $17  one.  And  when  you  shop  i 
the  relative  anonymity  of  a  supermarket  or  discount  dru) 
store,  there  are  no  intimidating  salespeople  to  steer  you  t 
the  high-end  stuff. 
Nor  does  the  weakness  in  high-end  cosmetics  necessa 
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Of  all  the  conservative  banking  principles  we 
follow  at  Republic  National  Bank,  one  has  been 
elevated  to  the  status  of  a  golden  rule.  That  is  the 
safeguarding  of  our  depositors'  funds. 

It's  been  a  central  tenet  in  the  Safra  banking 
family  tradition,  which  reaches  back  well  over  a 
hundred  years. 

And  it  helps  explain  why  a  firm  as  respected 
as  Salomon  Brothers  inc.  has  praised  Republic  as 
"...widely  regarded  for  its  clearly  defined  business 
plan  and  excellent  management,  superior  asset 
quality,  liquid  and  well-capitalized  balance  sheet 
and  liability-driven  operating  strategy." 


Consequently  as  Bear  Stearns  has  pointed 
out,  "The  success  of  Republic  in  attracting 
deposits  has  been  extraordinary." 

Because  Republic  clients  know  they  come 
first.  And  that  trusting  in  a  sound  bank  pays  off 
at  rainbow's  end. 

REPUBLIC 

NAnONAL  BANK 

OF  NEW  YORK 


A  SAFRA  BANK 


BEVERLY  HILLS-CAYMAN  ISLANDS-LOS  ANGELES-MEXICO  CITY-MIAMI -MONTREAL-NEW  YORK 

BUENOS  AIRES-CARACAS-MONTEVIDEO-PUNTA  DEL  ESTE-SANTIAGO-SAO  PAULO-BEIRUT-GENEVA -GIBRALTAR 

GUERNSEY -LONDON -LUGANO -LUXEMBOURG -Ml  LAN -MONTE  CARLO -PARIS -HONG  KONG -SINGAPORE -TAIPEI -TOKYO 


What  a  little  dab'll  cost  you 

Moisturizers  won't  take  away  your  wrinkles,  but  they  sure  can  lighten  your 
wallet.  Beio'cv.  a  sampling  ranging  from  expensive  prestige  products  down 
to  mass  marktt  offerings.  What's  the  difference  between  the  five  moisturiz- 
ers? Fancy  French  names,  snazzy  bottles  and  price,  price,  price. 


La  Prairie 

Creme  Cellulaire 

De  Jour 

La  Prairie, 

Su'itzerlami 

$80  per  ooDce 


^SkMldlkll 


Emulsion  Base 
SlottUxi/  I'ans 
$S4  per  onnee 


.\ 


HASE 

I-LUIDE 

11-1^0  uotSTum  MM' 

vjMUAt.  Aso  cowarturoitiai  ; 

HYDRA  DIOR    i 

n*Lx  fW>liMALrs  tTT  MOIB) 

Cnnstian 
Hior 


Hydra-Dior 
Base  Fluide 

ajrvitian  Dior.  I'ciris 
$15  per  oonee 


Vitalizing  Moisture 

Cream 

Almay,  dirision  of 

Ret  lot  I  Inc , 

Xeir  York 

$3.9S  per  onnee 


Non-Comedogenic 
Facial  Moisturizer 

Neuirogetia  Coip., 

Los  Angeles 
$£.40  per  oanee 


DavxJ  Hamsle>- 


ily  portend  weakness  in  the  perfume  and  scent  business, 
where  some  significant  new  products  are  puttmg  life  back 
into  the  market. 

But  lipsticks  and  eye  shadows,  once  they  are  on  the  face, 
do  not  announce  to  the  world  that  the  woman  who  is 
wearing  them  has  arrived.  They  do  not  put  a  sexy  or  status 
label  on  you. 

In  a  society  where  cosmetics  are  becoming  more  a 
necessity  than  a  luxury,  no  one,  least  of  all  the  profession- 
als,  should   be   surprised 
that   distribution   of    the 
product    IS    moving   into 
mass  market  outlets.   In 
this  new  world  of  cosmet- 
ics, there  will  be  winners 
and  losers.  The  winners 
fall  into  two  categories: 
mass  marketers  who  arc 
responsive  to  customers' 
needs   and   deliver   high- 
quality  goods  at  moderate 
prices,  and  high-end  com- 
panies   with     plenty     of 
money  to  burn  on  adver- 
tising and  promotion.  The 
likely  beneficiaries  in  the 
mass  market  arena  are  all 
pubhcly    traded    compa- 
nies:  Maybelline,   a  sub- 
sidiary      of       Schenng- 
Noxcll,     which 
>  res  Cover  Girl, 
and     Clarion 
Neutro- 
pccialty 
■  sib;    and 
ra>nch 


Ads  from  Estee  Lauder  and  Neutrogeim 
In  an  imperfect  world,  do^s  perfection  still  sell? 


parent,  L'Oreal,  is  controlled  by  Nestle. 

One  high-end  company  that  everyone  agrees  can  surviv< 
a  shakeout  is  Estee  Lauder,  because  its  manufacturing  is  s( 
cost-efficient  and  it  has  plenty  of  money  to  develop  am 
promote  new  products. 

As  for  the  losers?  Certainly,  shrinking  department  ston 
cosmetics  sales  mean  lower  margins  for  already  pressec 
retailers.  Manufacturers  that  are  having  difficulties  in 
elude  the  privately  held  Revlon  group,  whose  Germaini 

Monteil,  Charles  of  th( 
Ritz  and  Revlon  lines 
sold  in  department  stores 
are  stumbling.  Revlon  de 
nies  it,  but  industr 
sources  say  the  company 
is  also  having  trouble  it 
the  mass  market  with  it 
Max  Factor  brand. 

As  for  Unilever  and  it 
ambitions,    the    multina 
tional     giant     is    havin; 
problems   with   Aziza,   i 
mass  market  brand.  Somi 
of   the    smaller   indepen 
dent   manufacturers   tha 
may  disappear  include  Eu 
ropean  companies  Chris  • 
tian  Dior  and  Yves  Sain  j 
Laurent,   for  whom   cos  j 
metics    is   a    sideline    tt 
their  successful  fragrano 
and  apparel  lines. 

In  this  business,  a 
least,  an  educated  con 
sumer  is  not  necessaril 
your  best  customer  for  ex 
pensive  products.  ■ 
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Witness  the  destruction 
of  an  entire  department. 
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Don't  blink.  Six  months  worth  of 

w  orders  and  over  fifty  thousand 

itomers  are  about  to  be  wiped  off  the 

e  of  the  earth. 

By  accident. 

62%  of  all  hard  disk  data  loss  is  due 

operator  error.  Unless  you  back  up 


your  department  with  3M  data  cartridge 
tape  technology,  you're  at  the  mercy  of 
every  finger  tip  in  the  company. 

All  our  data  cartridge  tapes  are  backed 
with  20  years  of  experience.  12  revo- 
lutionary' patents.  And  are  the  choice 
of  IBM.  Apple.  And  Hewlett-Packard. 


Fact  is,  you  simply  can't  find  better 
protection  for  your  company  docu- 
ments. So  don't  take  chances.  Back  up 
everything  on  a  3M  data  cartridge  tape. 
It's  the  safest  way  to  avoid  destruction. 

Call  1-800-888-1889  ext.  5 
for  more  information. 


1 
i 


-r. 


We  even  have  a  plan 


How  safe  Is  the  place  you  work?  Are  you  sure? 
Every  day,  500  chemists,  engineers,  blolo- 
V.  Jir-H  technicians  who  wori<  for  Aetna  report 
"  all  kinds  of  different  places.  Simply 
.'  rrore  scientific  answers  to  ihese  fun- 
bsstions. 


in  factories  and  plants,  they  search  for  waij 
to  help  reduce  the  hazards  that  come  with  the] 

At  construction  sites,  they  help  to  identify  i 
safe  work  practices. 

And  in  office  buildings,  especially  new  on^ 
they're  on  the  lookout  for  such  maladies  as  TE 


t\ 
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our  building  gets  sick. 


ght  Building  Syndrome.  A  condition  that  can 
cur  when  improper  ventilation  starts  causing 
adaches,  dizziness,  and  breathing  difficulties. 
In  many  cases,  such  a  thorough  environmen- 
I  survey  is  required  before  Aetna  will  write  the 
)licy.  But  our'customers  will  be  the  first  to  tell 


you  how  much  they  welcome  our  thoroughness. 

Not  just  because  safer  buildings 
can  result  in  lower  insurance  premiums. 

But  because  it's  our  customers  who 
have  to  work  at  the  same  place  each  day. 

AETNA.  WE  GIVE  NEW  MEANING  TO  THE  WORD  DILIGENT 


/Etna 


The  Funds 


Fund  manager  Donald  Yacktman  scorns 
companies  that  sit  on  cash.  So  what  is 
Yacktman  doing?  He's  sitting  on  cash. 

There's  cash  flow, 

and  there's 

cash  flow 


By  Jonathan  Clements 


ON  Sundays,  Mormon  Bishop 
Donald  Yacktman  tends  to  his 
400-strong  congregation  in 
suburban  Chicago,  chairing  meetings 
and  overseeing  his  church's  main 
weekly  religious  service.  Says  he,  "It's 
usually  the  longest  day  of  the  week." 
On  Monday  mornings  Yacktman, 
48,  returns  to  the  world  of  mammon, 
trading  stocks  for  the  $350  million 


Selected  American  Shares.  There 
Yacktman  seems  to  be  on  the  side  of 
the  angels,  with  a  fund  that  joined  the 
Forbes  honor  roll  this  year  (Forbes, 
5«p/.  4).  He  has  returned  19%  a  year 
since  taking  over  the  fund  six  years 
ago,  versus  15.5%  for  the  S&.P  500. 

Yacktman  uses  a  common  enough 
stock  picking  morhod,  looking  tor 
companies  that  arc  cheap  in  relation 
to  disposable  cash  flow,  but  ht  con- 
cedes that  this  method  is  flawed.  "Ul- 


>r  prophet  and  profit. 


timately,  what  you  would  like  to  look 
at  is  operating  cash  flow,  which 
would  be  what  an  lbo  person  would 
look  at,"  he  says.  "You'd  look  at  cash 
flow  before  depreciation,  amortiza- 
tion, interest  and  taxes.  Then  you 
need  to  take  away  from  that  mainte- 
nance capital  expenditures.  That's  the 
tough  part.  Unless  you're  inside  the 
company,  it's  virtually  impossible  to 
know  what  that  number  is."  How  is 
an  outsider  to  know  whether  a  firm 
has  bolstered  cash  flow  by  skimping 
on  maintenance,  for  example?  How  is 
he  to  decide  how  much  of  capital 
spending  is  merely  for  upkeep  and 
how  much  actually  enhances  the  val- 
ue of  the  company? 

Yacktman  does  his  own  arithmetic. 
Says  he,  "You  end  up  using  shortcut 
methods,  like  looking  at  cash  flows  of 
businesses  that  are  similar,  or  looking 
at  price/earnings  ratios." 

Valuing  companies  at  a  multiple  of 
free  cash  flow  is  a  popular  tool  of 
analysis  these  days  but  one  often  mis- 
applied. In  one  version  applauded  re- 
cently in  another  business  journal, 
you  subtract  dividends  as  well  as  capi- 
tal replacement  costs  to  get  free  cash 
flow.  Such  a  deduction  makes  the  pre- 
posterous assumption  that  a  company 
generating  $1  a  share  in  excess  cash 
per  year  would  become  worthless  if  it 
declared  a  $  1  dividend. 

Cash  flow  comparisons  recently  led 
Yacktman  to  add  to  his  position  in 
IBM.  "I  don't  know  what  ibm  is  worth, 
but  I  know  It's  got  to  be  worth  a  lot 
more  than  $108  or  $109,"  asserts 
Yacktman,  who  notes  that  in  1987 
IBM  traded  as  high  as  $176.  "You  look 
at  the  multiples  of  cash  flow  that  ibm 
trades  at  relative  to  dec  or  Hewlett, 
and  It's  a  lot  lower." 

Yacktman  has  developed  a  taste  for 
companies  that  are  amortizing  a  large 
amount  of  goodwill.  Although  such 
amortization  cuts  into  reported  earn- 
ings, it  is  not  really  an  expense  be- 
cause the  goodwill  rarely  depreciates. 
"Maybe  I've  been  on  a  little  bit  of  a 
soapbox  on  this,  but  I  think  the  ac- 
countants made  a  mistake  20  years 
ago  when  they  forced  companies  to 
run  goodwill  through  the  income 
statement,"  he  says.  "It's  a  noncash 
charge  that  never  has  to  be  replaced." 
Coca-Cola  Enterprises'  large  writeoffs 
of  goodwill  pushed  down  its  reported 
earnings,  to  $1.03  a  share  in  1988. 
Without  that  deduction  it  would  have 
earned  $1.62.  Yacktman,  putting 
more  stock  in  the  latter  figure,  has 
70,000  shares  in  the  fund. 

In  addition  to  cash  flow,  Yacktman 
also  tries  to  assess  whether  a  compa- 
ny's chief  executive  has  a  good  strate- 
gy for  using  retained  earnings.  "The 
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Tokyo  closes 
London  opens. 


An  expert 
knows  facts 
not  everybody 
knows. 


Phileas  Fogg's  "eighty  days"  to  circle 
the  earth  are  gone.  If  it  takes  our  electronic 
signals  more  than  a  few  seconds  to  reach 
any  point  on  the  globe,  we  start  get- 
ting innpatient. 

But  there's  still  no  substitute  to  being 
there  in  person.  An  investor  may  be  im- 
pressed by  his  portfolio  manager  reading 
this  minute's  Tokyo  or  New  York  quota- 
tions off  his  screen.  But  these  figures  are 
just  the  tip  of  the  information  iceberg. 
A  responsible  investment  advisor  will  seek 


UBS.  The  bank  of  experts. 


the  aid  of  additional  research,  collected 
and  evaluated  on  the  spot. 

That's  why  "global  presence"  is  more 
than  just  a  catch  phrase,  it  is  essential  for 
the  provision  of  truly  international  invest- 
ment advice.  Being  the  country's  leading 
bank,  UBS  looked  beyond  Switzerland's 
frontiers  long  ago  and  made  good  use  of 
the  Swiss  inclination  to  think  international. 


S  in  the  United  States:  Branch  Offices  in  New  York,  Chicago,  Los  Angeles;  Agency  in  Houston;  Representative  Office  in  San  Francisco. 
S  in  Canada:  Toronto,  Montreal,  Calgary.  Head  Office:  Union  Bank  of  Switzerland,  Bahnhofstrasse  45,  CH-8021  Zurich. 


■    This  advertisement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  these  securities.  The  offering  is  made 
only  by  the  Prospectus.  The  Attorney  General  of  the  State  of  New  York  has  not  passed  on  or  endorsed 
the  merits  of  the  offering.  Any  representation  to  the  contrary  is  unlawful. 


4,000,000  Shares 

American  Health  Properties,  Inc. 

Common  Stock 

A  Real  Estate  Investment  Ti-ust 


Price  $22  Per  Share 


Copies  of  the  Prospectus  may  be  obtained  from  any  of  the  several  Underwriters 

only  in  states  in  which  such  Underwriters  arc  qualified  to  act  as  dealers 

in  securities  and  in  which  the  Prospectus  may  be  legally  distributed. 


Dean  Witter  Reynolds  Inc. 

Alex.  Brown  &  Sons 

Incorporated 

Goldman,  Sachs  &  Co. 
Bear,  Stearns  &  Co.  Inc.  Donaldson,  Lufkin  &  Jenrette         Drexel  Burnham  Lambert 

Sccurititis  Corporation  Incorporated 

Kidder,  Peabody  &  Co.  Merrill  Lynch  Capital  Markets 

Incorporated 

Morgan  Stanley  &  Co.     Paine  Webber  Incorporated     Prudential -Bache  Capital  Funding 

Incorporated 

Robertson,  Stephens  &  Company  Salomon  Brothers  Inc 

Shear  son  Lehman  Hutton  Inc.  S.  G.  Warburg  Securities 

Bateman  Eichler,  Hill  Richards  A.  G.Edwards  &  Sons,  Inc.  Robert  Fleming  Inc. 

Incorporated 

Oppenheimer  &  Co.,  Inc.  Thomson  McKinnon  Securities  Inc. 

CroweU,  Weedon  &  Co.  Dominick  &  Dominick,  Freimark  Blair  &  Company,  Inc. 

Incorporated 

Furman  Selz  Mager  Dietz  &  Birney  Gruntal  &  Co.,  Incorporated 

Incorporated 

Interstate; Jolmson  Lane  Lovett  Mitchell  Webb  &  Garrison,  Inc. 

I  i  *  orporotior, 

i  I   W  H.  Nnwhold's  Son  &  Co.,  Inc.       The  Robinson-Humphrey  Company,  Inc.       Sutro  &  Co. 

Incorporated 

h  Morgan  Securiiies  Wheat  First  Butcher  &  Singer 

Capital  Markets 


eason  the  chief  executive  is  so  criti- 
;al  is  because  each  year  he's  making  a 
lew  layer  of  investment,"  argues 
facktman.  "The  cash  that  is  generat- 
;d  by  a  business  ends  up  in  one  of  four 
)laces.  Either  it's  used  for  expanding 
he  existing  business,  for  making  ac- 
luisitions,  for  paying  dividends  or  for 
hrinking  the  capitalization  by  buy- 
ng  back  stock." 

In  Yacktman's  book  there  is  a  fifth 
ind  undesirable  alternative:  just  sit- 
ing on  the  retained  earnings.  Despite 
)wning  stock  in  mutual  fund  adviser 
Dreyfus  Corp.,  Yacktman  takes  a  dim 
'iew  of  the  company's  management. 
)reyfus,  which  trades  at  31,  ended 
ast  year  with  $15  a  share  in  cash  and 
narketable  securities.  "For  me,  that's 

negative  rather  than  a  positive," 
ays  Yacktman.  "To  not  have  aggres- 
ively  repurchased  their  shares  when 
hey  had  the  opportunity  seems  to  me 
ike  a  management  that's  sitting  on 

facktman  says  Dreyifwis  is 
indervalwied.  **In  the  fund 
tusiness,  once  you  get  over 
he  fixed  cost  hurdles,  you 
ust  have  all  the  money 
Iroppittg  to  the  bottom  line. 
This  thtMig  generates  cash 
ike  an  ATM." 


ts  laurels  and  not  aggressively  man- 
gmg  its  capital." 

But  Yacktman  still  thinks  Dreyfus 
i  undervalued,  and  he  recently  added 
0  his  position.  "In  the  mutual  fund 
usiness,  once  you  get  over  the  fixed 
ost  hurdles,  you  just  have  all  the 
loney  dropping  to  the  bottom  line," 
e  says.  "This  thing  generates  cash 
ke  an  atm." 

One  sign  of  dedicated  management 
;  big  insider  ownership,  and  for  that 
sason  Yacktman  likes  Comdisco, 
/hich  leases  computer  equipment, 
chairman  Kenneth  Pontikes,  who 
ist  year  dropped  off  Forbes'  list  of 
tie  400  richest  Americans,  owns 
took  in  Comdisco  currently  worth 
260  million.  Despite  a  return  on  eq- 
ity  averaging  21%  over  the  last  five 
ears,  Comdisco's  stock  today  trades 
arely  above  its  high  for  1983. 

What  is  Yacktman's  biggest  posi- 
on?  Considering  his  criticism  of 
'reyfus,  the  answer  might  surprise 
ou.  His  biggest  single  holding  is 
ash.  He  now  has  35%  of  his  fimd  in 
le  commercial  paper  of  firms  like 
MAC  and  Household  Finance,  up 
om  just  2%  in  March.  Yacktman 
jfuses  to  make  predictions  about  the 
larket,  but  he  notes  that  the  last 
me  he  was  this  heavily  into  cash 
'as  the  late  summer  of  1987.  ■ 


NEW  FROM  FIDELITY! 


Select  Environmental 
Services  Portfolio 

A  New  Way  to  Invest  in  the  Environment 

Harness  the  growth  potential  of  the  important  environmental  clean-up 
industry  with  the  convenience  of  a  mutual  fund.  Consider  an  investment  in  the 
Fidelity  Select  Environmental  Services  Portfolio,  targeting  companies  engaged 
in  the  development,  manufacture  and  distribution  of 
products,  processes  and  services  related  to  waste  man- 
agement and  pollution  control. 

The  portfolio  is  aggressive  in  its  search  for  capital 
appreciation,  so  share  price  may  be  volatile.  Start  with 
$1000;  $500  for  IRAs.  Plus  these  Fidelity  extras!  Free 
Sector  Dynamics  Newsletter  •  24  hour,  toll-free  service. 

Fidelity  Select  Portfolios.®  For  more  complete  information,  including 
management  fees,  expenses  and  the  fund's  2%  sales  charge  and  1%  deferred  sales  charge, 
call  or  write  for  a  free  prospectus.  Please  read  it  carefully  before  investing  or  sending 
money.  Fidelity  Distributors  Corporation  (General  Distribution  Agent),  P.O.  Box  660603. 
Dallas,  TX  75266-0603.  Service  for  the  hearing  impaired,  TDD/1-800-544-0118. 

Call  24  hours 

1-800-544-6666 


4r 


Fideliiy 
InvesUnents  ® 

CODE:  FORB/ENV/091889 


live  At  LandM  And  You'll  HaveTb  Share  It 
WithHundieds  Of  OtherResidents. 
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Of  the  2,200  total  acres  here  at  Landfall,  400  have  been  set  aside 

as  a  conservation  area.  Another  540  acres  are  dedicated  solely  to  golf. 

And  the  remainder  is  devoted  to  a  lifestyle  of  unequalled  elegance  and  serenity. 

CaU  1-800-227-8208  or  1-800-634-7857  or  send  in  the  coupon  today. 

I'd  like  to  know  more  about  living  at  Landfall.  fob-B 

Name 


Address 


City 


State 


Zip 


;4#S 
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Phone  Work 

Mail  to:  Post  Office  Box  5368,  Hanover  Station,  Wilmington,  NC  28403  _ 

TWT Obtain  the  Property  Kepon  required  by  federal  law  and  read  il  before  sigrun^  anyihing  No  federal  ageiKv  has  judged  the  menb  <>t  ^-alue.  if  any  f.f  this 
TT.SSi  property;  This  advertisement  is  nol  an  offering  to  residents  of  New  York  or  New  jersey  or  to  the  residenb  of  any  oSier  stale  where  prohibited  by  law. 
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American  investors  are  bidding  up  British 
cellular-related  shares.  Who's  right?  The 
skeptical  Brits?  Or  the  enthusiastic  Yanks? 

Operator,  can  you 

connect  me  to  the 

real  world? 


By  John  Mareom  Jr. 


1ATE  THIS  MONTH  Cable  &  Wirc- 
_  less  Pic.  plans  to  raise  about 
I  $230  million  in  a  new  share 
issue  aimed  at  American  investors. 
Usually  such  events  send  the  price  of 
the  existing  stock  dov^n,  reflecting 
common  sense  about  supply  and  de- 
mand. Not  this  time.  Shares  in 
the  British  telephone  company, 
traded  on  London's  stock  ex- 
change, have  climbed  smartly 
since  the  issue  was  announced 
early  last  month.  The  stock  is 
up  50%  this  year. 

Why  so?  One  reason  is  that 
British  investors  apparently  ex- 
pect Americans  to  bid  up  the 
price  once  the  shares  become 
more  accessible  to  them.  They 
know  Americans  are  hot  on  cel- 
lular telephone  stocks,  and  Ca- 
ble &.  Wireless  is  in  the  van- 
guard of  that  business. 

British    investors,    however, 
arc  cooler  to  the  phenomenon. 
Partly,  that's  because  they  don't 
have  much  experience  valuing 
new,  capital-intensive  business- 
es like  cellular.  Also,  the  devel- 
opment of  cellular  is  actually 
further  along  on  their  side  of  the 
Atlantic,  making  it  a  less  ro- 
mantic   prospect    than    in    the 
U.S.,  where  cellular  is  still  in 
relative    infancy.    The    Federal 
Commimications  Commission 
chose  a  lengthy  and  bureaucratically 
convoluted  licensing  process,  award- 
ing a  tnimmum  of  two  franchises  for 
each  American  metropolitan  area — 
mon  th.-in  3CX)  m  al'— folh.wcd  by  400 
'irai  franchises.  Hundreds  of 
es  got  into  tne  business  this 
the  shakeoui  and  cos    olida- 
>.  that  fin;H'i..  \\  and  teciinical 
>'>:'!ne'-  ■■     ^■■'  -  day. 


The  British,  no  less  tech-gadget- 
happy  than  Americans,  but  with  a 
country  the  size  of  Oregon,  chose  to 
award  just  two  25-year  licenses  for  the 
entire  nation.  Nearly  all  the  British 
already  have  readily  available  cellular 
service,  well  ahead  of  schedule.  Lon- 
don has  what  may  be  the  world's  busi- 
est cellular  network. 


London's  cellular  performance 


The  lines  below  track  cellular  stocks'  perfor- 
mance relative  to  one  another.  U.S.  enthusi- 
asm about  Racal  has  cooled,  but  now  Cable 
&  Wireless  is  coming  on  strong.  Nobody's 
wild  about  British  Telecom. 
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How  is  cellular  doing  in  Britain? 
Service  glitches;  newer,  more  techno- 
logically advanced  cellular  connec- 
tions in  the  offing  from  entirely  new 
licensees;  and  considerable  uncertain- 
ty about  the  depth  of  their  country's 
market  for  cellular  have  dimmed 
some  of  the  investment  appeal  of  the 
business. 

American    investors,    schooled    in 


the  economics  of  cable  television, 
now  look  comfortably  past  the  operat- 
ing losses  of  major  U.S.  cellular  com- 
panies to  focus  on  cash  flow  and  price; 
per  potential  subscriber,  or  per  "pop'j 
in  cell-speak.  The  British  favor  mort 
traditional  measurement  tools  likt 
price/earnings  ratios — which  in  the 
cellular  business  tend  to  go  haywire 
since  earnings  in  the  early  stages  are 
elusive. 

But  in  the  U.S.  market  the  Cable  S 
Wireless  issue  should  have  lots  of  sej 
appeal.  The  U.K.  government  has 
promised  Cable  &  Wireless  one  of  tw( 
or  three  licenses  for  the  new-technol 
ogy  cellular  phones  to  go  into  servici 
in  1992;  Motorola  Inc.  plans  to  joii 
with  it.  The  new  services,  using  lowe 
power  and  more  densely  packed  trans 
mitters,  are  being  billed  as  a  cheapei 
mass-market  addition  to  the  U.K.' 
two  existing  cellular  services,  whicl 
use  technology  similar  to  the  U.S 
cellular  networks. 

Cellular  gives  the  company  som^ 
needed  extra  glamour.  Its  most  impo: 
tant  business  is  providing  Ho: 
Kong's  phone  service.  Early  in  th 
summer  that  franchise  looked  noni 
too  secure  in  the  wake  of  th| 
Tiananmen  massacre  and  relai 
ed  upheavals  in  China. 

There  are  two  other  maj 
British  cellular  outfits.  Ra 
Electronics  Pic.  operates  one 
the  two  already  existing  cellu 
networks  in  the  U.K.  (Forb 
Mar  21,  19HH).  In  October  19 
it  spun  off  the  cellular  businei 
as  an  independent  subsidi, 
but  kept  80%  of  the  stock.  Tl 
motive  was  to  make  the  comp 
ny  too  expensive  to  acquire 
getting  the  market  to  recogniz 
the  value  of  its  cellular  hok 
ings.  Today  Racal  Telecomi 
market  capitalization  of  aboi| 
$5.5  billion  makes  the  parent 
80%  stake  worth  $4.4  biUioi, 
more  than  the  value  of  the  e 
tire  parent  company.  Sign 
cantly,  much  of  Racal  Telccoi 
stock  is  held  in  the  U.S. — ; 
other  reflection  of  U.S.  enthu 
asm  for  anything  cellular. 

British  Telecom  owns  60% 
Racal 's    also    successful    U. 
competitor,      Cellnet.      Briti: 
Telecom  made  a  splash  earlier 
year  by  paying  $1.5  billion  for  a  22' 
stake  in  McCaw  Cellular  Comm 
cations  Inc.,  the  leading  U.S.  operat 
Telecom  paid  $41.50  for  each  of  i 
McCaw  shares;  the  stock  curren( 
sells  aroimd  35.  Telecom's  paper  lo] 
provides  British  investors  another  re] 
son  to  believe  the  cellular  boom 
overblown.  ■ 
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'Number  crunching's  for 
when  I'm  in  the  office.  Out  here, 
just  give  me  a  great  little  PC. 
And  I  mean  little/ 
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fSnam  I  data 

I  systems 

THE  QUALITY  GOES  IN  BER3RE  THE  NAME  GOES  ON' 


The  leader  in  laptop  PCs^  now  brings  you  a  notebook 
portable  that  fits  your  business  and  your  briefcase. 

Finally,  desktop  performance  on  a  moment's  notice. 
That's  the  sleek  MinisPort™  from  Zenith  Data  Systems. 

Under  6  pounds,  MinisPort  rides  in  a  briefcase  like  a 
notebook.  But  unlike  other  notebook  PCs,  it  uses  remov- 
able MiniDisks  to  store  all  the  data  you  need... just  like 
your  desktop.  You  also  get  a  DayBrighf  backlit  screen  for 
crisp  text  in  any  light.  And  over  3  hours  of  battery  life. 

So  bring  your  portable  computing  down  to  a  more 
manageable  size  with  Zenith's  sleek  MinisPort. 

For  your  nearest  Zenith  Data  Systems  authorized 
dealer,  call:  1-800-842-9000,  ext  1. 


I  Source:  Dataquest  — True  portable  PC  sales 
raphics  simulate  Microsoft'  Windows,  a  product  and  trademark  of  Microsoft  Corporation. 


©  1989,  Zenith  Data  Systems 
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Daewoo's  wide  range  ofmnovavon  includes  highly  advanced  computers 


Daewoo's  innovative  minds  have  put 
Daev/oo  right  at  the  frontier  of  the  new 
technology.  This  is  particularly  true  with 
computers.  Daewoo  recently  built  a  major 
facility  to  manufacture  a  highly  advanced 
computer  chip.  The  fact  is,  Daewoo  invests 
a  large  part  of  its  earnings  not  only  in  the 
R&D  to  develop  a  better  product,  but  in 
the  manufacturing  technology  that  will 
deliver  that  better  product.  By  placing  a  big 
emphasis  on  innovation,  Daewoo  has, 
in  just  over  20  years,  become  a  leader 
in  such  diverse  industries  as  computers 
and  heavy  machinery,  aeronautics  and  auto- 
mobiles, shipbuilding  and  telecommunica- 
tions. Find  out  how  Daewoo's  innovative 
minds  can  help  your  company  to  grow. 


Daewoo  International  (Amenca)  Corp.  (212)  909-8200. 


Mums  &  Spencer  is  the  biggest  and  best 
name  in  British  retailing.  But  as  surely  as 
the  British  lost  their  empire,  Marks  &  Spen- 
cer is  slipping  as  it  struggles  to  become  a 
significant  North  American  merchant. 

Low  marks, 
few  sparks 


By  Steve  Weiner 


ARKS  &  Spencer  Pic. — called 
Marks  &  Sparks  at  home — is 
the  most  successful  and 
profitable  British  retailer,  with  reve- 
nue in  the  year  ended  Mar.  31  of  $8.1 
billion  and  a  net  margin  of  6.7% — 
about  double  the  U.S.  average. 

In  trying  to  export  its  success  to  the 
U.S.,  however,  Marks  &  Spencer  has 
so  far  been  a  dud.  At  home  its  winning 
formula  has  been  utilitarian  stores, 
low-priced,  well-made  clothing,  and 
well-stocked  food  emporiums  featur- 
ing fresh,  prepared  meals,  all  under 
the  St.  Michael  brand  name.  The  mix 
is  perfect  for  the  U.K.'s  street-comer, 
everyday  shopping  world. 

What's  surprising  about  Marks  &. 
Spencer  is  how  far  off  course  it  has 
gone    in    North    America.    After    16 


years,  it  still  hasn't  figured  out  a  way 
to  make  money  consistently  in  Cana- 
da, for  instance.  Last  year  its  three 
clothing  and  general  merchandise 
chains  there  lost  C$18.5  million, 
counting  store  closure  costs,  on  reve- 
nues of  about  $400  million. 

A  more  recent  immigrant  to  the 
U.S.,  Marks  &  Spencer  bought  Brooks 
Brothers,  the  world-renowned  conser- 
vative clothier,  for  $750  million  in 
April  1988.  It  bought  Kings  Super 
Markets,  a  16-store  New  Jersey  gro- 
cery chain,  for  $  1 1 0  million  a  year  ago 
as  the  base  for  a  U.S.  food  business. 

Marks  &  Spencer  went  overseas  not 
so  much  because  it  wanted  to  as  be- 
cause it  had  just  about  saturated  the 
British  market.  Foreign  operations, 
representing  12%  of  revenue  and  one- 
third  of  the  company's  selling  space, 
produced  just  5%  of  operating  profit 


!  i'-hs  &  Spt^icer  store 
k  Jaifv  ii--  aucult*,  Bruzilian  beef  and  British  dinners? 


last  year.  Marks  &  Spencer  is  learning 
what  many  big  American  retailers — 
including  Sears,  Roebuck  &  Co.  in 
South  America  and  f.C.  Penney  Co.  in 
Europe — learned  earlier:  Only  rarely 
do  merchandising  formulas  success- 
fully cross  national  boundaries. 

What  seems  to  go  wrong?  Marks  &. 
Spencer's  clumsy  entry  into  Canada  is 
instructive  for  its  insensitivity  to  lo- 
cal practices  and  its  slowness  to  cor- 
rect mistakes. 

Marks  &.  Spencer  bought  three  Ca- 
nadian chains  in  1973:  People's  bud- 
get-priced general  merchandise 
stores;  D'Allaird's,  which  sells  cloth- 
ing for  older  women;  and  Walker's, 
clothing  stores  that  were  remodeled 
as  small  versions  of  Marks  &  Spen- 
cer's plain  U.K.  stores.  Stocked  heavi- 
ly with  sturdy  clothing  made  in  Brit- 
ain, these  units,  renamed  Marks  & 
Spencer  Canada,  did  poorly  in  compe- 
tition with  the  better-looking  stores 
and  merchandise  of  their  shopping 
mall  neighbors. 

Over  time — a  great  deal  of  it,  by 
normal  store  standards — Marks  &. 
Spencer  shifted  to  merchandise  most- 
ly made  in  Canada  and  made  its  stores 
more  inviting.  The  food  department 
of  imported  biscuits  and  teas  was  ex- 
panded to  include  frozen  entrees, 
tinned  Brazilian  beef  products  and, 
lately,  refrigerated  fresh  foods.  Too 
little,  too  late:  the  Marks  &  Spencer 
Canada  chain  last  year  produced  a 
C$9.7  million  operating  loss. 

In  1987  Marks  &.  Spencer  decided  to 
invade  the  U.S.  A  team  of  executives 
evaluated  the  situation  and  concluded 
that  the  Canadian  approach  of  copy- 
ing the  British  formula  had  been  a 
mistake.  Instead  they  would  buy  ex- 
isting U.S.  stores. 

When  Brooks  Brothers  came  on  the 
market  as  a  result  of  Campeau  Corp.'s 
incredibly  leveraged  buyout  of  Feder- 
ated Department  Stores,  Marks  &. 
Spencer  came  in  with  the  winning 
bid.  It  paid  through  the  nose:  more 
than  17  times  pretax  earnings  and  IVi 
times  revenue  for  a  company  with 
sales  of  only  $290  million.  Brooks, 
although  its  image  had  become  a  bit 
dowdy  in  recent  years,  was  as  far  as 
you  could  get  from  the  traditional 
Marks  ik  Spencer  style.  In  Britain 
business  people  admire  Marks  &. 
Spencer's  distribution  efficiencies, 
but  fashionable  customers  head  for 
Savile  Row  or  )ermyn  Street.  Marks  & 
Spencer  defines  the  mass  market  in 
Britain,  by  contrast,  Brooks'  main  line 
of  suits  is  priced,  on  average,  at  $600. 
When  William  Roberti,  its  president, 
sought  an  inexpensive  shoe  to  appeal 
to  younger  men,  he  came  up  with  one 
at  $260  a  pair.  His  new  casual  week- 
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end  coat  goes  for  $475.  No 
bargain  basement,  this. 

Marks  &  Spencer  is 
having  a  tricky  time  try- 
ing to  broaden  Brooks 
Brothers'  appeal  to  youn- 
ger and  less-affluent  men 
and  women  without  los- 
ing its  executive  cachet.  It 
has  begun  to  replace 
closed  glass  display  cases 
with  open  displays  and 
started  a  steady  flow  of 
new  products,  especially 
sportswear,  where  once 
Brooks'  product  line 
changed  little  from  year  to 
year.  Brooks  Brothers' 
best  suits  are  cut  more 
trimly  this  fall;  more  trou- 
sers come  with  fashion- 
able-again  pleats,  and  En- 
glish-look suits  and  shirts 
will  be  in  many  stores.  

On  the  other  hand,  the  new  Brooks 
is  cutting  some  comers  the  old  Brooks 
never  would  have  cut.  Those  new 
loose-fitting  casual  coats  come  in  im- 
precise small,  medium,  large  and  ex- 
tra-large sizes,  the  same  as  mass-mar- 
ket goods,  rather  than  in  a  regular 
succession  of  sizes.  And  stately  old 
Brooks  Brothers,  formerly  wed  to  qui- 
et, weeklong  clearance  sales,  now 
runs  six-week  sales  like  its  ordinary 


Brooks  Brothers  President  William  Roberti 

Trim  suits,  pteated.  p€utts  and.  $475  casual  Jocfcets. 


competitors.  It  cleans  the  shelves, 
certainly,  but  at  the  cost  of  giving 
some  stores  a  distressed  look. 

Kings'  food  business  is  another  dif- 
ficult puzzle  for  the  Brits.  St.  Michael 
foods — 2,000  items,  from  soup  to  des- 
sert, including  high-quality  entrees, 
marketed  effectively  in  Britain  as 
fresh  and  ready  to  eat  or  pop  in  an 
oven — are  based  on  stringently  con- 
trolled central  kitchens,  overnight  de- 


livery to  nearby  stores  and 
immediate  inventory 

turns       in       department 
stores. 

But  with  a  far  bigger 
population  and  vast  dis- 
tances to  cover,  the  U.S. 
food  business  has  neces- 
sarily emphasized  pack- 
aged, mass-produced 
goods  such  as  canned 
soup.  U.S.  "fresh"  pre- 
pared foods  often  have 
shelf  lives  of  two  weeks  or 
more,  versus  just  days  in 
Britain.  Kings  has  made 
all  its  fresh  prepared  food 
in  its  stores,  not  in  central 
kitchens.  The  question  is 
how  Marks  &  Spencer, 
with  only  a  handful  of 
food  stores,  can  adapt  its 
retailer-controlled  British 
experience  to  a  U.S.  mar- 
still  dominated  by  name- 


ket  that's 
brand  foods 

When  it  bought  Brooks  Brothers, 
Marks  &.  Spencer  also  bought  from 
Campeau  Corp.  rights  to  put  St.  Mi- 
chael foods  in  that  company's  258  de- 
partment stores.  Trouble  is,  depart- 
ment stores  are  not  where  Americans 
shop  for  perishable  or  frozen  foods. 

Maybe  they  just  should  have  stayed 
home.  ■ 


THEMfflnEi^S! 


The  Economics 
of  Aerodynamic 
Class  Trucks 


. . .  and  Class  Drivers. 

Peterbilts  are  engineered 
to  slip  through  the  wind  like  the 
most  ad\'anced  aircraft  and  are 
unmatched  for  their  efficiency 
in  reducing  fuel  costs.  Add  to 
this  the  kind  of  class  Of)erators 
who  are  attracted  to  Peterbilt 
trucks,  and  you  have  a  pair  of 
real  money  makers  that  show 
up  where  it  counts  -  on  your 
bottom  line. 

Call  1-800-447-4700  for 
the  Peterbilt  dealer  nearest  you. 
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Other  copiet's  are  maclefrr  the  office. 
Ours  are  made  for  people 
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Change  the  color. 
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%uVe  just  previewed 

the  Panasonic 
digital  color  copier. 


Presenting  the  FP-Cl,  from  Panasonic.  It  gives  you  many  opportunities  to  be  a  hero  in  your  office. 

Because  it's  color,  you'll  have  more  effective  presentation  graphics  for  today's  more 
competitive  business  environment.  Because  it's  digital,  you'll  be  able  to  custom  tailor 
graphics  for  every  presentation.  Because  it  does  black-&-whites  at  30  copies  per  minute, 
you  11  save  the  cost  of  a  second  copier.  Because  it's  so  easy  to  use,  you'll  be  able  to  put 
it  wherever  copies  are  needed.  Because  it  has  a  straight  paper  path  and  proprietary 
color  transcription  teclinology,  you'll  have  few  paper  jams  and  off- register  copies.       ^ 

Finally  because  it's  so  affordable,  you'll  justify  the  purchase  a  lot  easier  ^ 

than  you  would  digital  color  copiers  costing  around  $40,000.  ^ 

The  FP-Cl  digital  color  copier  from  Panasonic.  It  brings  a  touch 
more  creativity' to  any  office.  For  the  name  of  your  nearest  Panasonic 
authorized  dealer,  call  toll-free  1-800-447-4700. 

Copiers,  Computei's,  Printers,  Peripherals, 
Typewriters  and  Facsimiles. 

Panasonic. 

Office  Automation/^^''''\^\ 
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IT  ("1  IS  shown  accessorized.  ©1989,  Panasoi'lc  Office  At 


Great  color 

on 
plain  paper 

at  an 

affordable 

price. 


u^uiuan,  Sachs  &  Co.,  the  most  profitable 
house  on  Wall  Street  last  year,  is  the  last  big 
investment  firm  to  remain  a  partnership. 
But  even  Goldman  s  partners  know  they 
must  change  their  collegial  ways. 

Can  Goldman 
stay  on  top? 


By  Jack  Willonghby 


John  L.  Weinberg,  64,  the  senior 
partner  who  runs  Goldman,  Sachs  &. 
Co.,  keeps  a  plaque  on  his  office  wall. 
He  inherited  it  from  his  father,  Sidney 
Weinberg,   who  ran  Goldman  from 


1930  to  1965.  It  cites  the  many  set- 
backs faced  by  Abraham  Lincoln  on 
his  way  to  becoming  one  of  America's 
greatest  Presidents.  The  message: 
Great  success  cannot  come  without 
great  setbacks. 
Until  quite  recently  Goldman,  per- 


haps Wall  Street's  most  profitable  in- 
vestment house,  had  been  unaccus- 
tomed to  setbacks.  Last  year  the  firm 
earned  $600  million  before  taxes,  for  a 
return  on  capital  of  better  than  30%, 
Forbes  estimates.  That's  better  than 
rival  Morgan  Stanley's  returns  and 
more  than  three  times  higher  than 
Salomon  Brothers'. 

But  now  the  setbacks  are  coming 
thick  and  fast. 

Weinberg  in  August  sadly  accepted 
the  resignation  of  Robert  Freeman, 
the  senior  Goldman  stock  trader  who 
pled  guilty  to  a  charge  of  insider  trad- 
ing. Goldman  may  see  intensified  liti- 
gation from  holders  of  Beatrice  stock, 
who  could  allege  Freeman's  dealings 
have  cost  them  money. 

L'affaire  Freeman  comes  at  a  time 
when  Weinberg  is  struggling  to  trans- 
form Goldman  from  a  relatively  gen- 
teel partnership — by  Wall  Street  stan- 
dards— to  one  better  able  to  compete 
in  the  rough  and  tumble  of  today's 
competitive  financial  markets. 

Goldman's  traditional  stronghold  is 
the     commercial     paper     business. 


i-jtf^n?,  too  much  capacity. 
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mEYAlSO 
mOAMUNED  THEIR 


Fbrd  demanded  a  communications  network  as  sleek  and 
purposeful  as  their  designs..  What's  more,  it  had  to  measure  up  to 
Fbrd's  total  commitment  to  quality. 

One  system  met  these  needs  perfectly:  Northern  Tfelecom's 
Meridian  Digital  Centrex  from  Michigan  Bell.  Capable  of  2.5  million 
calls  a  month,  Ford's  network  links  21  locations  ranging  from  data 
centers  to  factory  floors  to  their  World  Headquarters.  Fbr  Fbrd,  it 
adds  up  to  both  higher  quality  and  more  reliable  service  at  less  cost. 

You  can  have  similar  results,  no  ^^ 

matter  what  size  your  network.  Call  us  at      l^^*^  northern 
1-800-543-9806.  And  get  things  rolling.  i  W 
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THE      POWER      BEHIND      NETWORKIX  G ' 


SoF^EXeryGes 

UpTbABetterHor: 


The  chance  for  a  better  education, 
a  better  job,  a  better  home.  That's  what  every 
generation  tries  to  pass  on  to  its  children. 

For  over  200  years,  upward  mobility 
has  seemed  to  be  our  birthright. 

But  now  a  generation  of  Americans  may 
have  to  lower  expectations.  Homeownership 
may  be  slipping  out  of  reach. 

Tbday's  prices  are  taking  their  toll  on 
young,would-be  home  buyers.  Coming  up  with  a 
down  payment  is  getting  tougher  and  tougher. 

Monthly  payments  aren't  much  easier. 
Tbday's  median-priced  home  absorbs  nearly 
50%  more  family  income  than  it  did  in  1968. 

Does  all  this  mean  our  children  should 
give  up  hope  of  owning  a  home? 

At  Fannie  Mae,  we're  doing  our  best 
to  make  sure  that  doesn't  happen.  We  can't  do 
much  about  home  prices,  but  we  can  help 
families  of  modest  means  buy  homes. 

Over  the  last  year,  some  30%  of  our 
loans  have  been  for  $40,000  or  less,  about 
whata  family  with  an  annual  income  of  $19,000 
could  afford  to  borrow  to  buy  a  home. 

That  helped  put  300.000  such  families 
into  homes  last  year  alone.  In  our  50  years  in 
business,  we've  helped  millions  of  them. 

Tbday  we're  already  hard  at  work  for 
the  next  generation,  searching  for  solutions  to 
keep  the  hope  of  homeownership  alive.  As  the 
USA's  Housing  Partner,  that's  our  job. 


FannieMae 

The  USA's  Housing  Partner 
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Among  the  U.S.  pioneers  in  commer- 
cial paper,  Goldman  made  itself  indis- 
pensable to  major  corporations  that 
wanted  to  bypass  the  banks  by  raising 
money  in  their  own  names.  With 
commercial  paper  as  a  foot  in  the 
door,  Goldman  was  often  able  to  get  a 
crack  at  the  more  lucrative  business 
of  helping  companies  sell  their  stock 
to  the  public.  Commercial  paper  also 
kept  Goldman  in  constant  contact 
with  companies'  top  executives. 

But  these  days  companies  like  Ford 
Motor  Co.  can  issue  commercial  pa- 
per on  their  own  or  in  partnership 
with  banks.  They  don't  need  Gold- 
man as  a  middleman.  Other  longtime 
Goldman  customers  such  as  Sears, 
Roebuck  &  Co.  and  General  Electric 
Co.  now  steer  business  to  their  own 


brokerages:  Dean  Witter  Reynolds 
and  Kidder,  Peabody  &.  Co.  No  longer 
supreme  in  this  field,  Goldman  has 
dropped  its  ironclad  rule  against 
clients'  using  other  commercial  paper 
dealers.  Says  Goldman's  John  Wein- 
berg, "We  have  overcapacity  in  finan- 
cial services.  Now  everyone's  in  it." 

Once  a  bastion  of  lifetime  employ- 
ment, Goldman  has  joined  in  the  Wall 
Street  orgy  of  head-chopping.  It  has 
cut  its  work  force  by  nearly  a  quarter, 
to  an  estimated  5,800  in  the  past  year 
or  so.  Still  benevolent,  if  less  so,  Gold- 
man has  used  a  block  of  offices  at  7 
Hanover  Square  to  house  the  laid-off 
executives.  After  hours,  these  career 
out-patients  can  be  seen  trading  gos- 
sip and  job  tips  downstairs  at  Houli- 
hans'  bar. 


A  profitable  partnership 


Goldman,  Sachs  &  Co.  is  intensely  private  about  its  profits.  For  years  the 
firm's  Financials  have  been  the  stuff  of  whispered  speculation  up  and 
down  Wall  Street.  Using  a  combination  of  publicly  available  data,  indus- 
try benchmarks  and  inside  sources,  Forbes  has  come  up  with  this 
thumbnail  sketch.  One  highlight:  Profits  last  year  topped  $600  million. 
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Goldman's  assets  have  surged  to  more  than  $51  billion.  But  with  capital 
at  only  $1.9  billion,  will  the  firm  soon  sell  stock  to  the  public? 
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Some  of  the  departees  have  been 
shoved  out.  Others,  near  retirement, 
are  leaving  on  their  own.  This  year  as 
much  as  $141  million  will  be  paid  out 
to  eight  departing  older  partners,  in- 
cluding John  Weinberg's  older  broth- 
er, Sidney  (Jimmy)  Weinberg  Jr.,  66. 
More  old  money  is  likely  to  follow. 
For  example,  retired  partner  George 
Doty,  71,  still  has  $15  million  in  the 
firm  and  Michael  Coles,  57,  has  $14 
million. 

Meanwhile,  new  faces  are  appear- 
ing all  over  the  firm.  Archetypal  of 
Goldman's  new  breed  is  a  young 
Dutchman  named  Mark  Winkelman, 
43.  Called  Winkeltoes  by  those  in  the 
firm  who  dislike  his  ruthless  maimer, 
Winkelman  made  his  name  by  turn- 
ing around  J.  Aron  &  Co.,  the  ailing 
metals  trading  outfit  that  Goldman 
bought  in  the  early  1980s.  The  boyish- 
looking  Winkelman  made  J.  Aron  into 
one  of  Goldman's  most  profitable  di- 
visions last  year,  pushing  out  hun- 
dreds of  employees — and  even  a  part- 
ner or  two — in  the  process. 

In  the  past,  you  rose  through  the 
ranks  at  Goldman,  or  you  didn't  rise 
at  all.  Now  newcomers  can  start  as 
partners.  Two  examples:  Commod- 
ities veteran  Daniel  Amstutz  left  a  25- 
year  career  at  Cargill  to  lead  Gold- 
man's commodities  department;  Mi- 
chael Mortara  left  Salomon  Brothers 
to  help  lead  Goldman's  mortgage- 
backed  securities  department  just  two 
years  ago.  Not  surprisingly,  the  infu- 
sion of  new  blood  at  the  partnership 
level  has  caused  resentment.  Bringing 
in  outsiders  meant  that  many  people 
who  had  labored  for  years  at  Goldman 
found  that  they  could  not  achieve 
their  lifelong  career  aim  of  wiiming  a 
partnership. 

Is  all  this  turmoil  healthy  or  un- 
healthy? In  Goldman's  case,  it  is  al- 
most certainly  healthy.  Without 
changing,  the  firm  could  not  hope  to 
remain  a  leader  in  Wall  Street's  fast- 
paced  environment. 

At  a  time  when  the  need  for  more 
capital  has  forced  many  big  Wall 
Street  firms  to  go  public,  Goldman 
has  tried  to  solve  the  problem  through 
an  innovative  alliance  with  Sumi- 
tomo, Japan's  most  profitable  bank. 
Two  years  ago  Sumitomo  paid  Gold- 
man $500  million  for  a  12.5%  nonvot- 
ing stake  in  the  firm,  boosting  Gold- 
man's capital  by  38% .  In  part,  the  idea 
was  to  replace  partners'  money  with 
institutional  money,  permitting  some 
of  the  older  partners  to  bail  out.  But 
the  deal  has  hit  snags.  The  Federal 
Reserve  Board  has  restricted  the  rela- 
tionship between  the  two  companies, 
barring  Sumitomo  from  sending  its 
employees  en  masse  to  train  at  Gold- 
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Only  a  handful  of  banks  in  the  world  get  a  triple-A 
rating  from  the  leading  international  rating  agencies. 
So  how  is  it  that  Credit  Suisse  receives  this  coveted 
accolade  year  after  year?  Solid  Swiss  qualities  like 
reliability,  discretion  and  continuity  are  obviously  an 
important  part  of  the  answer.  The  other  key  ingredient 


is  our  strong  international  presence.  Credit  Suisse's 
activities  are  closely  coordinated  with  those  of  the 
global  investment  banking  group,  CS  First  Boston,  Inc. 
This  unique  blend  of  Swiss  tradition  and  international 
stature  puts  us  in  an  ideal  position  to  meet  all  your 
financial  needs.  Anywhere  in  the  world. 


We  do  more  to  keep  you 


^ 


at  the  top. 


Head  Office:  Zurlcfi/Swilzerland:  Represented  in  all  major  International  financial  centres. 
In  tfie  USA  and  Canada:  New  York  ■  Los  Angeles  •  Atlanta  ■  Calgary  ■  Chicago  ■  Houston  •  Miami  ■  Montreal  •  San  Francisco  ■  Toronto  ■  Vancouver 


''Find  us  computers  that  will  let  us 

do  many  jobs  at  once,  Sinkfield,  and 

it'll  be  another  feather  in  your  capV 


How  re  you  going  to  do  it? 


\o  Olio  ('\«'r  made  thoir  mark  in  luisiness  bv  (loino[  just  one  thing 
at  a  liinr.  So  to  stav  <<)in{)('titiv(\  vou  need  voiir  computors  to  do  c 
ol  Inisincss  tasks  at  oner. 

The  Genius  Of  Micro  Channel.  Ihats  why  IBM 

dr\<>l()|)(>d  the  IV-rsoiial  S\st(Mn/2  coniputers  with  Micro  ('hannc 
\Ii<ro  (Channel  is  like  a  miiltilanc  hiiihuav.  so  information  can 
tra\('l  in  lots  of  direct  ions  at  once.  W  ith  optional  l)us  mastercard; 
like  ha\  ing  main  com|)uters  in  one.  some  managing  printers 
and  lax  machines,  another  busv  calculating  a  spreadsheet  and  ot 
working  on  graphics  or  transierring  data.  And  Micro  Channel 
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all  of  this  with  remarkable  speed  and  reliabihty. 

^  irally,  a  PS/2 '  with  Micro  Channel  runs  DOS  applications, 
add  OS/2  to  this  equation,  and  the  benefits  of  multitask- 
;an  make  vou  and  vour  people  even  more  productive. 
The  Solution  Is  IBM.  The  PS/2  with  Micro  Channel 
provide  you  with  solutions  not  only  today  but  far  into 
uture.  See  your  IBM  Authorized  Dealer  or 
marketing  representative.  For  a  dealer  near  you, 

)t|l  800  IBM-2468,  ext.  139.  And  see  how  much  ^ 

".  you  can  do  when  you  PS/2  it!  .,<^>  "^^^Wf  * 


Gustave  Levy,  a  Goldman,  Sachs 
boss  in  the  1970s,  has  been 
compared  with  Michael  Milken  in 
the  sense  that  each  in  his  heyday 
dominated  the  investment  scene 
and  that  each  was  something  of  a 
loose  cannon. 

As  a  Goldman  partner  in  the 
1960s,  Levy  was  a  pioneer  of  block 
trading,  buying  and  selling  $50 
million  of  stocks  at  once,  daring 
stuff  then.  As  chairman  of  the  New 
York  Stock  Exchange,  Levy  helped 
usher  in  May  Day  1975,  which 
ended  fixed  commissions  and  end- 
ed the  old  school  tie  era  on  Wall 
Street.  Although  on  a  smaller  scale 
than  Milken  did.  Levy  was  a  mas- 
ter arbitrager  and  presided  over 
many  a  merger. 

Just  as  Milken  began  making  ap- 
pointments at  5  a.m.,  Levy,  too, 
worked  at  a  relentless  pace.  He 
would  show  up  at  the  Century  Country  Club  golf 
course  in  Purchase,  N.Y.,  bleary-eyed  from  a  red-eye 
flight  from  the  West  Coast.  He  would  jog  literally 
through  nine  holes  in  running  shoes,  his  hands  shak- 
ing so  badly  he  could  hardly  putt  straight.  In  1976,  at  a 
Port  Authority  of  New  York  &.  New  Jersey  board 
meeting.  Levy  suffered  a  stroke  and  died. 

"The  only  guy  I  ever  saw  who  was  more  financially 
creative  than  Gus  was  Michael  Milken,"  says  l.W. 
(Tubby)  Bumham.  And  Bumham  should  know.  He 
was  a  close  friend  of  Levy's  and,  as  chief  at  Drexel 
Bumham  in  the  1970s,  helped  get  Milken  his  start. 
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If  Milken  and  Levy  were  driven 
men,  there  was  an  institutional 
difference  between  them.  Operat- 
ing from  Beverly  Hills,  Milken  was 
subject  to  minimal  control  from 
Drexel's  Manhattan  headquarters. 
But  Levy  was  kept  on  a  fairly  short 
leash  by  Goldman  and  its  shrewd 
manager,  Sidney  Weinberg.  Says 
former  Goldman,  Sachs  cochair- 
man  and  senior  partner  John 
Whitehead,  "Sidney  felt  that  Gus 
took  too  many  risks."  One  of 
Weinberg's  last  acts  as  managing 
partner  at  Goldman  in  1965  was  to 
establish  a  management  commit- 
tee, largely  to  keep  an  eye  on  Levy. 
There  was  one  close  call.  Soon 
after  Levy  took  charge  of  Goldman, 
the  firm  was  forced  to  pay  up  on 
legal  claims  over  the  sudden  col- 
lapse of  Perm  Central,  then  the 
world's  largest  transportation  com- 
pany. The  courts  ruled  that  Goldman,  under  Levy's 
supervision,  had  failed  commercial  paper  customers 
by  not  telling  them  how  precarious  Perm  Central's 
financial  position  had  become.  Levy,  eager  to  please 
his  client,  Perm  Central,  failed  to  investigate  the 
"storm  warnings"  surrounding  Perm  Central's  fi- 
nances, the  court  said.  But  this  was  an  exception. 

That  Goldman  was  able  to  use  Levy's  considerable 
energy  and  talents  and  yet  keep  him  under  control  was 
the  mark  of  a  well-run  company.  Goldman's  skill  in 
making  the  considerable  transition  required  of  it  to- 
day suggests  the  firm  hasn't  lost  its  touch. — J.W. 


man.  For  now,  Sumitomo  has  made 
clear  that  it  does  not  intend  to  kick  in 
any  more  money. 

The  alliance  carries  some  inherent 
disadvantages  for  Goldman,  too. 
Goldman  representatives  had  to  jour- 
ney to  Japan  to  convince  the  Sanuti 
ketsu.  or  business  group,  that  it  was 
not  part  of  the  rival  Sumitomo  ketsu. 
Only  then  was  Goldman  allowed  to 
resume  its  work  for  Sanwa  affiliates 
in  the  U.S. 

The  Goldman-Sumitomo  arrange- 
ment may  continue  indefinitely,  but 
it  is  by  no  means  certain.  It  can  be 
terminated  as  early  as  1995,  when  Su- 
mitomo will  be  allowed  to  withdraw 
its  money  from  Goldman  at  the  rate 
of  $100  million  a  year  if  it  so  chooses. 
Perhaps  that  is  why  Goldman  raised 
an  additional  $250  million  of  capital 
from  seven  large  insurance  companies 
in  Japan,  the  U.K.  and  the  U.S. 

Will  Goldman  solve  the  capital 
roblem  by  going  public?  At  current 
p.-^  iii  levels,  Goldman  would  fetch  as 
n  'jch  as  $4  billion  in  the  stock  mar- 

"    -•^  '    >  could  raise  perhaps  $500 


million  by  selling  a  big  minority  stake 
of  its  equity  to  the  public.  Going  pub- 
lic seems  inevitable  if  Sumitomo 
pulls  out.  Meanwhile,  however, 
Weinberg  must  make  sure  that  Gold- 
man's profit  picture  doesn't  blur.  Oth- 
erwise, the  firm's  value  in  the  market- 
place will  be  greatly  reduced. 

Even  as  a  private  partnership,  Gold- 
man doesn't  seem  to  have  the  intima- 
cy it  once  did.  The  partners'  meeting 
room  on  the  30th  floor  of  85  Broad  St., 
built  SIX  years  ago,  can  hold  only  half 
the  firm's  132  general  partners.  More 
institutionalized  now,  senior  Gold- 
man partners  got  a  Harvard  Business 
School  professor  and  outside  consul- 
tants to  gather  the  staff  into  focus 
groups  and  find  out  what  is  on  their 
minds.  Says  one  trader,  who  left  earli- 
er this  year,  "They've  tried  to  institu- 
tionalize all  that  'uncle'  stuff." 

As  the  internal  culture  has 
changed,  so  has  the  external.  Wein- 
berg has  dropped  the  time-honored 
tradition  of  refusing  to  represent  a 
hostile  bidder  in  a  takeover  attempt. 
With  America's  biggest  corporations 


engaging  in  hostile  raids  these  days, 
Goldman  had  little  choice.  The  firm 
either  had  to  change  or  exclude  itself 
from  a  wildly  lucrative  business. 

America's  biggest  corporations  are 
raiding,  so  Goldman  can't  afford  to 
snub  hostile  offers:  Today's  rule  is 
that  Goldman  will  not  be  seeti  to  rep- 
resent a  hostile  bidder.  That  boils 
down  to  lifting  its  name  from  the  cov- 
er page  of  the  offering  memorandum 
for  B.A.T  when  that  company  bought 
Farmers  Group.  Says  Stephen  Fried- 
man, co-vice-chairman  at  Goldman: 
"It's  not  like  we  have  a  moral  objec- 
tion to  hostile  deals." 

How  is  Goldman  coping  with  all 
this  turmoil?  Remarkably  well.  Its 
overall  strategy  is  to  try  to  build  dom- 
inant positions  in  fields  such  as  for- 
eign exchange  and  securities  under- 
writing when  the  businesses  are 
slack.  Over  the  past  two  years,  Gold- 
man has  been  snapping  up  people  in 
the  municipal  securities  area,  even  as 
other  firms  are  pulling  out.  Now  that 
Salomon  Brothers  has  decided  to  exit 
the  field,  Goldman  sits  in  the  number  - 
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msiness  brings 
6u  $50  million? 


elling  a  business  is  a  big 
:ep.  It  can  provide  rich 
jwards.  It  can  also  raise 
Jfious  questions. 
Who  can  help  you  deter- 
line  what  your  business  is 
jally  worth?  Can  you  trust 
)ur  advisors  to  tell  you  if 
tH  selling  is  the  right  deci- 
on?  If  you  do  sell,  how 


should  you  allocate  your 
assets?  Is  this  the  time  to 
rethink  your  family's  finan- 
cial plan?  What  will  jou  do 
next,  and  who  will  you  need 
to  help  you? 

The  point  is  clear:  Selling 
a  business  is  not  a  simple 
matter.  And  your  advisors 
should  care  enough  and  be 
skillful  enough  to  help  you 
sort  through  all  the  com- 
plexities to  gain  the  maxi- 
mum benefits. 

The  private  bankers  at 
Morgan  understand  all  this, 
because  we've  been  helping 


individuals  and  families 
build  -  and  sell  -  successful 
privately  owned  enterprises 
for  more  than  a  century. 
And  a  good  way  to  prepare 
for  either  is  to  establish  a 
private  banking  relationship 
at  Morgan.  You'll  have  the 
best  advice  and  technical 
skills  available  to  you  - 
before,  during,  and  after 
any  transaction. 

As  a  private  banking 
client,  you  and  your  busi- 
ness also  will  have  access 
to  all  of  the  resources  of 
Morgan's  global  organization 


-  the  same  analysts,  traders, 
financial  strategists,  invest- 
ment professionals,  tech- 
nology, and  underlying  cap- 
ital strength  that  serve  the 
world's  largest  corporations. 

For  more  information, 
call  Anthony  D.  Pennetti, 
Vice  President,  Morgan 
Guaranty  Trust  Company, 
444  S.  Flower  Street, 
Los  Angeles,  CA  90017. 
(213)  4^9-9347. 


Private  Banking  at  Morgan 
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one    position,    its    market    share    at 
11.5%  and  climbing. 

It  was  no  accident  that  when  take- 
over fever  hit  Europe  this  year,  Gold- 
man was  there  and  ready.  Nearly  15 
years  ago  Goldman  laid  the  founda- 
tion for  foreign  mergers  and  acquisi- 
tions business,  which  today  is  a  grow- 
mg  source  of  profits.  Goldman  figured 
the  best  way  to  break  into  foreign 
markets  was  to  sell  a  specialty,  in  this 
case  expertise  in  defending  against 
takeovers.  This  kind  of  investing  for 
the  future  is  harder  to  do  if  you  are 
publicly  held  and  forced  to  worry 
about  keeping  profits  up  quarter  to 
quarter. 

Goldman's  biggest  European  coup 
so  far  was  getting  a  sky-high  price  for 
faltering  British  Caledonian  Airways 
two  years  ago.  A  deal  was  all  set  with 
British  Airways  when  the  world's 
stock  markets  crashed 
in  October  1987.  At 
that  point,  British  Air- 
ways tried  to  lower  its 
bid.  But  Goldman 
brought  in  Scandina- 
via's SAS  airline  as  a  po- 
tential rival  bidder.  In 
the  end,  British  Air 
ways  paid  £250  million 
for  Caledonian,  rough- 
ly the  same  as  it  had 
agreed  to  pay  before  the 
crash.  The  I'ituincuil 
Times  hailed  the  ma- 
neuver as  "a  well- 
played  hand  of  finan- 
cial poker."  

Now  Goldman  is  in  the  middle  of 
the  biggest  hostile  bid  in  European 
history.  When  Patrick  Sheehy,  chair- 
man of  B.A.T,  learned  his  company 
was  the  object  of  a  hostile  $21  billion 
bid  by  raider  James  Goldsmith,  he 
quickly  picked  up  the  telephone  and 
called  John  Weinberg.  Sheehy  knew 
well  that  Goldman  had  long  been 
building  its  reputation  in  Europe,  and 
he  also  knew  that  Goldman  was  the 
investment  banker  that  had  repelled 
Goldsmith's  hostile  bid  for  Goodyear 
three  years  ago. 

In  Goldman's  effort  to  change,  the 
firm  has  stumbled  occasionally.  A 
stinging  rebuke  came  in  June  when 
Goldman's  fixed-income  team  point- 
edly was  not  asked  to  attend  the 
World  Bank's  renowned  symposium 
in  Helsinki,  while  rivals  Morgan 
Stanley,  Salomon  Brothers  and  Mer- 
rill Lynch  did  get  invited.  In  an  era 
when  an  investment  bank  uses  its 
brainpower  to  sell  its  financial  prod- 
ucts, this  was  a  heavy  blow.  What 
went  wrong?  It  expanded  too  rapidly, 
trying  to  build  a  research  staff  in  three 
years  to  match  the  kind  of  operation 


Goliimati's  Sicfnn'  Weinherfy 
Poor  boy  to  power  broker. 


rival  Salomon  Brothers  had  assembled 
over  several  decades.  In  short,  Gold- 
man's bond  research  operation  staff, 
though  costly,  became  too  cumber- 
some to  coordinate  with  the  team 
that  was  selling  the  bonds. 

At  age  64,  John  Weinberg  faces  for- 
midable challenges.  When  he  took 
over  the  top  spot  13  years  ago,  there 
were  the  inevitable  questions  about 
the  son  of  a  strong,  self-made  man 
taking  over  the  firm  his  father  built. 
John  Weinberg  was  and  is  far  different 
from  his  father.  Sidney  Weinberg 
grew  up  poor  in  Brooklyn  and  got  his 
education  at  P.S.  13.  John  was  raised 
in  the  comfort  of  New  York's  suburbs, 
attended  boarding  school  at  Deerfield 
and  got  his  M.B.A.  from  Harvard  in 
1950.  The  elder  Weinberg  was  down- 
to-earth  and  gregarious,  ready  to  chat 
with  everyone  from  floor  traders  to 
company  presidents. 
Sidney's  friendships 
with  captains  of  indus- 
try like  the  imperious 
GE  President  Charles 
Wilson  and  Boston 
Brahmin  Paul  Cabot 
helped  win  the  firm 
some  of  its  most  loyal 
and  long-standing  cli- 
ents. Says  Paul  Cabot, 
90,  founder  of  State 
Street  Management  &. 
Research  and  longtime 
treasurer  of  Harvard 
University  about  his 
lifelong  friend  and  sail- 

ing    companion:     "He 

had  a  fantastic  nose  for  who  was  hon- 
est and  who  was  not  quite  so  good. 
Plus  he  had  that  great  sense  of 
humor." 

John,  by  contrast,  is  a  loner.  When 
he  takes  a  cottage  at  Lyford  Cay  resort 
in  the  Bahamas,  he  spends  most  of  his 
time  with  family,  not  hobnobbing 
with  customers  and  celebrities.  Yet 
the  younger  Weinberg  is  a  stronger 
administrator  than  his  father,  with  a 
keen  eye  for  what  is  wrong  with  a 
business — particularly  his  own. 

When  John  Whitehead  resigned  as 
Goldman's  cochairman  and  senior 
partner  in  1984,  the  firm's  partners 
asked  Weinberg,  then  a  cochairman 
himself,  to  stay  on  to  manage  the 
painful  transition  that  they  all  knew 
Goldman  faced.  Right  now  Weinberg 
is  grooming  his  two  potential  succes- 
sors: Stephen  Friedman,  51,  and  Rob- 
ert Rubin,  51.  His  job  is  to  insure  that 
Goldman  will  retain  the  lofty  posi- 
tion his  father  won  for  it.  As  he 
glances  at  that  Abe  Lincoln  plaque,  he 
can  be  reasonably  confident  that  he 
will  overcome  his  latest  setback  and 
go  on  to  yet  another  success.  ■ 
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jjBlue  Chip  Advice 

'  The  right  mix  of  invesfmenlsTor 
your  pension  fund  is  more  than 
a  matter  of  computer  modeling  or 
analysis.  It  also  calls  for  judgment, 
for  the  best  minds  in  the  business, 
for  a  firm  that  pays  attention  to   J^^ 
your  fund  no  matter  its  size.  An^^ 
that's  blue  chip  advice. 


Connecticut  Mutual  Life  Insurance  Company 

•  Connecticut  Mutual  Financial  Services  •  Urbco  •  GroupAmerica  Insurance  Company  •  State  House  Capital  Management 
•  CM  Life  •  CM  Assurance  •  CM  Asset  Advisors  •  CM  Transnational  •  Diversified  Insurance  Services  of  America 

Hartford.  Connecticut 06154 


The  Si?  Alliance 


An  Alliance  of  Blue  Chip  Companies 
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Our  competitor  says  their  fax  network  is  the 
best  way  to  fax.  So  why  does  it  require  57%  more 
retransmissions  and  cost  more  than  AT&T? 
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According  to  a  recent  Bell  Labs  study^  using  five-page  fax 
transmission  tests,  MCI's  fax  network  transmits  one  unread- 
able page  out  of  every  twelve.  In  fact,  their  network  is  57% 
more  likely  than  AT&T  to  transmit  pages  that  are  partially 
unreadable. 

Now  here's  a  paradox.  Obviously  AT&T  is  more  accurate, 
yet  for  the  typical  business  customer,  we  actually  cost  lessf 
And  unlike  MCI,  with  AT&T  all  of  your  usage,  both  voice  and 
fax,  counts  toward  your  monthly  volume  discount. 

Rguring  in  costs  for  retransmitting,  personnel  and  paper, 
regular  AT&T  long  distance  users  can  save  up  tol6%  over  MCI's 
fax  network.  AT&T PRO^*"  WATS  users,  up  to  44%.  AT&T  WATS 
users,  up  to  45%.  MEGACOM*  WATS  users,  up  to  27%.  And  SDN 
users  can  save  up  to  56%. 

So  if  you're  not  using  the  AT&T  network  for  your  faxes 
already  switch  to  the  best-designed,  most  consistent,  most 
reliable  network  money  can  buy  There's  no  reason  why  you 
/  shouldn't. 

Especially  now  that  you  know  the  facts  about  fax. 

To  increase  your  fax  accuracy  and  decrease 
your  fax  costs,  call  AT^  now: 
1800222-0400 

To  find  out  about  ATXT's  family  of  fax  machines,  call  1 800  247-1212,  Ext  164. 

•Based  on  average  business  customer  calling  patterns,  average  monthly  AT&T  bill  over  $120.10%  of  which 
is  tax.  MCI  rates  as  of  8/2/89.  Actual  savings  may  vary 

©  1989  AT&T  MCI  is  a  trademark  of  MCI  Communications  Corporation. 
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The  right  choice. 


Fuqua  Industries  famous  founder  has  re- 
tired, and  the  market  doesn  Y  know  what  to 
make  of  his  successors. 

Under  new 
management 


By  Alyssa  A.  Uqipen 


STARTING  IN  1965,  when  he  was 
47,  J.B.  Fuqua  took  a  tiny  brick- 
and-tile  company  with  annual 
sales  of  $14  million  and  made  it  into 
Fuqua  Industries,  a  conglomerate 
whose  sales  once  surpassed  $2  billion. 
But  Fuqua  is  now  71  and  has  chal- 
lenges other  than  business 
to  face,  among  them  build- 
ing up  Duke  University's 
Fuqua  School  of  Business. 
In  January  Fuqua  sold  a  6% 
stake  in  his  company  to  La 
Jolla,  Calif. 's  Triton  Group 
Ltd.  for  $49  million;  at  $38 
a  share,  the  price  was  a  19% 
premium  to  the  then-pre- 
vailing market  price.  Fuqua 
has  resigned  as  chairman 
and  chief  executive,  but  re- 
mains on  the  company's 
board. 

The  question  now  is.  Can 
the  ship  of  Fuqua  sail  on 
without  its  master  builder 
at  the  helm? 

In  his  last  years  with  the 
company,  Fuqua  decon- 
glomerated  it — sales  are 
now  below  $1  billion  a 
year.  But  asset  disposal  has 
done  nothing  for  profits. 
Net  income  from  continu- 
ing   operations    last    year     

shrank  to  $21  million,  from  $43  mil- 
lion in  1987. 

The  problems  are   twofold.   First, 
sales   at    the    firm's   Snapper   lawn- 
mower  division  fell   16%   after  last 
'  ■  ni^ht,  and  have  yet  to  rccov- 
.   iicc    Klamon,    52,    Fuqua's 

■  piesidcnt  and  chief  executive, 

■  'i"d  be  1991  before  Snipper's 

'-^  '.limb  back  to  their  pre- 
■  $288  million 


major  business,  photo  processing.  Ear- 
ly last  year  Fuqua  entered  a  joint  ven- 
ure  with  Eastman  Kodak  Co.  to  pro- 
cess photos  nationwide.  The  partners 
have  almost  20%  of  the  U.S.  photo 
processing  market.  But,  almost  as 
soon  as  the  deal  was  inked,  growth  in 
photo  finishing  leveled  off.  Pretax 
margins  last  year  were  a  skimpy  5%, 


ad  problem  is  its  other 


I'tujiui  I'tvsuu-ni  titui  ('hicf  Exeaitii'e Launmce  Klamon 
Can  he  fill  JJt.'n  shoes? 


about  half  what  they  were  when  Fu- 
qua was  in  the  business  on  its  own. 

Klamon  hopes  the  slowdown  is 
merely  temporary.  "We  will  grow  at 
the  rate  people  take  pictures,"  he 
says,  "and  people  will  take  pictures  as 
long  as  there  are  babies,  weddings  and 
graduations."  But  Klamon  concedes 
that  earnings  have  been  below  target 
not  only  because  of  the  weak  market 
but  also  because  Fuqua  has  been  im- 
able  to  generate  the  cost  savings  it  had 


expected  when  it  struck  the  deal. 

In  its  favor,  Fuqua's  finances  are 
rock  solid.  As  a  result  of  the  asset 
disposals,  the  company  is  sitting  on 
cash  reserves  of  $350  million,  well 
over  half  the  company's  market  capi- 
talization. Long-term  debt,  by  con- 
trast, is  about  $300  million.  Some 
long-term  investors  like  the  stock,  in- 
cluding John  Templeton,  whose  funds 
own  over  12%  of  the  common. 

Keeping  the  investment  bankers  at 
bay  and  spending  the  cash  wisely  will 
be  a  tough  challenge  for  Klamon.  He 
wants  to  add  one  or  two  consumer 
goods  or  service  firms  to  the  compa- 
ny. "We  want  a  sort  of  son  of  Snapper, 
a  brand  name  that  has  a  long  record 
and  IS  the  most  profitable  in  its  busi- 
ness, with  competent  management 
that  is  willing  to  stay — and  not  some- 
thing capital-intensive  or  high  tech." 
But  such  properties  are  rare.  It  could 
take  Klamon  two  years  to  find  some- 
thing at  a  reasonable  price. 

Most  analysts  see  a  recovery  in  Fu- 
qua's earnings  next  year,  to  around 
$2.40  a  share,  thanks  to  rising  lawn- 
mower  sales  and  the  debugging  of  the 
photo  processing  venture.  But  with  the 
stock  recently  trading  at  30, 
the  expected  recovery  seems 
fully  discounted  for  now. 

Sitting  on  all  that  cash — 
and  with  cash  flow  project- 
ed at  about  $2.60  a  share 
next  year — Fuqua  would 
seem  to  be  an  obvious 
buyout  or  takeover  candi- 
date. Note,  however,  that 
Triton  Group  now  owns 
nearly  17%  of  Fuqua;  Tri- 
ton says  it  may  increase 
that  stake  to  25%.  Triton  is 
run  by  Charles  (Red)  Scott, 
61,  whose  diversified  hold- 
ing company,  Intermark 
Inc.,  owns  a  41%  stake  in 
Triton,  over  half  of  it 
bought  from  Fuqua  Indus 
tries.  Fuqua  had  obtained 
the  shares  in  the  early 
1980s,  after  J.B.  Fuqua 
helped  Triton  get  out  of 
Chapter  1 1  and  into  manu 
facturing  and  retailing.  In 

one    Fuqua-inspired    deal, 

Triton  in  1984  purchased  Simplicity 
Pattern  Co.  for  $57  million,  and  sold 
It  last  year  for  $117  million. 

But  after  J.B.  Fuqua's  retirement, 
the  roles  are  reversed:  Triton  now 
owns  a  big  chunk  of  Fuqua.  With  Fu- 
qua's stock  selling  at  more  than  II 
times  projected  cash  flow  and  at  bare- 
ly twice  the  value  of  its  cash,  inves- 
tors are  taking  a  wait-and-see  ap- 
proach to  the  old  conglomerate's  new 
management.  ■ 
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Teka  Wiikjira.  Room  Service 


Mushroom  omelet  coffee  and 

fresh  strawberries,  3:30  a.m. 

TheWestinHotel,Washington,DC 


In  one  respect,  it  is  simply  a 
room  service  delivery  at  an  early 
morning  hour.  But  at  this  crucial 
moment,  one  determines  whether 
a  hotels  performance  equals  its 
promise. 

At  Westin  Hotels  &  Resorts,  we 
consider  this  the  moment  of  truth. 

What  sets  Westin  apart  are  the 
dedicated  people  who  aim  not  only 
to  fulfill  your  needs,  but  to  anticipate 
them.  People  who  respond  promptly 
to  your  every  request,  at  any  hour. 

Because  at  Westin,  we  are  com- 
mitted to  accommodating  your 
special  needs  in  a  manner  that  is 
at  once  caring,  comfortable,  civilized. 

Even  if  it's  breakfast  at  3:30  in 
the  morning. 


WESTIN 

Hotels  8.  Resorts 


yur  travel  consultant  or  800-228-3000.  .^capulco  ■  Atlanta  •  Atlanta  iBuckheadt  •  Boston  •  Calgary  •  Cancun  •  Chicago •  Chicago  (OHarei  •  Cincinnati  ■  Dallas •  Denver  •  Detroit 
on  •  El  Paso  ■  Ft.  Laucferdale  •  Guadalajara  •  Guatemala  City  •  Hilton  Head  Island  •  Hong  Kong  •  Houston  •  Indianapolis  •  Island  of  Hawaii  •  Ixtapa  •  Kansas  Cii\  •  Kauai  ■  Kyoto  •  Los  Angeles 
■  Manzanillo  ■  Maui  •  Mazatlan  ■  Mexico  City  •  Monterrey  •  New  Orleans  •  New  York  •  Orange  County  •  Orlando  •  Ottawa  •  Phoenix  •  Pittsburgh  •  Portland  ■  Puerto  Vallarta  •  Pusan  ■  Saltillo 
icisco  •  San  Francisco  Airport  •  San  Salvador  •  Seattle  •  Seoul  •  Shanghai  •  Singapore  •  Tok\'0  •  Toronto  ■  Tucson  ■  Tulsa  ■  \'ail  •  Vancouver  •  Washington.  DC.  •  Winnipeg 
5  ot  United  Miletge  Plus,  Air  Canadi  AeropUn  and  U.S.  Air  Frequent  Traveler  programs  earn  miles  at  participating  Hfesfin  Hotels  St  Resorts. 


How  did  San  Antonio 's  unionized  police 
officers  become  the  country's  best-paid  big- 
city  cops?  Through  marketing. 

The  .44-caliber 
mouthpiece 


By  William  P.  Barrett 


SERGEANT  HaROLD  FlAMMIA,  the 
outgoing  head  of  San  Antonio's 
pohce  union,  is  one  tough  guy. 
A  decorated,  20-year  veteran,  he  near- 
ly died  after  a  1982  shootout  that  left 
a  burglary  suspect  dead  and  Flammia 
with  chest  and  stomach  gunshot 
wounds.  On  one  table  in  his  union 
office  sits  a  copy  of  T/jeArtofWar,  Sun 
Tzu's  classic  text  on  strategy  and  tac- 
tics. A  nearby  wall  sports  a  large  John 
Wayne  poster  with  the  legend  "The 
Duke  Lives  Forever." 

During  his  four  years  as  union  boss, 
the  short,  fiery  Flammia  more  than 
proved  his  mettle  to  his  members. 
When  regional  cost-of-living  differ- 
ences are  factored  into  police  depart- 
ment budgets,  the  1,450  officers  in 
San  Antonio  now  have  the  best  deal 
among  the  nation's  ten  largest  cities. 

The  average  San  Antonio  police- 
man with  five  years'  experience  is 
paid  nearly  $35,000.  Doesn't  sound 
like  much?  The  comparable  New 
York  City  figure  is  15%  higher— and 
more  than  wiped  out  by  the  60%  or  so 
higher  cost  of  living. 

Benefits?  In  addition  to  an  excellent 
health  care  package,  San  Antonio's 
cops  get  3'/2  times  regular  pay  on  holi- 
days (New  York  City  pays  only  dou- 
ble), a  10%  salary  bonus  if  they  have  a 
college  degree  (0%  in  New  York  City), 
guaranteed  off-duty  security  jobs  and 
no-minimum-agc  retirement  after  20 
years  with  lifetime  medical  care  for 
self  and  spouse,  along  with  a  free  gun. 

Most  remarkable  of  all,  the  contract 
came  m  a  city  hostile  to  unions  in  a 
state  that  bars  public-employee 
strikes.  How?  Flammia  simply  fol- 
lowed a  classical  marketing  strategy. 
Create  a  pubhc  dem.-ind  for  the  prod- 
act  lie  attentive  to  your  customers, 
^'  ■"   -M    .ell. 


Now  44  and  married  to  a  police 
sergeant,  Flammia  became  the  presi- 
dent of  the  San  Antonio  Police  Offi- 
cers Association  in  1985  amid  a  rather 
astounding  series  of  police  scandals 
and  incidents  reflecting,  perhaps,  the 
city's  Wild  West  heritage.  A  cop  sus- 
pected of  running  a  one-man  vigilante 
squad  was  shot  dead  by  another  offi- 
cer who  himself  had  a  long  history  of 
disciplinary  problems,  swat  team 
members  were  seen  sporting  tattoos 
suspiciously  reminiscent  of  Nazi 
storm  trooper  insignias.  A  number  of 
cops  stood  accused  of  such  offenses  as 
burglary,  drug  use,  fraud  and  sexual 
assault.    One    top    police    official's 


home  was  firebombed,  another's  hit 
by  gunfire. 

Flammia,  hands  more  than  full,  re- 
alized he  had  to  convince  the  public 
that  his  cops  provided  a  useful  service 
despite  their  transgressions.  Hiring  a 
political  consultant,  he  started  bom- 
barding opinion  makers  with  a  steady 
stream  of  slickly  produced  pamphlets 
("Is  the  Beautiful  River  City  Becom- 
ing Crime  City  U.S.A.?"). 

The  Massachusetts-reared  officer 
displayed  a  personal  style  that  earned 
him  the  newspaper  nickname  "the 
.44-caliber  mouthpiece."  He  began 
showing  up  at  every  City  Council 
meeting,  buttonholing  politicians.  To 
gain  access  to  business  leaders,  he 
joined  all  four  of  the  town's  chambers 
of  commerce. 

Through  it  all,  Flammia  displayed  a 
keen  sense  of  political  judgment. 
With  just  a  few  dollars  a  month  from 
each  member,  the  union  created  a  po- 
litical action  committee  that  now 
raises  more  than  $120,000  a  year  for 
local  and  state  races  and  has  made  the 
union  one  of  the  most  politically  po- 
tent in  south  Texas.  In  May's  local 
elections,  the  police  pac  was  the  big- 
gest single  giver.  Flammia  spent 
$25,000  for  a  computer  system  stor- 
ing the  names  and  addresses  of  all 
485,000  registered  voters — a  list  he 
sometimes  prints  out  and  sends  local 
politicians  as  a  pointed  reminder  of 
his  ability  to  go  over  their  heads  to  the 
electorate. 

In  one  of  the  union's  three  build- 
ings, Flammia  established  a  100-line 
phone  bank  capable  of  mustering  pub- 
lic opinion  in  hours.  "I  realized,"  says 
Flammia,  "that  all  we  needed  were  six 
votes  on  the  11 -member  City  Coun- 
cil." He  did  a  lot  better  than  that.  Led 
by  then-Mayor  Henry  Cisneros,  the 
council  last  fall  approved  the  hand- 
some four-year  contract  with  only 
one  dissenting  vote.  At  the  time,  city 
officials  said  the  contract  during  its 
life  would  cost  $17  million  more  than 
previous  spending.  It  turns  out  that 
the  actual  price  tag  will  be  closer  to 
$50  million  more.  Sheepish  council 
members  now  admit  that  a  hefty 
property  tax  increase  might  be  needed 
to  help  pay  the  bill.  Recriminations 
are  flying  around  City  Hall  thicker 
than  cannon  fire  at  the  Alamo. 

Meanwhile,  over  at  police  head 
quarters,  the  department  is  being 
swamped  with  high-quality  appli 
cants,  including  Houston's  1986  cop 
of  the  year.  Says  a  proud  Flammia, 
who  just  left  office,  "I  have  accom- 
plished everything  that  I  wanted  to 
accomplish." 

Give  him  this:  The  local  crime  rate 
appears  to  have  dropped  a  bit.  ■ 
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TO  LEARN  THE  ABCs  OF  COLLEGE  FUNDING, 
YOU  NEED  A  SMART  FINANCIU  PARTNER. 

While  your  Idds  are  becoming  familiar  with 
modern  math,  here's  a  number  that  you  should 
become  familiar  with:  $27,000.  That's  what  one 
year  at  a  private  college  will  probably  cost  in  1999. 

Fortunately,  at  The  New  England,  our  rep- 
resentatives can  help  you  plan  for  rising  college 
expenses  with  short-  and  long-term  investments 
tailored  to  your  particular  goals. 

Call  1-800-222-2725,  Ext.  466  for 
our  free  booldet,  "Education  Funding: 
How  to  Prepare  for  the  Rising  Cost  of 
College."  It  covers  options  like  life 
insurance,  mutual  funds  and  tax- 
advantaged  vehicles  that  will  help  you 
begin  building  a  college  fund  today. 

After  all,  when  it  comes  to  college,  your 
children  aren't  the  only  ones  who'll  have  to  make 
the  grade. 

The  New  England.  Your  Financial  Partner, 
Your  Financial  Future. 


N  E 


The  New  England 

Your  Financial  Partner 


® 


At  National  Convenience  Stores,  Amstel 
Light  and  Spy  are  suddenly  showing  up 
next  to  Thunderbird  and  Penthouse. 


A  six-pack  of 
cabernet,  please 


By  Tool  Mack 


I^ETE  Van  Horn  runs  Houston- 
abased  National  Convenience 
Stores,  doing  business  as  the  Stop 
N  Go  chain  of  stores.  Pete's  brother, 
riding  in  from  Houston's  Interconti- 
nental Airport  last  fall,  told  his  taxi 
driver  where  Pete  works.  "Stop  N 
Go!"  the  cabbie  exclaimed.  "They're 
running  the  greatest  promotion!  I've 
already  got  my  wife  an  iron  and  a 
coffeepot,  and  I  got  her  Christmas  and 
birthday  gifts,  too." 


Told  about  it,  V.H.  (Pete)  Van  Horn 
was  not  amused.  His  chain  was  pull- 
ing in  the  customers  with  free  Black 
&.  Decker  appliances  with  the  pur- 
chase of  gasoline  but  losing  money  on 
the  promotion.  The  chain  was  also 
building  traffic  with  soft  drinks  and 
beer  at  or  below  grocers'  prices  and 
losing  money  with  that  strategy,  too. 
Unfortunately  the  customers  weren't 
buying  enough  of  Stop  N  Go's  higher- 
margined  items  to  make  the  tactics 
pay.  For  the  fiscal  year  ended  in  June, 
National  Convenience  Stores  lost  $9 


million,  40  cents  a  share,  on  about  $  1 
billion  in  sales.  That's  no  way  to  run  a 
business. 

Van  Horn  fired  the  executive  re- 
sponsible for  both  fiascoes  and  began 
raising  prices.  "We've  returned,"  he 
says,  "to  our  basic  premise  that  con- 
venience has  value"  for  which  con- 
sumers will  pay  a  premium. 

But  will  they?  With  69,200  stores 
nationwide,  the  fragmented  conve- 
nience store  industry  suffers  overca- 
pacity. And  that  store  count  doesn't 
include  competition  from  24-hour  su- 
permarkets with  fast  checkout  lanes. 
Demographics,  too,  are  against  the 
business.  Young  blue-collar  men  who 
buy  beer,  soda  and  cigarettes — 42%  of 
merchandise  sales  in  the  average  con- 
venience store — are  becoming  a 
smaller  part  of  the  population  as  the 
baby  boom  generation  grows  older. 
From  1984  to  1988  the  industry's  pre- 
tax profit  per  store  fell  sharply,  to 
$16,800.  Van  Horn's  National  Conve- 
nience Stores  has  had  a  special  bur- 
den: the  still  limping  Texas  economy; 
80%  of  its  stores  are  situated  there. 

But  Van  Horn,  51,  is  cutting  back 
accordingly.  "In  1985  we  had  1,100 
stores  in  21  markets,"  he  says.  "Now 
we  have  the  same  number  of  stores  in 
9  markets."  Of  those  stores,  700  are 
concentrated  in  the  Houston  and  San 
Antonio  markets.  That  gives  ncs  op- 
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ATR42-ATR72 

The  cooperation  between  AEROSPATIALE 
and  .\ER1TALIA  has  resulted  in  new  air- 
craft \TR  42  and  ATR  72,  first  editions  of 
theATR  family.  These  new  generation  turbo- 
prop jets  benefit  from  recently  devel- 

THE 


oped    state-of-the-art    technology, 
family  of  aircraft  was  designed  so 
their  seating  capacity  can  be  extend 
from  46  to  70  seats  in  answer  to  aii 
passenger  traffic  fluctuations. 
GEOGRAPHIC     PRESENCE:     Keep) 
ahead  of  airline  needs  on  5  continer 
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crating  efficiencies  and 
more  bang  for  its  $12  mil- 
lion advertising  and  pro- 
motion budget. 

Van  Horn  is  also  trying 
to  tailor  his  stores'  mer- 
chandise to  their  neigh- 
borhoods. One  Stop  N  Go 
store  near  Houston's  tony 
River  Oaks  area,  for  in- 
stance, sells  a  $16.69  ca- 
bernet sauvignon,  premi- 
um beers  like  Amstel 
Light  by  the  bottle,  high- 
priced  bottled  v?ater  like 
Evian  and  magazines  like 
Spy  and  The  New  Yorker,  as 
well  as  the  Thunderbird 
VkTine,  Miller  beer  and 
men's  magazines  that  are 
convenience  store  staples. 
Outlets  in  Hispanic 
neighborhoods  wrill  stock 
special  colas  and  Spanish- 
language  publications  like 
Hola,  akin  to  People. 
Black-area  stores  will  be 
similarly  adapted. 

One  wonders  why  Van 
Horn  didn't  do  these  obvious  things 
sooner.  He  responds  that  tailoring  the 
stores  is  a  complicated  task,  involving 
translating  signs  in  Hispanic  neigh- 
borhood stores  into  Spanish,  for  ex- 
ample, and  trying  to  staff  them  with 


NCS  Chief  Executive  V.H.  Van  Horn  in  a  Houston  Stop  N  Go 
RetwuTiing  to  the  premise  that  convenience  has  value 


bilingual  employees. 

He's  still  doing  special  promotions. 
But  carefully.  Van  Horn  hired  Coca- 
Cola  veteran  F.R.  Daily  as  vice  presi- 
dent for  advertising  and  promotion. 
His   current  contest  grand  prize,   a 


S(e%'en  Pumphre>' 

BMW  735i,  should  appeal 
to  the  young,  white-collar 
customers  that  National 
Convenience  Stores  is  try- 
ing to  attract  to  Stop  N 
Go.  The  promotion  is  ex- 
pensive, but  at  least  this 
time  Van  Horn  knows  in 
advance  that  it  will  cost 
around  $2  million.  During 
the  Black  &  Decker  pro- 
motion, no  one  knew  the 
final  cost. 

Slowly,  the  ship  is  turn- 
ing. Stop  N  Go's  merchan- 
dise gross  margins  have 
recovered  from  35%  in 
the  March  quarter  to  near- 
ly 39% — above  last  year's 
industry  average.  The 
chain's  same-store  sales 
are  holding  up  despite  the 
increase  in  prices,  ncs 
will  also  benefit,  of 
course,  as  the  Texas  econ- 
omy slowly  recuperates. 

The  recovery  may  not 
be  enough  to  save  ncs'  36- 

cent     annual     dividend, 

which  is  endangered  by  onerous  debt 
covenants.  The  stock  traded  recently 
at  7V4,  near  its  52-week  low.  Can  Stop 
N  Go  sell  enough  cabernet  sauvignon 
and  New  Yorkers  to  replace  the  lost 
Penthouses  and  six-packs?  Possibly.  ■ 
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HNICAL  PRESENCE:  a  maintenance 

ork  ensures  a  round-the-clock  availa- 

(Toulouse,  Washington  D.C.,  Singa- 

). 

4NOLOGICAL   PRESENCE:    concept 

new  generation  of  aircraft. 

J^CIAL  PRESENCE :  financial  advisor. 


BUSINESS  PRESENCE:  4  marketing  cen- 
ters throughout  the  world. 
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A  small  world?  A  global  village?  Not  to 
J  neone  trying  to  do  business  overseas. 

If  your  computer  problems  are  large,  far- 
I  ig,  and  international,  give  us  a  call. 
5  are  we. 

.  j  We're  Bull.  A  computer  company  for  a 
pjiness  environment  that's  faster,  harder. 


and  more  punishing  every  year  An  environ- 
ment in  which  traditional  ideas  no  longer  work. 

To  succeed  today,  you  need  a  different 
kind  of  computer  company  A  new  one. 

Know  Bull. 

1-800-233-BULL.  Phone  for  a  copy  of  our 
corporate  brochure. 


Worldwide 

Information 

Systems 


Bull     # 


Superior  service  is  a  powerful  weapon  in 
the  Japanese  business  arsenal.  American 
business  is  finally  catching  on. 


An  urge  to  service 


By  Jerry  Flint 
with  William  Heoslein 


Tl  HE  LATEST  TRADE  FIGURES  are 
encouraging.  Exports  surging, 
imports  falling.  At  $8  billion  in 
June,  the  trade  deficit  is  at  an  annual 
rate  of  less  than  $100  billion.  The 
cheaper  dollar  and  slowing  economy 
deserve  much  credit  for  closing  the 
gap.  But  so,  in  its  way,  does  Monsan- 
to's  "Adopt  A  Customer  For  Quality" 
program. 

In  May,  Monsanto  in- 
troduced this  program  at 
the  company's  nylon  fiber 
plant  in  Pensacola,  Fla. 
Thomas  Prescott,  Mon- 
santo's  manager  of  techni- 
cal sales  for  carpet  fibers, 
explains  how  it  works. 

"We  took  our  top  ten 
customers  this  year,"  says 
Prescott,  "and  ten  key 
Monsanto  employees  in 
Pensacola  whom  we 
named  resource  team 
leaders  for  Adopt  A  Cus- 
tomer. Say  there's  a  pro- 
cessing problem  at  the 
carpet  plant.  Maybe  the 
yam  is  breaking  in  the 
spinning.  After  he  notifies 
the  technical  salespeople, 
the  team  leader  activates  a  team  and 
attacks  the  problem  with  all  the  re- 
sources he  can  muster.  The  whole 
idea  of  Adopt  A  Customer  is  to  give 
top  priority  to  that  problem  not  in 
three  days  but  on  day  one,  with  the 
first  phone  call  from  our  customer." 

Monsanto  is  planning  to  establish 
similar  teams  at  its  other  nylon  fiber 
plant  in  Greenwood,  S.C.  sometime 
this  fall.  "We're  good  at  what  we  do," 
says  Prescott,  "but  the  wave  of  the 
future  is  going  to  be  strong  relation- 
ships, Rood  products  and  quick  re- 
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sponse.  When  customers  become  de- 
pendent on  your  expertise,  then  you 
begin  to  build  not  on  problems  but  on 
opportunities." 

In  his  urge  to  serve  his  customers, 
Prescott  is  far  from  unique.  Reports 
James  C.  Anderson,  professor  of  mar- 
keting at  Northwestern  University's 
Kellogg  Graduate  School  of  Manage- 
ment: "There's  almost  a  craze  now  of 
people  feeling  that  close,  strong  work- 
ing relationships  is  the  way  to  do 
business."  Note  that  Anderson  is  not 


Monsanto's  Tfx>mas  Prescott 
Responding  to  problems  on  day  one. 


talking  about  improved  service  at  the 
retail  level  of  the  economy;  he's  talk- 
ing about  how  industrial  companies 
deal  with  one  another. 

Competition  is  behind  this  service 
craze.  For  decades  American  busi- 
nessmen have  watched  foreign  com- 
petitors, mostly  Japanese,  walk  off 
with  many  of  their  best  customers.  It 
wasn't  that  the  Americans  were  doing 
a  poor  )ob.  Rather,  the  foreigners,  in 
their  quest  for  new  orders,  were  doing 
a  better  job — not  only  in  terms  of 
price  and  quality,  but  overall  service. 


Who  doesn't  have  stories  to  tell  about 
Japanese  machine  tool  makers,  for  ex- 
ample, sending  out  waves  of  engi- 
neers to  solve  customers'  problems? 

Economists  and  business  theoreti- 
cians recognize  this  as  typical  behav- 
ior for  new  players  in  a  market.  "As 
part  of  their  effort  to  crack  through  an 
established  market,  your  new  com- 
petitors have  to  do  something  rather 
dramatic  to  set  themselves  apart  from 
the  crowd,"  says  Kathryn  Harrigan, 
professor  of  strategic  management  at 
Columbia  University's  Graduate 
School  of  Business.  "They  usually 
give  the  better  service.  They're  much 
more  attentive,  they're  much  more 
willing  to  customize  something  for 
you,  make  it  in  a  small  production 
run.  Anything  you  want,  anything 
they  can  do  to  make  you  their  cus- 
tomer, they'll  do  it." 

Take  ibm.  A  few  years  ago  Japan's 
Fujitsu  and  nec  were  breathing  down 
IBM's  neck  in  the  higher  end  of  the 
computer  market,  ibm  responded  by 
boosting  its  field  sales  force  and  pro- 
viding customers  with  consultation 
on  how  to  solve  their  data  processing 
problems,  ibm  has  since  resolidified 
its  dominance  of  the  market. 

Or  take  the  Lincoln  Electric  Co., 
maker  of  arc-welding  equipment  and 
supplies.  For  the  past  four  years  it  has 
been  encouraging  its  spe- 
cially trained  sales  force 
to  find  welding-related 
cost  savings  for  custom- 
ers. As  its  customers  have 
saved  money,  Lincoln 
Electric  has  increased  its 
domestic  and  foreign 
sales. 

Just  how  far  some  com- 
panies will  go  to  give  good 
service  is  impressive.  Au- 
gust (Gus)  Panuska  spent 
25  years  working  in  Beth- : 
lehem  Steel  Corp.'s  mills 
and  worked  his  way  up  to 
chief  metallurgist  at  Beth- 
lehem's Sparrows  Point 
plant,  near  Baltimore.  But 
Panuska  is  no  longer  help- 
ing make  steel;   he  now 


Km  Hji*kin> 


helps  sell  it. 

"The  people  at  General  Time — they 
make  Big  Ben  and  Little  Ben  alarm 
clocks — said  the  ringing  sound  isn't 
what  it  used  to  be,"  says  Panuska.  "I 
spent  the  day  with  them.  And  sure 
enough,  the  old  clock  has  a  nice  ring 
while  the  new  one  has  a  kind  of  clank. 
I'm  convinced  it's  in  the  hardness  of 
the  new  steel.  It's  a  better  piece  of 
steel  for  formability  and  everything 
else,  but  in  alarm  clocks  it  just 
doesn't  'gong'  the  same  way.  We  can 
produce  the  right  kind  of  steel  with 
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Tbming  millions  of  pounds  of  ingredients 

into  hundreds  of  bakery  products 

was  a  baker's  worst  ni^tmare 

until  somebody  said, 

"Let's  reach  a  little  higher." 
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In  commercial  baking,  as  in  many  businesses,  precision  control  is 
the  rec^e  for  success.  So  w^en  The  Roush  Products  Company  needed 
to  prepare  tons  of  premix  for  hundreds  of  bakeries  24  hours  a  day 
they  added  an  additional  ingredient— Allen-Bradley  the  industrial 
automation  people  of  Rockwell.  Here's  the  story  from  the  people  wdio 
made  it  h^pen. 


I 


IrankHurtte 

Sanager, 
phr  Rapids  Branch 
Hen-Bradley  Company,  Inc. 
lockwell  International 
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Noce:  Baking  is  an  art,  not  a  science. 
But  the  complexities  of  commercial  bak- 
ir^  are  enormous.  We  mill  and  blend 
diousands  of  tons  of  premix  annually 
Our  problem  was  a  big  one — how  to 
get  cost  effectiveness  over  massive 
volume,  stay  competitive  in  the  market, 
and  still  turn  out  a  wide  variety  of 
quality  consistent  products  needed  by  our 
customers  around  the  world. 

Shulgin:  It  used  to  be  done  by 
a  guy  widi  a  recipe  card  saying,  "Lefs 
see,  did  I  remember  to  put  diis  or  that 
in,  or  not?" 

Noce:  We  knew  our  future  growth 
depended  on  technology  that  first,  the 
common  individual  could  understand; 
second,  that  wouldn't  require  a  great  deal 
of  input  on  his  part  and  finally  that 
could  accommodate  all  the  changes  we 
have  to  make  on  a  daily  basis. 

Hurtte:  We  came  into  the  plant  four 
or  five  times  to  discuss  their  automated 
batch  recipe  needs  before  we  made  our 
initial  proposal.  At  one  point  Dan  said  to 
me,  "We  don't  care  if  the  technology 
comes  fi-om  a  science  fiction  movie,  if 


ifs  die  newest  and  best  on  the  market, 
thafs  what  we  want" 

Shulgin:  We  needed  to  bring  Uy- 
gedier  control  and  information  so  we 
knew  we  wanted  the  Allen-Bradley 
Advisor  System.  And  we  wanted  it  now^ 
right  away  Start  up  time  is  usually  two 
to  three  weeks.  We  tried  to  do  it  in 
a  weekend. 

Hurtte:  The  key  word  is  "tried." 

Shulgin:  Thafs  right,  it  didn't  work. 
But  it  only  took  an  extra  couple  of  days 
because  Allen-Bradley  and  its  local  dis- 
tributor practically  lived  here  the  #iole 
time,  helping  us  get  on  line.  And  after  we 
got  rolling,  ICCS,  the  systems  int^rator, 
came  in  to  help  with  the  programming. 
Now  when  we  need  a  part  or  service,  we 
just  pick  up  die  phone. 

Rotzler:  Initially  we  were  brought 
in  to  solve  one  particular  problem.  That 
was  2^/2  years  ago. 

Hurtte:  Since  dien,  a  real  working 
relationship  has  grown  up  between 
Allen-Bradley  ICCS  and  the  people  here 
at  Roush  Products  Company 

Shulgin:  Since  diat  first  automated 


batch  processing  system,  weVe  added  a 
second  thafs  just  about  identical  and 
we're  lookii^  at  a  third  and  fourth  in 
the  near  future. 

Noce:  Well,  you  don't  grow  like  we 
have  if  you  can't  take  advantage  of  the 
right  technology  and  that  means  work- 
ing with  the  ri^t  people.  Everybody  and 
I  mean  everybody  who  comes  into  diis 
plant  leaves  sayir^,  "My  goodness,  you 
fellows  are  ten  to  fifteen  years  ahead  of 
most  everybody  else."  I'm  delighted  with 
our  relationship  with  Allen-Bradley 
and  ICCS. 

Let's  reach  a  little  higher. 
Allen-Bradley  is  a  leading  industrial  auto- 
mation company  and  a  part  of  die 
Rockwell  International  worldwide  team 
of  more  dian  100,000  people.  Working  to- 
gether and  widi  our  customers,  Rockwell 
people  are  usir^  science  and  technd(^ 
to  reach  a  Me  higher  in  aerospace, 
electronics,  automotive,  industrial 
automation  and  graphic  systems.  If 
you'd  like  to  know  more,  write: 
Rockwell  International,  PO.  Box  39185, 
DepL  815R-13,  Los  Angeles,  CA  90039- 
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Rockwell 
International 


...where  science  gets  down  to  business 


continuous  casting,  but  you've  got  to 
know  what  you  want."  Thanks  to 
Panuska,  General  Time  will  soon  be 
able  to  offer  its  old  gong  again. 

As  part  of  its  new  sales  strategy, 
$5.5  billion  (sales)  Bethlehem  has 
pulled  old  salts  like  Panuska  out  of 
the  mills  and  put  them  in  five  district 
sales  offices  around  the  country.  The 
goal  of  this  $3.5  million  program,  im- 
plemented in  1985?  Replies  Bethle- 
hem Executive  Vice  President  D. 
Sheldon  Amot:  "First  of  all,  you  make 
a  friend  for  life.  He'll  pay  you  back 
and  maybe  even  pay  a  premium  for 
your  services.  We've  developed  a  part- 
nership relationship,  a  philosophy, 
that  as  a  supplier  we  should  be  a  part 
of  their  business." 

American  businessmen  repeatedly 
cite  the  need  to  identify  a  customer's 
problems  immediately,  before  the 
customer  gets  mad  and  decides  to  give 
the  business  to  someone  else.  Anoth- 
er steel  company  execu- 
tive, who  asks  (for  cus- 
tomer relations  reasons) 
to  remain  anonymous,  ex- 
plains why  he  keeps  a 
man  full  time  at  Honda's 
plant  in  Marysville,  Ohio. 
"Say  there's  a  problem 
with  the  steel,"  says  the 
executive.  "If  our  man 
wasn't  there,  Honda 
would  go  to  their  purchas- 
ing department,  purchas- 
ing would  cry  to  our  sales 
guy,  the  sales  guy  would 
complain  to  our  product 
office,  which  complams 
to  our  plant.  The  plant 
goes  down  to  the  depart- 
ment that  caused  the 
problem.  And  that  depart- 
ment says,  'Bullshit,  it's 
stamping  problem.'  " 

This  take-it-or-leave-it  attitude  de- 
veloped in  U.S.  business  in  the  days 
when  foreign  competition  was  negli- 
gible, but  it  eventually  became  perva- 
sive. And  U.S.  business  began  to  lose 
out,  not  just  to  superior  products,  but 
to  superior  product  service  as  well. 

It's  not  just  manufacturers  that 
have  forced  service  to  the  forefront  of 
their  thinking.  Computer  companies 
such  as  IBM  and  Compaq  (Forbes, 
S^t.  4);  truckers  like  Consolidated 
Freightways,  which  provides  just-in- 
time  deliveries;  telephone  vendors 
like  Nynex,  which  offers  to  engineer  a 
customer's  network  and  select  the 
hardware  and  software  throughout 
the  country — all  represent  the  new 
emphasis  on  finding  ways  to  go  be- 
yond simply  delivering  a  product.  To- 
day custnmer  service  continues  long 
after  the  ',~'ivt  rv  is  made. 


"We  used  to  buy  stationery,  and  it 
would  come  in  and  be  distributed  to  a 
stockroom  here,"  says  Warren  Nor- 
quist,  worldwide  director  of  purchas- 
ing and  materials  management  with 
Polaroid  Corp.  "Now  we  order  all 
sorts  of  stationery  from  L.E.  Muran  of 
Billerica,  Mass.  They  work  up  a  cata- 
log with  us,  700  items,  computer  sup- 
plies to  pencils,  and  that  catalog  is 
supplied  to  each  secretary.  They 
check  off  what  they  need,  and  the 
Muran  sales  representative  comes  in 
evpry  day  to  pick  up  the  orders. 
Muran  delivers  individual  packages 
for  each  location  within  48  hours. 
They  provide  a  usage  report  by  depart- 
ment. We  don't  have  to  use  space  for  a 
stockroom,  or  people  to  run  it.  It  used 
to  take  us  four  people  and  a  supervi- 
sor. We  in  purchasing  call  this  stock- 
less  stationery." 

Computer  linkups  between  vendors 
and   their   customers   for   inventory 


Ann  Suit-..  S.ibj  Pre\sc 


Bethlehem  Steel's  CjH.s  /'n>iu.\k<i 

PuttUig  the  gong  back  into  hia  customer's  clocks 


a   Honda 


control  arc  becoming  commonplace. 
San  Francisco-bascd  McKesson  Corp., 
for  example,  provides  even  the  small- 
est independent  pharmacist  with  ac- 
cess to  a  computerized  system  that 
automates  reordering,  pricing  and  in- 
ventory control. 

"The  U.S.  is  the  leader  in  this;  Japan 
IS  lagging,"  says  Bruce  Kogut,  profes- 
sor of  management  at  the  Wharton 
School.  "Japan  just  has  a  fleet  of  peo- 
ple who  go  out  and  knock  every  day 
on  people's  doors." 

The  new  service  mentality  is  not 
always  easy  to  absorb.  "A  few  years 
ago  the  American  automakers  would 
throw  a  component  design  over  the 
transom  and  say,  'Build  it,'  "  says  Jer- 
ry Myers,  general  manager  of  trw's 
automotive  sector,  trw's  automotive 
business  last  year  accounted  for  $3 
billion  of  trw's  $7  billion  in  sales. 
"Increasingly,  the  parts  suppliers  are 
becoming  part  of  the  design  process 


itself.  Now  we're  being  called  in  as 
much  as  72  months  before  a  job  and 
told,  here's  the  real  estate  we  have  to 
deal  with  in  the  automobile.  They 
(the  carmakers)  want  us  to  be  knowl- 
edgeable about  design,  and  do  the  test- 
ing. They  also  are  depending  on  sup- 
pliers like  TRW  to  do  entire  systems. 
For  one  customer  we're  supplying  the 
entire  valve  train  for  the  engine,  and 
sourcing  30%  to  40%  of  the  parts 
from  other  suppliers,  coordinating  it 
so  that  it  certifies  all  the  design  re- 
quirements. The  cost  to  TRW  is  ma- 
jor." TRW  is  well  aware  of  the  fact  that 
Japanese  partsmakers  are  after  their 
business. 

J.B.  Hunt  Transport,  of  Lowell, 
Ark.,  clearly  thinks  for  the  long  haul. 
A  $392  million  (1988  revenues)  truck- 
er built  on  putting  customers'  de- 
mands foremost.  Hunt  has  recently 
experimented  with  a  satellite  system 
to  track  and  communicate  with  its 
truck  fleet. 

"If  the  customer  wants 
to  know  where  his  cargo 
is,  we  don't  want  to  say, 
'Gee,  it  beats  us,'  "  says 
Paul  Bergant,  Hunt's  exec- 
utive vice  president  of 
marketing.  Telling  drivers 
to  pull  into  a  truck  stop  to 
call  the  office  wastes  time 
and  worse.  "Truck  stops 
are  drug  dives  and  woman 
dives,"  says  Bergant.  "We 
have  more  minor  acci- 
dents in  truck  stops  than 
anywhere  else.  But  right 
now  the  satellite  system 
is  expensive,  and  the  cost 
outweighs  the  benefits. 
Companies  aren't  going  to 

pay  2  cents  more  a  mile 

for  it." 

But  Hunt  Transport  continues  to 
experiment  with  the  satellite  tracking 
service  and  other  ideas  that  may 
strengthen  its  relationships  with  its 
customers.  Says  Hunt's  Bergant: 
"You're  not  going  to  be  one  of  the  last 
three  carriers  unless  you  give  more 
than  price." 

But  providing  superior  aftersales 
service  is  a  long-term  strategy.  The 
costs  are  now,  the  payoff  down  the 
road  a  bit. 

Columbia  business  school  professor 
Kathryn  Hamgan  sees  a  problem 
here.  Says  she:  "Many  of  these  compa- 
nies pressed  by  unfriendly  takeovers 
or  worrying  over  low  stock  market 
valuations — well,  those  firms  that  are 
pressed  to  show  quick  payoffs  can't 
compete  this  way."  Sacrificing  cus- 
tomer service  for  junk  bond  service  is 
clearly  not  the  way  to  build  a  viable 
business.  ■ 
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1  ynu  want  io  see  the  sites,  yd„  .^  ^ 

^to  the  right  place. 
The  n^oroiiglibrcd  can  show  you  the  best: 
the  site  due  north  of  the  jTopulation  center; 
the  i.>ne  minutes  frcim  the  interstate. 

Tlie  smartest  companies  you  know  \ook  to 
Norfolk  Southerns  hidustrial  Develop->ment  spe- 
cialists  to  find  optimum  sites  and  transportation. 


In  record  tinx>,  and  in  utnv)st  coiihdence, 
businesses  get  the  fiKts  alx)ut  communities, 
utilities,  regulations. 

Norfolk  Southerns  scouts  can  kxik  out  for 
your  best  interests,  and  they're  easy  to  kxate. 
Just  call  yhn  Anderson,  AVP,  Industrial  Devel- 
opment, at  (404)  529-15^)1.  You'll  see.  Your  com- 
pany couldn't  have  a  better  vantage  point. 


On  The  Lookxjt 
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IVN').  Sorfolk  S<>u:beni  Corporation.  Jljree  Commercial  Place,  \orfolk.  V.\  JjSIOJm.  Sorfolk  anil  We.<ttvrti  Railway  Company. 
xiiithern  Kailiiay  Comp<my.  and  \ortb  .\merican  Van  lines.  Inc.  are  subsitliaries  of  Sorfolk  Soutbeni  Corporation. 


""A  free  IBM  seminar  for  travel  agents... 
I  thought  I'd  died  and  flown  to  Heaven 


"I  admit  Im  no  compiitcr  <;ctiiiis.  But  I  knew 
1  lU'cdcd  soltwun*  customized  lor  m\  trdNcI  ajicncv. 

"The  computer  people  I  talked  to  just  wanted  to 
stick  my  companys  name  on  the  same  software  thev 
sold  to  evervbodv. 

"I  thouf;ht  Id  ha\e  to  hire  m\  own  [)ro«;rammer. 
Ilien  I  saw  the  ad  lor  an  IBM  seminar." 

The  Solution:  V)  matter  what  business 
youre  in.  big  or  small.  IBM  has  experts  who  under- 
stand the  unique  challenges  vou  face.  And  who  can 
help  give  you  a  custom-ma(l(>.  competitiNc  «Mlge. 

These  experts  conduct  actual  demonstrations  at 
free  Solution  Seminars  held  across  the  country. 

They  re  another  way  IBM  is  listening  to  vour 
needs,  and  bringing  you  the  best  solutions. 


Crossing  the  mean  streets  near  the  North  Laundale  Corporate  Commimit)'  School 

Drtuiks  and  drug  addicts  on  the  comers,  and  the  occasional  crackle  of  gunfire. 


Is  there  a  better  way  to  run  our  public 
schools?  In  one  notorious  Chicago  ghetto, 
Joe  Kellman,  along  with  60  farsighted  cor- 
porations, seems  to  have  found  it. 

"We  decided  to 

show  how  things 

can  work" 


By  Steve  Weiner 


IF  ANY  ELEMENTARY  SCHOOL  haS  an 
excuse  for  failure,  this  one  does.  It 
IS  situated  in  Chicago's  tough 
North  Lawndale  district,  just  a  few 
miles  west  of  the  Loop.  Drunks,  drug 
addicts  and  muggers  lounge  nearby. 
The  bar  across  the  street  does  a  brisk, 
noisy  business  at  most  hours,  day  and 
night.    Gunfire    occasionally    erupts 


from  passing  cars. 

Nearly  every  child  in  the  school 
comes  from  a  poor  family,  often  living 
doubled  up  in  apartments  to  save 
money.  About  75%  have  urgent  den- 
tal problems.  More  than  10%  arc  mal- 
nourished. About  84%  of  the  children 
in  the  area  are  bom  to  unwed  moth- 
ers; 24  of  every  1,000  die  before  their 
first  birthday,  more  than  double  the 
national  average. 


But   this  school   IS  not  a  failure 
Called    the    Corporate    Community 
School,  it  is  supported  by  about  60 
companies,  including  Sears,  Quaker 
Oats,  United  Airlines  and  Baxter  In 
temational.    Corporate    Community 
School   is  a   no-fee,   full-curriculum 
school  for  children  aged  2  through  13 
Housed    in    a    remodeled    parochial 
school,  it's  a  radical  experiment  in 
education  and  family  engineering. 

The  school  has  been  up  and  running 
for  only  a  year.  While  it  is  much  too 
soon  for  celebration,  the  results  to 
date  are  extremely  hopeful.  The  Cor- 
porate Community  School,  says  Prin- 
cipal Elaine  Mosley,  proves  that  all 
children,  no  matter  how  deprived,  can 
be  "powerful  learners"  in  the  right 
envirpnment.  Many  of  its  largest  cor- 
porate sponsors  have  pledged  to  keep 
it  going  as  long  as  necessary  to  prove 
the  point. 

These  sponsors  care  because  they 
realize  that  uneducated,  unskilled 
and  undisciplined  people  do  not  make 
good  employees  or  customers.  Fur- 
ther, the  sponsors  worry  that  our 
democratic  society  is  threatened  by  a 
permanent,  growing  underclass.  "It's 
crazy,  but  we  are  building  prisons  and 
tearing  down  schools,"  says  Joseph 
Kellman,  the  school's  founder  and  the 
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Corporate  school  founder  Joseph  Kellman 
\  "It's  craxy,  but  loe  are  building  prisons  and  tearing  down  schools. 


Gar>-  Slgnun 


owner  of  Globe  Glass  &  Mirror  Co.,  a 
$100  million  (sales)  Chicago-based 
auto  glass  company. 

Kellman,  his  cofounders  and  Mos- 
ley  are  convinced  that  the  only  way  to 
teach  ghetto  children  effectively  is  to 
eliminate  obstacles  to  learning.  So  the 
Corporate  Community  School  goes 
beyond  schooling  and  serves  as  an  ag- 
gressive coordinator  of  readily  avail- 
able but  fragmented  social  and  health 
services.  It  provides  eyeglasses,  if 
needed,  or  dental  care  or  gloves  on  a 
cold  winter  day.  It  routes  troubled 
parents  to  appropriate  family  counsel- 
ing. And  it  gets  parents  involved  in 
the  school,  sometimes  with  subtle 
pressure.  When  some  children  began 
to  read  better  than  their  embarrassed 
parents,  for  example,  the  school  orga- 
nized adult  literacy  and  high  school 
equivalency  courses  for  the  moms 
and  dads. 

"If  parents  see  that  the  school  can 
serve  as  a  center  for  them  as  well  as 
their  children,  it  hooks  them  into  the 
process,"  says  Mosley. 

EmoUment  at  the  school,  limited  in 
its  first  year  to  150  children  aged  2  to 
8,  was  open  to  anyone  who  applied. 
Potential  applicants  hear  of  the 
school  from  neighbors,  pamphlets,  ra- 
dio spots  and  announcements  at  vari- 


ous community  gatherings.  The  actu- 
al student  body  is  selected  at  random 
by  computer.  To  make  sure  that  the 
application  process  didn't  weed  out 
the  weakest  of  families,  the  school 
asked  churches  and  social  agencies  to 
identify  their  neediest  patrons  and,  if 
necessary,  write  out  their  applica- 
tions for  them. 

Children  are  not  graded  (in  the  tra- 
ditional A,  B,  C,  D  and  F  ^coring),  are 
not  separated  by  aptitude  and  do  not 
advance  in  grades,  such  as  from  first 
grade  to  second  grade.  Such  practices 
tend  to  limit  achievement,  says  Mos- 
ley, because  they  are  oriented  toward 
attaining  specific  results  within  the 
confines  of  the  normal  school  year.  In 
contrast,  the  Corporate  Community 
School  treats  each  child  individually, 
reporting  to  parents  in  detail  on  a 
quarterly  basis. 

So  how  does  it  work?  Walk  into 
teacher  Delois  Haymon's  energetic 
classroom  for  kids  aged  5  and  6.  In  one 
comer  a  small  boy  turns  on  a  comput- 
er, selects  a  disk  and  draws  a  boat  on 
the  screen.  Other  children  read  to 
themselves,  draw  or  confer  with  their 
teacher.  Still  others  tend  science  proj- 
ects, including  one  that  traces  the 
growth  of  alfalfa  sprouts  in  a  jar  of 
water.  Surprisingly  for  this  neighbor- 


hood, these  children  can  read  the  plan 
for  the  alfalfa  experiment  and  tell  a 
visitor  exactly  what  it  means. 

The  children  are  well  behaved. 
When  two  girls  squabble  over  a  cray- 
on, Haymon  sends  them  aside  to  work 
out  their  differences.  They  return 
with  a  plan  to  share  the  crayon  in 
turns.  "We  stress  responsibility, 
working  cooperatively  and  solving 
their  own  problems,"  says  Haymon. 

"In  Chicago  schools,  you  walk 
down  the  hall  and  you'll  hear  teachers 
shouting,  'You  shut  up  and  sit  down!' 
You  will  never  hear  that  here,"  says 
Yvonne  Willis,  who  has  two  boys  at 
the  Corporate  Community  School. 
"You  feel  the  good  vibes  here,  the 
professionalism  and  warmth." 

To  broaden  their  experiences,  the 
school  works  hard  to  arrange  field 
trips;  one  to  a  museum  was  the  first 
excursion  out  of  the  ruins  of  Lawn- 
dale  for  some  children.  "We  want 
them  to  be  more  excited  about  going 
to  school  than  they  are  about  televi- 
sion; that's  our  main  competition," 
says  Mosley.  Very  often,  the  school 
succeeds.  "The  thing  I  notice  is  that 
the  kids  do  jiot  want  to  go  home," 
says  Mildred  Hunter,  who  has  one 
granddaughter  in  the  school. 

Often  the  parents  don't  go  home. 
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A  Different  View. 


How  you  look  at  the  world  often  depends  o 
you  stand.  As  a  global  bank  whose  vantage  f 
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'den  Gate  Bridge, 


vn 


lotographed  by  Alan  Ross. 


western  U.S.,  Bank  of  America  offers  a  fresh 
ctive  on  world  markets.  A  distinct  outlook 


that  points  the  way  to  new  solutions.  And  a  view  of 
your  needs  that  extends  beyond  today's  transaction. 


w 


m 

Bank  of  America 


Corporate  school  principal  Elaine  Mosley 

"We  want  them  more  excited  abotU  school  than  they  are  about  television. 


either.  In  one  of  several  programs, 
school  nurse  Phyllis  Pelt  coordinates 
parental  stress  seminars  that  help  par- 
ents respond  to  their  children  without 
arguments  or  beatings.  Says  Gina  Spi- 
vey,  mother  of  a  4-year-old  student: 
"This  school  is  the  positive  motivat- 
ing force  in  my  life." 

Special  attention  is  paid  to  health 
and  nutrition.  One  recent  day,  a  girl 
already  suspected  of  being  malnour- 
ished arrived  at  school  with  chicken 
pox.  Pelt  drove  her  home  and  found 
the  girl's  15-year-old  sister  with  two 
children  of  her  o\\ti,  but  no  food  in  the 
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home.  Pelt  went  to  a  family-help 
agency  and  learned  that  the  mother, 
an  alcoholic,  regularly  sold  her  food 
stamps  to  buy  booze.  Pelt  arranged  for 
an  agency  worker  to  intervene  so  the 
children  would  get  food,  then  moni- 
tored their  progress. 

Not  so  easy  is  how  to  cope  with 
violence.  One  small  girl  came  crying 
to  Pelt  one  day.  "She  said,  'The  police 
are  looking  for  my  uncle  because  he 
killed  a  man  yesterday.  I  saw  him  do 
it.  My  uncle  stomped  his  face,  and 
blood  was  everywhere,'  "  recalls  Pelt. 
Her  mother's  response?  "She  told  the 


child  to  stop  crying,  straighten  up  an 
do  better,"  said  Pelt.  A  week  later,  th 
same  child  came  to  school  with  a  not 
from  her  mother  explaining  that  sh 
might  be  upset  because  her  cousi 
was  killed  in  a  bar.  "Children  ai 
forced  to  accept  this  as  routine,"  Pe 
said.  "But  these  are  things  that  intei 
fere  with  learning." 

The  lesson?  Active  participation  i 
family  life  is  crucial  to  the  success  c 
iimer-city  education,  but  most  ofter 
it's  the  element  that's  missing. 
Chicago  public  schools,  for  instance 
nurses  are  dispatched  from  central  o: 
fices  to  visit  schools,  but  they  are  nc 
assigned  to  buildings  on  a  daily  basi; 
Children  with  illnesses  are  sen 
home,  but  there's  less  chance  that 
malnourished  child  with  no  food 
home  will  be  identified  quickly. 

Kellman  and  his  colleagues  argu 
that  school  governance  should  b 
placed  in  the  hands  of  well-paid  pre 
fessionals,  not  left  imder  the  contrc 
of  part-time  school  boards,  as  it  is  ii 
every  major  American  city.  "Woul 
you  put  a  $2  billion  business  in  th 
hands  of  amateurs?"  he  says.  Corpo 
rate  Community  School  directors  ar 
executives  with  proven  expertise  ii 
finance,  real  estate,  personnel  am 
management. 

This  scheme  of  governance  puts  thi 
Corporate  Community  School  at  odd 
with  most  big-city  school  reform  ef 
forts,  which  often  focus  on  retumin^ 
schools  to  community  control 
through  election  of  governing  bodie 
for  individual  schools  or  schoo 
groups,  or  through  "free  market' 
plans  that  permit  families  to  choose 
their  own  school. 

Detroit,  for  instance,  divided  it: 
schools  into  eight  regions,  each  ad 
ministered  by  its  own  board  and  staff 
This  was  supposed  to  allow  each  are; 
to  determine  its  needs;  instead,  it  add 
ed  layers  of  expensive  bureaucracy 
New  York  City's  decentralizec 
schools — there  are  32  separate  com 
niunity  school  boards — are  riddlec 
with  mismanagement,  cronyism  anc 
corruption. 

Chicago's  schools,  too,  are  tuminj 
to  locaJ  management.  Under  a  schoo 
reform  package  approved  by  the  lUi 
nois  legislature,  each  of  the  city's  595 
schools  will  be  governed  by  a  parent 
dominated  council  with  authority  tc 
hire  the  principal,  establish  perfor- 
mance standards,  develop  the  school's 
budget  and  prepare  a  school  improve- 
ment plan. 

What's  wrong  with  that?  The  basic 
approach  to  education  won't  change, 
parents  may  oversee  the  schools,  but 
few  are  trained  for  the  task.  "Local 
control  may  work  in  middle-  and  up 
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MET  LIFE  (5  FI5CALLV  FIT. 


Since  security  is  the  whole  point  of  insurance,  Met  Life's  top  priority  is  to 
be  financially  secure,  so  we  can  be  there  when  our  customers  need  us, 

no  matter  what. 
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The  U.S.  Forest  Service  fights  a  fire 

in  the  Willamette  National  Forest  with 

planes,  guts,  and  NEC  modems. 


More  than  9,000  acres  of  Oregon's 
Willamette  National  Forest  went  up  in  smoke 
in  1988.  But  the  damage  could  have  been 
worse  if  the  U.S.  Forest  Service  hadn't 
quickly  coordinated  its  firefighting  efforts. 

At  the  firecamp,  computers  equipped 
with  NEC  modems  helped  track  the  fire's  progressT 
keep  records  on  thousands  of  firefighters,  and  call  in  resources 
such  as  water-bombers,  pumper  trucks,  and  helicopters.  The  high 
quality  of  the  NEC  modems  allowed  them  to  perform  reliably  under 
arduous  conditions.  And  NEC  modems  are  now  helping  the 
U.S.  Forest  Service  fight  fires  in  other  locations. 

Whether  the  challenges  you  face  are  in  a  wilderness  or  at 
your  desk,  NEC  can  be  depended  on  for  quality  beyond  the  call  of 
duty.  That's  why  you'll  find  the  computer  and  communications 
products  of  NEC  in  corporations  large  and  small.  In  public  and  private 
institutions.  In  homes  across  the  country.  Proving  equal  to  the 
demands  of  the  moment  —  however  demanding  the  moment  may  be. 

:  For  more  proof,  call  us  at  1-800-338-9549. 


NEC 


Quality  That  Proves  Itself. 


Communications  •  Computers  •  Electron  Devices  •  Home  Electronics 


ECl 


Teacher  Dorot/yy  Miller  and  one  of  her  studetits 

Says  one  grandmother,  "The  thing  I  notice  is  that  the  kids  do  not  want  to  come  home. 


per-class  neighborhoods,  but  it 
doesn't  work  in  communities  where 
people  have  difficulty  just  managing 
their  own  lives,"  says  Kellman. 

Kellman,  a  lifelong  west  side  Chica- 
go social  activist,  began  debating  the 
idea  of  a  model  school  five  years  ago 
with  Vernon  Loucks,  chairman  and 
chief  executive  of  Baxter  Internation- 
al, the  hospital  products  concern. 
They  believe  that  most  corporate  con- 
tributions are  too  narrowly  focused 
because  they  usually  help  only  a  few 
students  or  teachers.  Says  Loucks: 
"We  decided  we  needed  a  laboratory 
to  show  how  things  can  work." 

Kellman  enlisted  the  help  of  Pri- 
mus Mootry,  executive  vice  president 
of  the  Better  Boys  Foundation,  a  west 
side  social  services  organization  that 
Kellman  himself  founded  in  1961. 
Mootry  began  researching,  through 
talks  with  more  than  200  educators, 
sociologists,  doctors  and  others,  the 
elements  of  quality  inncr-city  educa- 
tion. A  management  consulting  firm. 
Bain  &.  Co.,  reviewed  model  school 
efforts  of  the  last  20  years  to  deter- 
mine which  had  succeeded,  which 
had  failed  and  why.  None,  Bain 
learned,  had  been  founded  and  paid  for 
entirely  by  business. 

Corporate  Community  Schools  of 
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America,  the  sponsoring  agency,  was 
formed  in  February  1987.  Donations 
seem  small  at  first  glance.  Sears,  Roe- 
buck, for  instance,  pledged  S50,000 
for  each  of  the  first  three  years, 
$75,000  for  each  of  the  next  three.  But 
in  terms  of  corporate  philanthropy, 
that's  big  money — especially  coupled 
with  the  commitment  of  many  spon- 
sors to  keep  the  school  going  as  long 
as  IS  necessary. 

"The  payoff  from  this  is  over  the 
long  haul,"  says  Mootry.  "It's  not  a 
program  that  we're  trying  to  rubber 
stamp,  but  a  process.  School  reform 
requires,  first  of  all,  a  vision  of  what  it 
is  that  can  be  achieved.  We  are  part  of 
the  struggle  to  find  the  answers." 

However,  Corporate  Community 
School  has  an  advantage  that  may  not 
be  easy  to  duplicate:  It  operates  out- 
side the  maze  of  bureaucracy  and 
vested  interests  that  cripple  much  of 
the  public  school  system.  Robert  Sad- 
dler, superintendent  of  one  of  20  Chi- 
cago elementary  school  subdistricts, 
was  the  only  district  official  willing  to 
talk  to  Forbes.  Corporate  Communi- 
ty School  is  excellent,  he  said,  and  it 
has  freely  shared  its  approach  with 
Chicago  educators.  But  it  "is  not  faced 
with  any  union  mandates"  or  other 
obstacles,  such  as  dependence  on  tax 


revenue  or  reliance  on  aging  buildings 
and  scarce  or  obsolete  materials,  he 
points  out. 

And  there  is  the  question  of  cost. 
Right  now  Corporate  Community 
School  costs  close  to  $5,000  per  pupil 
per  year.  At  full  enrollment  in  three 
years,  spending  per  pupil  is  supposed 
to  come  down  to  the  same  level  as  the 
Chicago  public  schools — $4,236  in 
1987-88,  compared  with  $4,480  on  av- 
erage in  Illinois  and  the  national  aver- 
age of  $4,300. 

Mosley  and  Kellman  say  this  won't 
be  difficult  to  accomplish,  even 
though  the  school  operates  year- 
round,  so  children  don't  get  out  of  the 
habit  of  learning,  and  it  is  open  from  7 
a.m.  until  7  p.m.,  with  pre-  and  post- 
school  child  care  provided.  After  all, 
there  are  offsetting  efficiencies.  Free 
from  the  crushing  burden  of  the 
teachers  unions,  Mosley  and  her  13 
teachers  and  aides  don't  object  to 
working  overtime,  managing  semi- 
nars or  taking  the  extra  time  that 
some  students  and  families  need.  In 
return  they  are  hired  on  merit  and 
paid  about  10%  more  than  public 
school  teachers.  "We  stay  until  the 
job  IS  done,"  says  Mosley.  And  her 
corporate  sponsors  say  they  will  do 
the  same.  ■ 
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[ECURITY  BLANKET.  Great  new  ideas  are  often  the  offspring  of  great  o/<^  ideas.  Take 
remarkable  International  Paper  material,  made  with  nickel-coated  graphite  fibers, 
lat  secures  rooms  from  electronic  eavesdropping.  It  goes  up  like  wallpaper,  but 
rotects  like  a  steel-plated  room.  The  concept  is  space-age.  The  process,  however, 
one  we've  long  used  for  manufacturing  non-woven  fabrics — the  stuff  of  diaper 
lers  and  disposable  hospital  gowns.  The  fact  is,  finding  new  ways  to  use  the 
chnologies  we're  most  at  home  with  has  yielded  a  host  of  innovative  products, 
om  cartons  that  keep  orange  juice  at  peak  flavor  to  structural  panels  that  keep 
uilding  costs  down  to  earth.  INTERNATIONAL^  PAPER.  Use  our  imagination. 


©1989  International  Paper  Company.  All  rights  reserved. 
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February  1st  '953  is  a  date  observers  in  Zeeland  saw  the 

many   3:i"tchRien   will  always  gigantic  sea  dike  suddenly 

rf'fm^nhcT.  n-;;nHghout  ihe  night,  bulge  and  crumble.  By  noon,  vast 

•  -r=  storm  rjMr^d  onshore  tracts  of  the  country  were  under 

•t  ■  •    ;-!8fcro>W)>Td£.  water  Two  thousand  people 

J>    "   iiefone  daivn,  horririrtd  and  ::> 50,000  farm  animals  died. 


In  the  aftermath,  it  was  obvious 
that  massive  new  sea   defen- 
ses were  needed.  The  question 
was  how  to  anchor  them  in 
the  treacherous  shifting  sands. 
We  at  Akzo  provided  the 


solution.  Years  of  devel 
had  resulted  in  polyeste 
that  were  as  strong  as  st 
We  now  wove  these  in 
mats,  flexible  yet  tough, 
were  ballasted  onto  the 


lAND'S  SUNK 


sea  and   meshed   into 
s.Once  in  place,  mats  and 
oved  immovable. 

Is  but  one  of  our  con- 
ns to  the  well-being  of 

and  the  other  49  coun- 


tries where  we  operate. 

We  are  one  of  the  world's 
largest  chemical  companies, 
70,000  strong,  active  in  the  fields 
of   chemicals,  fibers,   polymers, 
coatings  and  health  care. 


Last  year  our  efforts  yielded 
sales  of  US  $8  billion. 

For  further  information 
please  write  to  Akzo  America  Inc., 
Corp.  Comm.  Dept.,  Ill  West 
40th  Street,  New  York,  N.Y.  10018. 


AK2D 


The  Money  Men 


Most  investors  think  the  best  investments  of 
the  information  age  lie  in  Silicon  Valley. 
Would  you  believe  Mexico  City  or  Madrid? 

Global 
phone  plays 


By  Ralph  King  Jr. 


AKiNG  A  telephone  call  over- 
seas is  no  longer  the  white- 
knuckle  experience  it  used 
to  be.  Mirabile  dictu,  those  inefficient 
monopolies  run  by  post-office  bureau- 
crats in  countries  like  Mexico,  Spain 


and  Britain  are  starting  to  act  a  bit 
more  like  at&it. 

Many  have  been  auctioned  off  to 
private  shareholders  or  deregulated  in 
some  degree.  They  are  making  huge 
investments  to  expand  and  modernize 
their  networks.  They  are  learning 
what  it  means  to  respond  to  customer 


Dami  tsinnc  On\-x 


Y //  oj  ;>isii!uitotuil  /TTokircifie  DA  Campbell  Co. 
,^  ^zlephonejlrma  luv  on  a  breakout." 


needs,  spurred,  in  some  cases,  by  com- 
petition. New  technology,  such  as 
digital  switching,  is  cutting  mainte- 
nance costs.  Result:  The  revenue  base 
and  earnings  of  some  of  the  best  are^ 
growing  dramatically. 

Suddenly,  telephone  service  is  no 
longer  a  yawn  but  a  hot  investment 
concept.  "Boring  old  telephone  firms 
are  on  a  breakout,"  says  Douglas 
Campbell  of  D.A.  Campbell  Co.,  an 
institutional  brokerage  based  in  Los 
Angeles.  "They  are  becoming  highly 
advanced  telecommunications  com- 
panies. What  you  get  is  a  technology 
play  a  la  Silicon  Valley,  but  with  safe- 
ty, because  no  phone  company  will  be 
allowed  to  go  under." 

Campbell,  a  60-year-old  globetrot- 
ting analyst  and  investor,  has  made  a 
tidy  fortune  with  offbeat  investment 
ideas.  He  sees  substantial  investment 
potential  in  the  fact  that  people  in 
other  countries  are  starting  to  use  the 
phone  the  way  Americans  have  for 
years.  Economic  activity  and  phone 
traffic  seem  to  go  hand-in-hand.  Net- 
work usage  in  a  booming  Spain  rose 
16%  during  1988.  A  30%  surge  in 
foreign  calls  in  and  out  of  Mexico 
since  the  beginning  of  1989  reflects 
new  life  in  its  long-depressed  econo- 
my. New  technology  has 
also  boosted  usage:  Fax 
transmissions  are  esti- 
mated to  account  for  up  ta 
50%  of  traffic  between  the 
U.S.  and  Japan. 

Getting  the  govern- 
ments out  of  the  business 
IS  half  the  secret  of  the 
success.  In  late  1984,  51% 
of  British  Telecommuni- 
cations Pic.  was  sold  to 
the  public,  and  manage- 
ment has  had  to  adjust  to 
competition  for  the  first 
time  ever  from  Mercury 
Communications,  a  Cable 
&.  Wireless  Pic.  subsid- 
iary. Telefonica  de  Espa- 
ha,  35%  state  owned,  re- 
cently was  permitted  to 
charge  for  maintenance  of, 
customer-owned  phones,! 
a  service  that  has  been 
free,  and  unprofitable,  for 
years. 

Stock  picker  Campbell 
has  been  tracking  foreign 
phone  companies  since 
1986,  as  many  became 
available  on  U.S.  ex- 
changes as  stocks  or  as 
American  Depositary  Re- 
ceipts (see  table,  p.  196).  He 
finds  two  of  them  espe- 
cially attractive. 
British    Telecommuni- 
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At  ComputerLand',  the  demand  tor  Epson" 
computers  keeps  growing,  and  no  wonder. 
Epson,  with  its  array  of  solidly-built,  well- 
priced  systems,  admirably  meets  two 
critical  needs  of  many  business  customers: 
compatibility  and  affordability. 

As  one  of  Epson's  largest  and  most 
established  dealers.  ComputerLand  boasts 
a  vast  worldwide  network  of  trained  Epson 
technicians  and  a  close  working  relationship 
with  the  Epson  organization. 

And  now  that  Epson  has  joined  the  ranks 
of  ComputerLand's  top  names,  business 
people  who  like  to  keep  their  options  open 
are  finding  ComputerLand  (more  than  ever) 
the  place  of  choice. 


"Epson  has  catapulted  into  4th 
place  among  ComputerLand's 
pc  suppliers,  right  behind  IBM! 

Compaq 
and  Applet" 

Marian  Murphy, 
Vice-President 
of  Marl<eting. 
ComputerLand 
Corporation. 


One  smart  business  solution  from  Epson. 


EPSON 


CemputerLcind 

Business  to  business.  Person  to  person. 


5  1989  ComputerLand  Corporation.  Epson  is  a  registered  trademark  of  Seil^o  Kpson  Corporation.  IBM  is  a  registered  trademark  of  International  Business  Machines  Corporation. 
i^OMPAQ  is  a  registered  trademark  of  Compaq  Computer  Corporation.  ®  Registered  U.S.  Patent  and  Trademark  Office.  Apple  is  a  registered  trademark  of  Apple  Computer,  Inc. 


THE  FIGURES 

SPEAK  FOR 

THEMSELVES. 


SIX    MONTHS    RESULTS 

£1  =  SI. 55  at  30.6.89  (S1.81at31. 12.88) 

1986 

Six  months  to  June 
1987                    1988 

1989 

Change 
88-89 

£554m 

£642m 

PROFIT  BEFORE  TAX 

£677m 

■  £811m 

■  +20% 

22.27p 

26.09P 

^sn 

^aa 

EARNINGS    PER    SHARE 

■  +20% 

5.50p 

6.50p 

INTERIM  DIVIDEND 

7.60p 

■    9.30p 

■  +22% 

so  DO  THE 
FACTS. 


#  Rapidly  growing  financial  services  now  cover  42%  of  first  half  Group  trading 
profit  of  £959m. 

#  Tobacco  packs  £404m  into  trading  profit  in  the  six  months,  up  12%. 

#  Paper  and  pulp  roll  out  £1 14m,  12%  of  the  Group  total  trading  profit.  Thermal  paper 
continues  to  show  remarkably  fast  growth. 

#  Retail  rings  up  £30m  with  store  for  store  turnover  growth  at  8%  in  both  US  and  UK. 

#  Coherent  strategy  pays  dividends.  Compound  growth  in  dividends  19.8%  per  annum 
since  1980. 


^^ 


BAT  IMDUSTRIES 

A  circular  which  contains  the  full  interim  report  is  being  posted  to  shareholders  and  copies  are  available  from 
BATUS  (NY).  1270  Avenue  of  the  Americas.  New  York,  NY  10020. 


tors  of  B.A.  T  Industries  p.tc.  (wfth  the  exception  of  Sir  Mirk  Weinberg,  wtio  is  also  a  director  of  J.  Rottiscliild  Holdings  p.l.c.  one  of  the  investors  in  Hoylake.  and  has  publicly  stated  that  he  is  taking  no  part  in 
cussion  relating  to  the  Hoylake  offer),  are  the  persons  responsible  for  the  information  contained  in  this  advertisement.  These  Directors  confirm  that  to  the  best  of  their  knowledge  and  belief  (having  taken  all 
asonable  care  to  ensure  that  such  is  tlie  easel  the  information  contained  in  this  advertisement  is  in  accordance  with  the  facts  and  does  not  omit  anything  likely  to  affect  the  import  of  such  information. 

The  Directors  of  B.A.  T  Industries  p.l.c.  (other  than  Sir  Mark  Weinberg!  accept  responsibility  accordingly. 


Dialing  for  dollars 


Six  of  these  phone  utilities  are  traded  on  American    Receipts.  Cable  &  Wireless  must  be  bought  in  London, 
exchanges,  either  directly  or  as  American  Depositary    NTT  is  for  now  legally  off  limits  to  U.S.  investors. 


Stock 


Recent 
price 


Price/ 
earnings' 


3-year 

growtht 


Dividend 
yield 


Return  on 
equity 


Stability 
rating! 


BCE  (Bell  Canada) 


35% 


16 


7% 


5.8% 


1.1% 


British  Telecommunications  ADR 


41'/4 


10 


5.1 


18.5 


Cable  &  Wireless 


9'/8 


18 


13 


24.5 


Hong  Kong  Telecommunications  ADR 


18'/i 


12 


22 


2.3 


45.0 


Nippon  Telegraph  &  Telephone 


11,329 


110 


0.3 


5.9 


Philippine  Long  Distance 


IPVs 


12 


0.8 


27.0 


Telefonica  de  Espaiia  ADR 


25% 


14 


5.2 


5.4 


Telefonos  de  Mexico  ADR 


0.688 


33 


0.8 


"Multiple  of  estimated  19H9  earnings      t  Projected  gro^^th  rate  in  earnings  per  share.     jCountr)-  risk  ranked  according  lo  political  and  economic  conditions    A 
signifies  most  stable.  Source:  DA.  Campbell  Co 


cations,  one  of  Europe's  largest  com- 
panies with  1988  sales  of  $19  billion, 
is  lumbering  into  the  information  age. 
It  is  gradually  replacing  antiquated 
analog  wires  and  switches  with  digi- 
tal ones,  in  which  sound  waves  are 
converted  to  the  Os  and  Is  of  comput- 
er talk.  By  1992  the  majority  of  this 
work  will  be  complete.  A  low  level  of 
productivity — 110  lines  per  employ- 
ee, compared  with  174  in  the  U.S. — 
should  improve  at  that  time,  Camp- 
bell feels,  because  the  new  systems 
are  highly  automated  and  require  far 
less  maintenance.  (Note  how  the  U.S. 
telephone  strike  is  scarcely  notice- 
able.) Another  plus  is  that  unlike  the 
Baby  Bells,  British  Telecom  is  not 
subject  to  a  ceiling  on  its  rate  of  re- 
tum  on  invested  capital.  Instead, 
prices  for  service  are  related  to  an 
inflation  index,  so  that  shareholders 
capture  much  of  the  productivity 
gains  from  newer  equipment.  British 
Telecom  earns  18.5%  on  its  equity. 

Campbell  also  gives  the  company 
high  marks  for  investing  excess  cash 
in  related  businesses.  So  far  this  year, 
British  Telecom  spent  $1.7  billion  to 
get  McDonnell  Douglas'  data  com- 
munications unit  and  20%  of  McCaw 
Cellular  Communications.  On  the 
other  hand,  bce  Inc.,  which  owns  Bell 
Canada,  has  diversified  into  "unex- 
citing" oil  and  gas  pipelines  and  finan- 
cial ser\'ices.  Investors  perceive  Brit- 
ish Telecom  as  more  risky  than  bce, 
Campbell  notes,  but  it  has  a  steady 
S-;  yield  a;id  bright  medium-term 
prospects.  "British  Telecom's  terribly 
'o  'ar.  Bui  it  has  fewer  rcstric- 

t  lit  did  ;md  it's  still  a  virtual 

monopntv  "  he  says. 

"'exico  is  Campbell's 
.    ononc  stocks,  de- 


spite Mexico's  economic  and  social 
problems.  The  company  has  been  add- 
ing access  lines  at  an  8%  annual  clip. 
That  growth  is  possible  largely  be- 
cause It  gets  about  half  its  revenues  in 
dollars  from  foreign  calls,  mostly 
with  the  U.S.;  this  has  shielded  it 
somewhat  from  a  weak  currency  and 
raging  inflation.  One  problem:  It 
hasn't  been  able  to  collect  on  pay- 
phone  calls  for  years.  Why?  The  ma- 
chines would  be  full  of  Mexico's  near- 
ly worthless  coins  after  a  few  calls. 

Telefonos,  recently  at  69  cents  per 
share,  has  been  as  erratic  as  the  rest  of 
Mexico's  Bolsa.  Still,  Campbell  says 
It's  cheap  on  several  counts.  It  trades 
over-the-counter  at  just  7  times  pro- 
jected 1989  earnings,  versus  13  for  the 
slow-growth  Baby  Bells.  Its  market 
capitalization  per  access  line  is  just 
$582,  against  an  average  $1,225  for 
the  Bells.  Unlike  other  rapidly  ex- 
panding firms  like  Telefonica  de  Espa- 
iia, which  have  diluted  outstanding 
shares  with  a  string  of  discounted 
new  issues,  the  Mexican  company 
has  financed  its  recent  growth  inter- 
nally and  by  issuing  new  shares  at  a 
premium  to  the  market  price. 
Though  It  pays  only  a  minor  divi- 
dend, Telefonos  will  get  a  big  earn- 
ings kicker  if  the  government,  with  a 
51%  stake,  refunds  up  to  $800  mil- 
lion in  1989  taxes,  a  move  Campbell 
thinks  IS  possible. 

Campbell  warns  there  are  things  to 
keep  in  mind  about  these  companies 
that  don't  normally  apply  to  U.S. 
stocks.  Typically,  they  are  the  largest 
commercial  enterprises  in  a  given 
country  and  act  like  lightning  rods  in 
times  of  political  or  economic  up- 
heaval. Hong  Kong  Telecommunica- 
tions' fate  rests  on  how  things  work 
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out  when  China  takes  back  the  Brit 
ish  colony  in  1997. 

Also  with  the  overseas  companies 
accounting  differences  can  be  difficul 
to  sort  out.  Telefonos'  earnings,  fo 
example,  are  adjusted  for  the  effects  o 
inflation.  There  is  foreign  currency 
exposure,  too,  to  consider. 

Don't  be  fooled  into  thinking  tha 
rapid  growth  always  signals  a  goot 
investment,  says  Campbell.  Philip 
pine  Long  Distance  Telephone  Co.'i 
revenues  have  almost  doubled  since 
1984,  to  $374  million,  thanks  to  im 
proved  service  and  greater  marke 
penetration.  But  it  has  a  long  way  t 
go.  It  has  just  1  access  line  per  10 
people,  versus  42  for  the  U.S.  To  catch 
up,  it  has  had  to  borrow  heavily  and  is 
stuck  with  a  troubling  57%  debt-to 
equity  ratio.  High  interest  costs  on 
that  debt  have  kept  shareholders  from 
participating  fully  in  earnings  growth 

At  the  other  extreme,  technologi 
cally  up-to-date  phone  companies 
tend  to  be  overpriced.  Nippon  Tele 
graph  &  Telephone  Corp.  sells  at  1 10 
times  projected  earnings  (foreign  in 
vestors  can't  own  it  anyway,  for  now). 
Also  at  a  premium  is  U.K. -based  Ca- 
ble &  Wireless,  which  owns  70%  of 
Hong  Kong  Telecom. 

There  will  be  more  choices  in  the 
years  ahead.  Phone  companies  in  Aus 
tralia,  Korea,  Portugal  and  Singapore, 
to  name  a  few,  are  candidates  to  go 
public,  Campbell  feels,  as  govern- 
ments unload  their  stakes  and  more 
capital  is  needed  for  expansion. 

"There  are  good  bargains  here  be 
cause  markets  abroad  are  less  effi- 
cient than  ours.  As  global  conscious 
ness  grabs  us,  that  will  change,"  he 
says.  "These  are  global  consciousness 
stocks."! 
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rrON'S  BUSINESS  TODAY®  ON  ESPA/* 
H  THE  LATE-BREAKING  STORIES  THAT 
RNING  PAPERS  JUST  CAN'T  COVER, 
GIVE  YOU  A  COMPETITIVE  EDGE. 

)usiness  world  is  still  up  after  most  newspapers  have 
put  to  bed.  So  a  lot  of  what  happens  overnight  catches 
napping.  And  if  you're  not  careful,  it  might  catch 

/Vhich  is  why  you  should  wake  up  with  "Nation's 
less  Today"  on  ESPN. 

Starting  every  weekday  at  6:30  AM  (ET),  "Nation's 
less  Today"  brings  you  two  hours  of  up-to-the-minute 
less  news.  Broadcast  live  from  the  nation's  capital. 
A/e  cover  all  the  latest  financial  and  economic  develop- 
s  across  America  and  around  the  world.  In  a  consis- 
tent feature  format  that 
makes  it  easy  to  find  the 
information  most  critical 
to  your  own  business. 
We  also  provide 
interviews  with  today's 
business  leaders.  Special 
reports  on  small  business, 
technology  international 
trade,  investment  oppor- 
tunities and  the  movers 

lESPN.  Inc 
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and  shakers  on 
Capitol  Hill.  And 
even  weather  fore- 
casts for  business 
travelers. 

With  their  own 
unique  blend  of 
insight  and  analy- 
sis, our  anchors 
will  give  you  an 
insider's  perspec- 
tive on  where  the  business  world  is  heading.  Carl  Grant  is 
an  award-winning  anchorman  and  investigative  reporter  as 
well  as  a  nationally  renowned  business  and  government 
expert.  Meryl  Comer  is  an  Emmy  Award-winning  producer 
and  journalist.  Together,  they  bring  more  than  40  years  of 
solid  business  news  expertise  to  ESPN.  But  it  should  come 
as  no  surprise  that  a  network  so  acclaimed  for  covering 
tough  competitors  at  play  would  be  equally  good  at  cover- 
ing them  at  work. 

"Nation's  Business  Today"  on  ESPN.  Just  listen  to 
what  our  experts 
have  to  say  about 
the  day's  business. 
And  hear  the  kinds 
of  things  that  the 
morning  papers 
find  unprintable. 


p.  Computers/ 
Communications 


Xerox  is  determined  to  turn  the  accom- 
plishments of  its  famed  research  center  into 
commercial  successes.  About  time 

Bean  counters 

invade 

ivory  tower 


By  Julie  Pitta 


F\  ILED  IN  A  CORNER  of  XcfOX 
^  PARC — Xerox  Corp.'s  Palo  Alto 
(Calif.)  Research  Center — is  a 
lumpy  mass  of  beanbag  chairs,  rem- 
nants from  the  center's  early  days. 
The  chairs  are  on  their  way  to  the 
Smithsonian  Institution,  where  they 
will  go  into  a  display  of  computer 
memorabilia.  Why  would  a  museum 
want  a  bunch  of  chairs,  circa  1970? 
Because  this  furniture  was  chosen  by 
Robert  Taylor,  manager  of  the  cen- 
ter's computer  science  laboratory,  in  a 


^ead  W.'liiam  Spettcer 
^.^{-J'  research. 


conscious  effort  to  promote  relaxed 
conversation  and  brainstorming 
among  his  scientists.  Thus  the  chairs 
symbolize  the  academically  flavored 
past  of  the  research  center,  which 
played  a  key  role  in  the  development 
of  the  personal  computer. 

Today's  Xerox  parc  has  a  more 
commercial  flavor.  There's  more  em- 
phasis on  product  research,  a  little 
less  on  theories  of  language  and  artifi- 
cial intelligence.  It's  a  mixed  blessing 
for  Xerox  shareholders.  The  company 
probably  stands  a  better  chance  now 
of  getting  practical  enhancements  to 
Its  copier  line  from  the  lab.  But  it's 
less  likely  to  land  a  research  break- 
through that  would  create  a  new  line 
of  business. 

Taylor,  the  scientist  who  favored 
brainstorming,  was  eased  out  in  1983 
(he's  now  director  of  a  Digital  Equip- 
ment Corp.  research  lab),  and  many  of 
his  talented  computer  scientists  have 
gone.  Says  Edward  McCreight,  a  parc 
research  fellow  who  recently  left  to 
become  chief  scientist  for  Adobe  Sys- 
tems Inc.,  which  makes  desktop  pub- 
lishing software:  "Most  of  my  smart- 
est colleagues  left.  The  new  group  is 
good,  not  great."  Outsiders  agree. 
Adds  Richard  Fateman,  associate 
chairman  of  University  of  California, 
Berkeley's  computer  science  depart- 
ment: "Their  reputation  is  not  as  high 
as  it  was  a  few  years  ago — a  conse- 
quence of  personnel  leaving  and  the 
corporation's  attitude  toward  parc." 

Xerox  PARC  earned  a  place  in  com- 
puting history  for  inventions  like  the 
personal  computer,  the  Ethernet 
scheme  for  linking  personal  comput- 
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ers  and  the  laser  printer.  Alas,  th(  c 
parent  company's  inability  to  capital 
ize  on  its  lab's  inventions  is  as  legend  t 
ary  as  the  inventions  themselves.  Ii 
their  recently  published  book,  /'um 
hlitig  t/je  Future,  Douglas  K.  Smith  anc 
Robert  C.  Alexander  chronicle  Xerox  c 
failure  to  exploit  parc's  inventions 
Apple  copied  Xerox'  idea  of  a  graph! 
cal  menu,  while  the  Xerox  Star,  intro 
duced  eight  years  after  parc  research 
ers  completed  a  prototype,  died  com 
mercially.  Robert  Metcalfe  left  parc 
to  found  3Com  Corp.  and  make  hi; 
millions  off  Ethernet.  And  Xerox  ha; 
ceded  all  but  a  small  percentage  of  th( 
market  for  personal  computer  lasei 
printers  to  Hewlett-Packard  Co.,  Ap 
pie  Computer  and  others. 

It's  no  surprise  that  Xerox  head 
quarters  executives,  on  witnessing  al! 
this,  would  want  to  change  the  wa) 
they  manage  the  lab.  But  the  scien 
tists  can  fairly  argue  it  was  scarce!) 
their  fault  that  Xerox  didn't  know 
how  to  market  their  inventions. 

PARC,  at  any  rate,  today  reflects 
what  Xerox  executives  like  to  call 
"the  productization  of  research."  The 
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hips,  in  order  to  read  and  display  images  a  line  or  a  page  at  a  time. 


aming  of  the  lab  began  in  1983,  when 
erox  brought  in  William  Spencer,  a 
ihysicist  from  at&.t's  Bell  Labs,  to  be 
arc's  director.  After  shaking  the 
ilace  up,  Spencer  was  promoted  to 
ice  president  of  corporate  research 
jid  development  back  at  Xerox  head- 
[uarters  in  Stamford,  Conn,  parc 
low  accounts  for  5%  of  his  budget. 

There  are  still  some  far-out  projects 
X  PARC  like  "ubiquitous  computing," 
n  which  scientists  try  to  envision 
ivhat  life  would  be  like  with  comput- 
es embedded  in  virtually  every  elec- 
ric  device  and  even  the  walls  of  your 
)ffice.  But  such  research  accounts  for 
:)nly  20%  of  the  center's  $55  million 
)r  so  in  spending.  The  rest  of  the 
noney  goes  to  projects  that  can  be 
•xpected  to  reach  the  product  engi- 
i leering  stage  within  five  years. 

Xerox,  meanwhile,  is  no  longer  Mr. 
^ice  Guy.  In  the  last  two  years,  parc 
las  applied  for  or  received  more  than 
.00  software  patents;  before  that  time 
t  had  secured  a  single  software  pat- 
ent, Spencer  says.  Xerox  recently 
bressured  Metaphor  Computer  Sys- 
►iems    into    a     technology     license. 


(Formed  by  Xerox  alumni.  Metaphor 
makes  software  and  hardware  that  en- 
ables PC  users  to  communicate  with 
their  machines  via  pictures  and 
menus.)  Apple  itself  is  rumored  to  be 
next  on  Xerox'  legal  hit  list. 

Xerox  has  also  worked  out  an  alter- 
native to  losing  promising  technology 
it  prefers  not  to  pursue  on  its  own:  It 
trades  an  idea  and  a  few  scientists, 
and  sometimes  some  cash,  for  a  mi- 
nority stake  in  a  new  venture.  There 
have  been  six  parc  spinoffs.  Two  have 
fizzled,  two  are  struggling  and  two 
have  proved  winners.  Synoptics  Com- 
munications Inc.,  a  $40  million  (sales) 
company  founded  in  1985,  sells  adapt- 
ers for  computer  networks;  Xerox  re- 
cently sold  almost  all  its  15%  stake 
for  a  $7  million  capital  gain.  Xerox 
still  holds  a  38%  stake  in  Microlytics 
Inc.,  also  formed  in  1985,  a  successful 
developer  of  software  for  word  pro- 
cessing and  hand-held  dictionaries. 

In  the  early  days,  says  Alan  Kay,  a 
former  Xerox  parc  scientist  now  at 
Apple,  "we  were  given  a  blank  check. 
And  we  were  naively  arrogant.  We 
believed     there     was     nothing     we 


couldn't  build." 

The  opposite  is  now  true.  Daniel 
Huttenlocher  is  typical  of  today's 
PARC  researcher.  A  Ph.D.  in  electrical 
engineering  and  computer  science 
who  specializes  in  the  area  of  "ma- 
chine perception,"  he  is  also  on  the 
faculty  of  Cornell  University.  At  Cor- 
nell he  pursues  the  interaction  of  ro- 
bots with  the  environment.  In  Palo 
Alto,  he  says,  "I  tend  to  focus  on 
things  related  to  documents  because 
that's  what  Xerox  is  interested  in." 
He's  developing  software  that  will  en- 
able computers  to  read  any  type  of 
document,  including  handwriting. 

Researcher  Malcolm  Thompson  ar- 
rived in  1980  from  a  professorship  in 
electrical  engineering  at  the  Universi- 
ty of  Sheffield  in  England.  Since  then 
he  has  been  working  on  giant  semi- 
conductors that  can  read  or  display 
images.  Conventional  semiconduc- 
tors are  etched  in  crystalline  chips  of 
silicon,  which  can  be  made  only  so 
big.  Thus,  a  facsimile  machine  reads 
in  a  line  one  dot  at  a  time,  as  a  tiny 
chip  scans  from  left  to  right,  convert- 
ing light  into  an  electronic  signal. 
Conventional  laser  printers  work  in 
more  or  less  reverse  fashion,  convert- 
ing an  electronic  signal  into  light  that 
will  expose  a  page.  They,  too,  scan, 
working  dot  by  dot. 

Thompson's  semiconductors  are 
made  not  from  crystalline  silicon  but 
from  "amorphous"  silicon  deposited 
on  a  large  pane  of  glass.  The  idea  is  to 
read  in  an  entire  line — perhaps  an  en- 
tire page — at  one  electronic  glance. 
Fuji-Xerox,  a  joint  venture  between 
Fuji  Film  and  Xerox,  has  begun  pro- 
duction of  a  glass  print  bar,  Vi-inch 
wide  and  12  inches  long,  containing 
10,000  transistors,  which  will  go  into 
Xerox  printers.  A  scanner  bar  for  fac- 
simile machines  has  also  been  built.  It 
was  Thompson  and  his  team,  not  Xe- 
rox Stamford,  that  engaged  the  help  of 
Japanese-based  Fuji-Xerox,  which 
built  the  production  plant.  Someday, 
an  extension  of  Thompson's  work 
might  make  high-definition  tv  sharp- 
er and  more  affordable. 

Thompson's  team  encountered 
some  resistance  from  Spencer.  "He 
would  ask,  'What  the  hell  are  we  do- 
ing this  for?  Are  these  things  ever 
going  to  work?'  It  just  made  us  want 
to  go  out  and  demonstrate  that  it 
would."  Spencer,  however,  never 
halted  the  project. 

In  taming  its  once  wild  progeny, 
Xerox  has  sacrificed  brilliance  for  sta- 
bility. The  new  Xerox  parc  is  not 
likely  to  change  the  world,  as  Bell 
Labs  did,  by  inventing  a  transistor. 
But  it  is  a  little  more  likely  to  contrib- 
ute to  Xerox'  net  income.  ■ 


■ORBES,  SEPTEMBER  18,  1989 


199 


IxiAreNow 

QfKh 


You've  never  been  this 
close  before.  Not  until  vou've 
had  NEXIS®,  the  world's  lar- 
gest, easiest  to  use,  full-text 
information  service. 

In  the  past,  tracking  down 
the  information  vou  needed  was  usuallv  niore 
trouble  than  it  was  worth.  But  today,  by  drawing 
from  over  650  sources  of  information,  the  NEXIS 
service  puts  all  the  facts  right  at  your  fingertips. 
With  just  a  few  keystrokes  you'll  find  company 
informntion,  news  and  competitive  information. 
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There's  patent,  other  government 
information  and  over  40  million 
articles,  analyses  and  reports.  All 
you  need  to  know  to  stay  on  top 
of  an  issue  and  ahead  of  the  pack. 
'       And  best  of  all,  with  the 
mg  "^^^  new  NEXIS  News  Plus™  software,*  a  set  of  5V4  inch  disks  pro- 
s  convenient  pop-up  menus  and  simple  instructions  to  guide  even  the  most 
perienced  user  quickly  and  confidently  through  the  program, 
^'or  more  information  about  NEXIS  News  Plus,  call  1-800-541-6886  and  talk  to 
IXIS  representative.  After  all,  the  more  you  know    Jkjf^^  ^^M^^® 
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Commentary  by  Esther  Dyson 


INTELLECTUAL  PROPERTY 


How  would  you  like  to  try  selling 
something  you're  not  sure  you 
own?  That's  the  situation  facing 
many  companies  in  the  software 
business  right  now.  As  software  be- 
comes a  component  of  more  prod- 
ucts and  services,  from  machine- 
tool  equipment  to  legal  services,  it's 
a  situation  that  will  be  facing  a  larg- 
er and  larger  number  of  companies 
over  the  next  decade. 

It's  high  time,  therefore,  that  this 
country  resolve  the  unpredictability 
of  copyright  and  patent  laws  as  they 
apply  to  software.  The  solution  is 
certainly  not  to  reject  them,  as 
many  in  the  software  commimity 
would  do,  as  an  impediment  to  the 
free  flow  of  information.  They  are 
also  an  incentive  to  its  generation. 
Software,  and  its  manifestation  in 
other  products,  will  provide  our 
competitive  advantage  as  a  country 
in  the  1990s — if  we  can  properly 
dehne  and  protect  it. 

Recent  copyright  suits — Apple 
Computer  against  Microsoft  and 
Hewlett-Packard,  Lotus  Develop- 
ment Corp.  against  Mosaic  and  Pa- 
perback Software,  AshtonTate 
against  Fox  Software  and  Santa  Cruz 
Operation — are  one  sign  of  this  un- 
certamty,  but  it's  an  uncertainty 
that  IS  being  resolved  as  these  cases 
wend  their  way  through  the  courts. 
Ashton-Tate's  suit,  which  may  es- 
tablish or  reject  the  copyrightability 
of  a  computer  language  as  opposed  to 
the  "look  and  feci"  of  a  product  to 
the  user,  will  be  a  landmark  if  it's  not 
decided  on  a  technicality. 

But  a  recent  rash  of  patent  awards 
and  cases  broadens  and  confuses  the 
situation.  Copyrights  protect  soft- 
ware against  the  copying  of  code  or 
"look  and  feel"  or  the  making  of 
"derivative  works";  patents  make 
the  infringer  liable  for  copying  of 
functional  elements  whether  he 
knew  about  the  previous  work  or 
not.  In  short,  copyright  is  supposed 
to  piotect  the  representation — the 
code  itself  and  the  screen  displays 
most  users  see — and  to  promote  va- 
riety. Patents  protect  the  underly- 
ing hinctiunality,  or  how  things  are 
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done — when  that  way  is  new,  non- 
obvious  and  useful. 

Patents  have  recently  been 
awarded  to  Advanced  Software  for  a 
program  that  compares  documents 
(lav^ers  call  it  "red  lining")  and  to 
Quarterdeck  Office  Systems  for  a 
method  that  manages  windows  on  a 
screen  (like  Microsoft's  Windows; 
how  much  alike  is  the  question). 
Refac  International  has  recently 
filed  a  patent-infringement  lawsuit 
against  a  host  of  spreadsheet  ven- 
dors, including  Lotus,  Microsoft, 
Ashton-Tate  and  Computer  Asso- 
ciates International. 

These  actions  make  clear  the 
alarming  fact  that  there  are  no  solid, 
accepted  definitions  of  software  in- 
tellectual property.  The  issue  is  not 
that  strict  intellectual  property  pro- 
tection may  stifle  people's  creativ- 
ity because  they  can't  build  on  oth- 
ers' work.  The  point  is  that  the  un- 
certainty over  legal  entanglements 
will  deter  venture  capitalists,  stock 
market  investors  and  developers 
from  sinking  time  and  money  into 
software. 

The  problems  with  software  pat- 
ents arc  that  they  take  too  long  to 
grant  (two  to  three  years,  usually) 
and  that  it's  difficult  to  know  when 
you're  infringing  one.  Patent  hold- 
ers can  be  bullies.  Many  patents 
don't  stand  up  in  court,  but  most 
alleged  infringers  find  it  too  costly 
to  contest  them  and  simply  pay  a 
protection — er,  license  fee 

In  software,  where  patents  and 
cases  are  too  few  to  provide  a  good 
sample,  the  quality  of  patents  may 
well  be  especially  low  because  most 
patent  examiners  don't  have  much 
experience  with  software.  Accord- 
ing to  Dan  Bricklin,  author  of  Visi- 
Calc,  the  first  mass-market  spread- 
sheet in  1979,  the  Refac  patent  re- 
fers to  processes  that  were  common 
knowledge  at  the  time  the  patent 


was  filed  in  1970.  After  13  years  in 
the  legal  mill,  the  patent  was  grant- 
ed in  1983. 

What's  the  solution?  On  the 
copyright  front,  what  we  need  most 
is  now  happening:  court  decisions 
to  clarify  the  rules.  Whoever  suffers 
in  the  short  run,  everyone  will  bene- 
fit in  the  long  nm  as  the  courts 
make  clear  what  is  protectable  and 
what  is  not,  and  as  judges  become 
better  educated. 

Meanwhile,  I  would  suggest  to 
software  vendors  that  they  make  it 
clear  when  they  consider  their  prod- 
ucts proprietary.  Adapso,  the  soft- 
ware industry  association,  is  cur- 
rently discussing  a  position  along 
these  lines.  (One  big  issue  in  the 
Ashton-Tate  case  is  that  the  compa- 
ny encouraged  third  parties  to  use 
its  language  for  many  years  before 
deciding  recently  that  it  wanted  to 
retain  that  privilege  for  itself.)  It's 
not  fair  waiting  for  your  product  to 
become  a  standard  before  you  turn 
around  and  sue  the  very  people  who 
helped  it  become  one. 

But  users  and  third  parties  have  a 
responsibility,  too:  They  should 
avoid  using  products  whose  vendors 
haven't  made  clear  statements  of 
what  they  consider  proprietary. 
Adobe  Systems,  for  example,  li- 
censes its  PostScript  language  for 
nothing,  but  still  claims  to  own 
copyrights  on  the  code  that  imple- 
ments it  and  the  manuals  that  de- 
scribe it. 

It's  on  the  patent  front  that  we 
need  concrete  government  action.  A 
shorter  period  of  protection  may  be 
appropriate  for  software.  More  im- 
portant, the  Patent  &  Trademark 
Office  should  work  better,  and 
would  be  a  better  application  of 
funds  than  yet  another  consortium. 
Now  the  registry  is  a  black  hole;  it 
takes  forever  to  get  a  patent  and 
forever  to  do  a  search  to  find  out 
what  technology  is  already  known 
or  patented.  The  solution  lies  partly 
in  software,  with  a  good  text  retriev- 
al system.  But  we  also  need  a  better- 
educated  staff.  The  present  Patent 
Office  is  ill-equipped  to  handle  the 
coming  boom  in  software-based  in- 
tellectual property — our  strategic 
advantage  of  the  future.  ■ 
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CARRY  WIZARD  POWER  IN  YOUR  POCKET 
LIDE  IN  A  SOFTWARE  CARD.  OR  PLUG  INTO  YOUR  PC 
TAKE  CONTROL  OF  TOMORROW  TODAY 

The  Wizard  from  Sharp  lets  you  travel  light  and  take  all  your  personal  and  business  data  with  you. 
he  Wizard  plans,  organizes,  reminds,  informs,  advises,  calculates.  An  optional  Organizer  Link  keeps  you  in 
'o-vvay  communication  with  IBM-PC  compatible  or  Macintosh'computers. Optional  Software  Cards  adapt 

it  for  specialized  jobs  without  specialized  training. 
Discover  the  competitive  edge  for  the  Information  Age.  Call  1-800-BE-SHARR 
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science  #  Technology 


Edited  by  Gary  Slutsker 


Researchers  can  make  paralyzed  patients 
walk  in  the  lab  hy  jolting  their  miAScles  with 
electricity.  Commercializing  the  technol- 
ogy is  still  years  away. 

Waiting  for 
the  bionic  man 


By  Ruth  Simon 


A  1977  DIVING  ACCIDENT  para- 
lyzed James  Jatich,  leaving  him 
I  able  to  move  only  his  arms  and 
shoulders  and  raise  his  left  wrist.  But 
today  fatich  can  write,  feed  himself 
and  even  drive,  thanks  to  an  experi- 
mental technology  known  as  func- 
tional electrical  stimulation,  or  fes, 


that  uses  low  levels  of  electrical  cur- 
rent to  stimulate  movement  in  para- 
lyzed arms  and  legs. 

"This  IS  a  big  step  toward  indepen- 
dence for  me,"  says  latich,  40,  a  par- 
ticipant in  an  fes  program  at  Cleve- 
land's MetroHealth  Medical  Center. 
"My  dad  can  put  the  system  on  me  in 


the  morning  and  go  off  to  work." 

fes  first  captured  the  public 
imagination  in  1982,  when  cbs'  6 
Minutes  reported  that  a  researcher 
Wright  State  University  in  Ohio  ha 
used  electrical  charges  to  make  a  pan 
lyzed  woman  walk.  Researchers,  wh 
have  been  experimenting  with  fes  fc 
more  than  two  decades,  have  sugges 
ed  that  the  technique  could  ultimate 
ly  be  used  not  only  to  move  paralyze 
arms  and  legs  but  also  to  provide  blac| 
der  control,  regulate  breathing,  pn 
vent  bed  sores  and  treat  scoliosis. 

But  years  of  experimentation  ha 
yet  to  produce  a  system  that  can  li 
up  to  the  early  promise  of  replacing 
damaged  central  nervous  system  wit 
sensors,    electrodes   and   computer 
Nerves  are  in  a  different  league  fro 
hips  and  teeth.  Researchers  are  begi 
ning  to  look  at  fes  as  an  increment 
improvement  in  a  paraplegic's  cap 
bilities,  not  as  a  replacement  for  a 
attendant  or  a  wheelchair.  "The  o 
jective  is  to  make  them  more  ind 
pendent,"  says  P.  Hunter  Peckh 
director  of  MetroHealth's  Rehabilit 
tion  Engineering  Center. 

FES  could  prove  useful  to  only 
fraction  of  the  disabled.  "Between  S°A 
and  10%  of  all  spinal  cord  injurei 
patients  might  be  candidates  for  ou 
system,"  says  Dr.  Robert  Jaeger,  a  pro 
fessor  at  the  Pritzker  Institute  and  tht 
Rehabilitation  Institute  in  Chicago 
who  has  used  fes  to  enable  about  twc 
dozen  paraplegics  to  stand.  "Peopl 


Shock 
thenQ)y 


Michael  Rein^old    y 


A  paralyzed  patient  signals  the  function- 
al   electrical    stimulation    system    by 
moving  his  shoulder  (1).  The  message 
to  grasp  is  transmitted  from  the  com- 
mand unit  (2)  to  a  computer  (3)  that 
deciphers  the  message  and  relays  a 
radio  signal  via  a  transmitting  an- 
tenna (4)  to  a  receiver,  which  in 
turn   activates   the   stimulator 
(5).  Electrical  impulses  are  then 
transmitted     through     metal 
wires  buried  beneath  the  skin 
to  electrodes  implanted  in 
key  muscles  (6). 
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Mike  Steinberg 


Mike  Steinberg 


)r.  Ronald  Lew  walking  in  a  lab  with  a  lower-body  FES  system 
lerves  are  in  a  different  league  from  hips  and  teeth. 


vith  only  one  [functional]  hand,  for 
nstance,  will  never  be  able  to  use  pes 
o  stand  or  walk  because  of  problems 
vith  balance." 

Nevertheless,  pes  is  about  to  take 
ts  first  hesitant  steps  outside  the  lab. 
>Jext  spring  the  Veterans  Administra- 
ion  and  the  National  Aeronautics  &. 
Ipace  Administration  will  award  a 
;ontract  worth  up  to  several  million 
lollars  to  develop  and  manufacture 
100  FES  prototype  systems  for  patients 
vith  paralyzed  upper  bodies.  Modeled 
ifter  the  system  now  used  by  Jim  Ja- 
ich,  the  prototypes  are  expected  to  be 
lelivered  in  1994  and  could  become 
ommercially  available  in  as  few  as 
ive  years  if  the  Food  &  Drug  Admin- 
stration  gives  quick  approval  to  the 
ievices.  Four  small  biotechnology 
X)mpanies — Life  Systems,  Inc.,  Mini- 
Vied  Technologies,  Thomas  Medical 
md  Cochlear  Corp. — are  competing 
:o  produce  the  pes  prototypes,  which 
ire  anticipated  to  cost  as  much  as 
E40,000  apiece.  Lower-body  systems 
ire  more  complex  and  much  further 
iway  from  commercialization. 


How  does  FES  work?  The  artificial 
brain  of  the  Cleveland  system  is  a  pair 
of  microprocessors  that  can  be  at- 
tached to  a  patient's  wheelchair  or 
belt.  The  first  microprocessor  re- 
ceives and  deciphers  a  patient's  signal 
to  move.  Jim  Jatich  sends  a  signal  to 
open  his  hand  by  shrugging  his  shoul- 
der, but  other  systems  could  respond 
to  blinks  or  nods.  A  second  micro- 
processor relays  the  signal  to  a  radio 
transmitter,  which  sends  an  electric 
pulse  down  wires  to  electrodes  im-- 
planted  in  key  muscles.  The  pulses 
produce  muscle  contractions  that 
crudely  duplicate  a  normal  grasp. 

But  controlling  even  basic  move- 
ments like  writing  or  stepping  re- 
quires keeping  track  of  massive 
amounts  of  information.  Writing  in- 
volves about  two  dozen  individual 
muscles.  Coordinating  the  move- 
ments of  all  those  muscles  is  a  com- 
puter programmer's  nightmare.  "Even 
with  today's  electronics  you  can't  du- 
plicate the  number  of  messages  the 
body  receives,"  says  Cynthia  Brogan, 
director  of  fes  programs  for  Ohio's 


Jim  Jatich  gracing  a  can 
"This  is  a  big  step  for  me." 

Edison  Biotechnology  Center,  which 
is  helping  to  commercialize  the  work 
of  Cleveland  researchers. 

A  major  challenge  is  providing  the 
devices  with  a  "natural"  sensing  abil- 
ity. Several  sensors  may  be  needed  for 
lower-body  systems  to  adjust  auto- 
matically to  changes  in  speed  and 
knee  angle.  "If  the  person  starts  to 
trip,  the  system  has  to  react,"  ex- 
plains Dr.  Donald  McNeal,  director  of 
the  Rehabilitation  Engineering  Pro- 
gram at  Rancho  Los  Amigos  Medical 
Center  in  Downey,  Calif. 

An  unusually  advanced  fes  system 
developed  by  the  Cleveland  va  Medi- 
cal Center  team,  using  48  electrodes 
and  leg  braces,  enabled  Dr.  Ronald 
Lew,  a  nuclear  medicine  specialist 
paralyzed  below  the  waist  in  a  1979 
auto  accident,  to  visit  Disneyland  and 
try  several  rides  recently.  Lew's  trip 
aside,  lower-body  fes  systems  have 
been  used  outside  the  lab  only  for 
demonstration  purposes. 

Researchers  intend  to  adapt  for  hu- 
man use  sensors  developed  by  the 
aerospace  industry  to  determine  a 
rocket's  position  and  speed.  The  fes 
team  at  Cleveland's  va  hospital  re- 
cently turned  for  help  to  nasa's  Jet 
Propulsion  Laboratory.  Researchers 
are  also  hoping  that  more  advanced 
microprocessors  will  process  all  the 
data  without  being  connected  to  a 
large  computer. 

Another  major  technical  hurdle  is 
coming  up  with  implantable  sensors 
and  wires  that  can  survive  within  the 
body's  saltwater  environment  for  long 
periods,  an  increasing  concern  lately 
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If  s  Time  to 
Dispel  Some  Myths 

about 
Automatic  Assembly. 


ir 


c 


th  #1:  All  assembly  automation  system 
Iders  are  equal. 

:t:  Assembly  systems  work  because 
)erienced  people  apply  proven  assembly 
hnology  to  specific  production  require- 
nts  and  plant  environments. 
That's  the  way  we  work  at  Bodine.   For 
?r  50  years,  we  have  specialized  in  high- 
!ed  assembly  for  small  and  medium 
sd  parts.    Industrywide.   Worldwide, 
dine  is  recognized  as  the  industry  leader 
manufacturers  throughout  the  U.S., 
stralia  and  Japan  as  well  as  Europe  and 
■  United  Kingdom. 
'th  #2:  "Hard"  automated  assembly 
tems  aren't  flexible. 

:t:  The  core  of  our  system,  the  Model-64 
chine,  features  versatile,  dependable, 
Ti-actuated  station  tooling.    Bodine 
sembly  Systems  are  based  on  modular 
nstruction,  recognizing  our  customers' 
eds  for  future  flexibility.    In  fact,  man- 
icturing  cells  of  two  or  more  Bodine 
sembly  Systems  can  produce  thousands 
different  product  combinations  in  batch 
es  large  or  small. 

^th  #3:  Only  the  "Big  Boys"  can  afford  to 
ly  automate. 

ct:  If  you  are  looking  to  automate  your 
embly  operation,  Bodine  has  the  right 
stem  for  you.   Whether  you  are  a  single 
ility  manufacturer  or  a  Fortune  500 


corporation,  we  otter  payment  terms  that 
are  compatible  with  your  budget.    Upfront 
payment  is  never  required  with  your  order. 

Bodine's  modular  construction  also 
means  reliability,  high  uptime  and  low 
maintenance  costs.   Translation?   Increased 
profits  for  you. 

Myth  #4:  "Leading  edge"  technologies  are 
universally  suitable  for  the  production 
floor. 

Fact:  Start-up  and  maintenance  of  high- 
tech  manufacturing  processes  can  be  costly 
and  difficult  without  qualified  technicians 
on  site.   Bodine  integrates  "leading  edge" 
technologies  with  the  assembly  process, 
while  making  every  effort  to  ensure  com- 
patibility with  existing  equipment,  your 
operators  and  maintenance  people. 
Myth  #5:  All  assembly  automation  builders 
provide  ongoing  system  support. 
Fact:  At  Bodine,  we  understand  the  impor- 
tance of  uptime  on  high-production  equip- 
ment.  We  respond  to  customer  needs 
immediately — with  a  full  warehouse  of 
standard  commercial  components  and 
spare  parts.   Parts  can  be  shipped  domesti- 
cally or  overseas  within  3  hours  of  request. 

In  addition,  Bodine's  engineering  staff 
will  be  there  when  product  changes  call 
for  system  modification.  A  staff  of  electri- 
cal and  mechanical  service  technicians  is 
available  at  all  times. 
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ASSEMBLY  SYSTEMS     The  Name  In  Successful  Assembly. 
THE  BODINE  CORPORATION  •  P.O.  BOX  3245  •  BRIDGEPORT,  CT  06605  •  (203)334-3107 


for  makers  of  implantable  body  parts 
(Forbes,  June  12).  Implantable  elec- 
trodes provide  more  precise  control 
than  those  applied  to  the  skin,  which 
can  shift  around  and  must  be  reset 
daily.  "There's  still  quite  a  lot  of  re- 
search that  has  to  be  done  on  how 


these  will  interact  with  the  body," 
admits  Douglas  Ritchie,  senior  vice 
president  at  MiniMed,  a  $15  million 
(1988  sales)  maker  of  drug  infusion 
pumps,  based  in  Sylmar,  Calif. 

Despite  the  obstacles,  there's  rea- 
son to  be  hopeful.  "We're  just  now 


getting  to  the  point  where  the  i 
on  patients  is  going  to  be  significa| 
says  William  Heetderks,  a  medica 
ficer  at   the   National   Institute! 
Health.  That  doesn't  mean  fes 
produce  bionic  people,  but  it  c 
improve  some  patients'  lives.  ■ 


Insights 


Commentarv  by  Michael  Gianturco 


AN  OMINOUS  DIVERGENCE 


The  large-cap  computer  technology 
stocks — IBM,  DEC,  Hewlett-Pack- 
ard—lifted their  heads  during  the 
Dow's  recent  surge.  Yet  they 
seemed  to  droop  again  as  the  rally 
progressed.  This  intrigued  me.  So 
recently  I  ran  an  analysis  of  the 
computer  industry  groups'  relative 
performance  over  the  short  and  the 
long  term. 

Here's  what  I  found:  The  long- 
term  numbers  indicate  that  a  very 
wide  divergence  has  now  developed 
between  the  computer  hardware 
groups  and  the  broad  market.  I  don't 
like  the  look  of  this  at  all. 

Relative  performance  is  calculat- 
ed by  simply  dividing  one  index  into 
another.  In  this  study,  I  compared 
the  computer  hardware  stock 
groups — collections  of  companies 
grouped  by  product  concentrations 
in  micro-,  mini-  or  mainframe  com- 
puters— to  the  broad  market,  as  re- 
flected in  the  Standard  &.  Poor's 
500.  The  software  and  database  I 
used,  developed  by  Telescan  in 
Houston,  plots  the  computer  hard- 
ware groups  separately. 

The  computer  groups'  weakness 
in  the  short  term  probably  just  re- 
flects the  market's  recent  erratic 
mood  swings  over  the  possibility  of 
recession.  When  a  recession  appears 
imminent,  the  market  usually  rises 
on  the  expectation  of  lower  interest 
rates,  and  the  computer  stocks  lag — 
for  computer  stocks  do  best  when 
the  economy  does  well.  Then,  if  it 
suddenly  appears  the  recession  has 
been  successfully  postponed  once 
again,  the  computer  stocks  revive 
and  the  broad  market  reacts  by  tick- 
mg  down. 

Midracl    Gianturco    is  president    of   Jlx' 
hitueton  Portfulitjs,  a  New  Jersey  irwest 
men:  "     '•i-ntcnt  firm  and  author  of  Vn*: 
Sic  Iii\eMor'>  Computer  Guide 


So  the  short-term  weakness 
didn't  bother  me.  It  is  the  longer- 
term  trend  that  will  interest  inves- 
tors— and  it  is  striking  because  it  is 
so  sharply  defined. 

Throughout  the  rally,  ever  since 
1983,  the  computer  groups  have 
been  underperforming  the  broad 
market.  The  relative  strengths  of  all 
three  computer  stock  groups  have 
declined  from  their  1982  growth 
rate  peaks,  which  greatly  exceeded 
the  growth  rate  of  the  S&.P  500.  In 
fact,  having  lost  their  leadership  po- 
sition in  1982,  their  relative  perfor- 
mance has  continued  to  weaken 
and  they  have  been  steadily  slipping 
back  through  the  ranks  of  stock 
groups.  IBM,  for  example,  has 
scarcely  recovered  at  all  from  the 
1987  crash  and  sells  well  below  its 
1985  high.  Digital  Equipment  sells 
for  barely  half  its  precrash  high. 
This  in  a  market  that  has  regained 
all  it  lost  in  the  crash. 

The  long  downtrend  in  relative 
strength  affecting  mainframes  and 
minis  appears  explicable  to  me  on 
fundamental  grounds.  But  the  de- 
cline also  affects  micros,  which  I 
frankly  didn't  expect  on  fundamen- 
tal grounds.  The  weakness  in  com- 
puter hardware  stocks  is  not  univer- 
sal— Compaq  has  certainly  bucked 
the  trend — but  it  is  prevalent.  Why? 

Several  fundamental  explana- 
tions suggest  themselves.  It  is  clear 
that  the  center  of  profitability  in  the 
computer  industry  is  steadily  drift- 
ing from  hardware  to  software.  The 
spread  of  networking  further  threat- 


ens hardware  industry  profitabilit 
by  cracking  captive  markets  an 
erasing     the     distinctions     amon; 
competing  machines  (see  my  story 
"The  supemets  are  coming!"  Feb 
20).  The  technology  seems  to  bt 
turning  in  on  itself,  focusing  mort 
on  blinding  speed  at   engineering^ 
benchmark  tests  than  on  the  centra 
real  world  problem,  which  is  tha 
most  computers  are  only  just  barel 
usable  by  most  people. 

A  more  sweeping  explanation  i 
economic.  Computer  technolo, 
stocks  respond  most  sensitively  to 
growth  moves  in  the  economy 
With  this  in  mind,  it  is  not  surpris- 
ing that  during  the  steepest  growth 
period,  the  catapult  ride  out  of  re 
cession  in  1982-83,  the  computer 
stocks  would  set  a  record  for  perfor 
mance  not  equaled  since. 

So  this  unpleasant  divergence  in 
performance  indicators  can  certain 
ly  be  explained.  Yet  something  still 
bothers  me:  Over  the  span  of  seven 
years,  a  gradual,  persistent  weaken 
ing  in  the  stocks  of  this  front-run- 
ning technology  of  the  service  econ 
omy  does  not  augur  well.  It  could  be 
that  the  computer  stocks'  decline  in 
relative  rank  from  market  leaders  to 
market  stragglers  reflects  some  in- 
cipient weakness  in  the  whole 
economy. 

Large  questions  aside,  we  know 
that,  from  a  trading  standpoint,  the 
stock  market  abhors  divergences. 
Sooner  or  later,  they  are  corrected. 
There  are  two  ways  for  this  one  to 
work  itself  out.  The  computer 
stocks  could  suddenly  surge.  Even- 
tually they  will — but  I  wouldn't 
look  for  a  1982-type  move  until  we 
are  deep  in  the  pit  of  the  next  reces- 
sion. The  more  likely  possibility,  in 
my  view,  is  that  the  broad  market 
will  suddenly  go  down.  I  am  accord- 
ingly beginning  to  take  a  few  pre- 
cautionary short  positions.  ■ 
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Mo  plane  I  ever  flew  for  McDonnell  Douglas  was  going  to  lead  as  primitive  a  life 
■  5  the  ones  we're  rebuilding  here  at  Wings  of  Hope. 
I       They're  all  small,  single-engine  planes,  most  of  them  donated  to  the 
.^anization.  After  we  rebuild  the  engines  and  refit  the  interiors,  we  turn  them  over 
)  missions  for  medical  work  in  remote  areas  of  the  world.  They  operate  far  from 
vilization,  often  over  jungle  areas  and  other  unfriendly  terrain,  so  we  have  to  make 
jre  they're  in  first-rate  working  order 

Edgar,  Ed  and  I,  plus  quite  a  few  others,  volunteer  our  help  to  get  them  ready 
here  was  a  satisfaction  in  the  way  we  worked  at  McDonnell  Douglas  that  we  didn't 
ant  to  give  up  when  we  retired.  At  Wings,  we're  working  as  a  team  again. 

We'll  always  be  proud  of  building  the  world's  finest  fighter  aircraft,  but  now 
e're  helping  give  the  world  something  else— little  planes  that  can  help  relieve  pain 
iiid  save  lives,  tool' 

-Joe  Dobronski  lleftj,  McDonnell  Douglas,  Director  of  Flight  Test  &  Operations,  Retired,  with  Edgar  Applegate  (center), 
Experimental  Aircraft  Mechanic,  Retired,  EdLeriche  (right}.  Flight  Line  Quality  Assurance  Inspector.  Retired 
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A  company  of  leaders. 


Marketing 


Exlited  by  Joshua  Levine 


How  do  you  sell  people  something  they 
may  need  but  dont  want  to  think  about? 
Thafs  Marriott's  marketing  problem  with 
its  new  housing  for  the  elderly. 

Tea,  sympathjr  and 
direct  mail 


By  Janet  Novaek 


1AST  YEAR  Marriott  Corp.  mailed 
_  invitations  to  become  "charter 
I  members"  of  its  new  Jefferson 
condominium  to  45,700  residents — 
primarily  affluent  elderly — of  the 
Washington,  D.C.  area.  For  a  $1,000 
refundable  deposit,  these  charter 
members  would  get  first  pick  of  apart- 
ments in  a  not-yet-built  but  unique 
luxury  high  rise.  The  Jefferson  would 
have  a  pool,  maid  service  and  a  health 
club,  of  course.  But  it  would  also  offer 
communal  meals,  24-hour  emergency 


call  buttons  in  each  bathroom  and 
bedroom,  a  floor  with  skilled  nursing 
rooms,  and  another  floor  of  "assisted 
living"  rooms  for  those  who  don't 
need  nursing  but  can't,  for  example, 
dress  themselves. 

In  three  months  1,806  deposits — a 
nearly  4%  response  rate — flooded  in. 

Impressive?  In  the  direct  mail  busi- 
ness, a  2%  to  3%  response  is  good; 
getting  4%  to  send  money  right  off 
the  bat  is  phenomenal.  And  that  was 
just  one  of  the  tests  that  persuaded 
Marriott,  after  five  years  of  market 
research,  to  bid  to  become  the  leader 
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in    the     hybrid    retirement/nursi 
home  business. 

The  $7.4  billion  (1988  sales)  ho- 
and  restaurant  operator  says  it  w 
spend  more  than  $1  billion  over  t 
next  five  years  to  build  150  har 
somely  appointed  retirement  centt 
nationwide,  all  with  nursing  home 

Why  Marriott?  In  an  industry  th 
has  more  than  its  fair  share  of  slea 
operators,  Marriott  found  that  it  h 
one  very  important  marketing  adva 
tage:  its  good  name.  "We  felt  Marric 
would  do  things  in  a  nice  mannei 
says  Jefferson  depositor  Emma  Ra 
dolph  Hurst,  72,  of  Alexandria,  Va. 

Marriott  opened  its  first  two  dev^ 
opments  last  summer,  the  382 
Fairfax  in  Fort  Belvoir,  Va.  and  t 
Quadrangle,  with  349  apartments  ai| 
cottages,  outside  Philadelphia.  Bo 
had  more  than  80%  of  their  units  sp 
ken  for  the  day  they  opened. 

Marriott  actually  plans  severlK: 
products  in  this  field.  In  the  next  fi 
years  it  plans  to  build  50  addition 
so-called  lifecare  facilities  that,  lil 
the  Jefferson,  Fairfax  and  Quadrangl  r» 
are  made  up  primarily  of  apartmen 
for  independent  living  but  also  offi 
assisted  living  and  skilled  nursir 
care.  It  also  plans  100  suburban  Brigl  kr 
ton  Gardens  and  urban  Brighton  Plac  fc 
developments  with  only  two  option 
assisted  living  and  nursing.  Tl  e. 
Brighton  projects  will  be  markete  f 
mostly  to  the  children  of  elderly  pe(  ki 
pie,  some  in  their  sixties  themselve 
who  find  that  mom  can  no  longi 
manage  alone. 

By  contrast,  70%  of  the  folks  wh  h 
move  to  the  Fairfax-type  develoj 
ments  make  the  decision  primaril 
themselves,  says  Brian  Swinton,  vie 
president,  senior  living  services  div 
sion.  "I  went  through  illnesses  wit 
both  my  parents  and  three  maide 
aunts.  We  don't  want  to  do  that  to  ovj 
kids,"  says  Alice  Pitt,  a  robust  6c 
year-old  Quadrangle  resident. 

Even  with  Marriott's  reputation  f( 
quality,  lifecare  is  a  tricky  sell.  Moi 
people  75-plus  (the  primary  markei 
see  themselves  as  fitter  and  younge 
than  they  are;  and  yet  an  investmen 
in,  even  a  deposit  on,  the  Jeffersoi 
requires  them  to  see  themselves  a 
frailer  and  older.  The  projects'  desigi 
accommodates  that  awareness,  bu 
delicately,  by  segregating  nursing  am 
assisted-living  residents  from  thoS' 
who  are  still  independent.  That  way 
when  healthy  old  folks  eat  in  the  Fair 
fax'  elegant  dining  room,  they  don' 
have  to  watch  those  who  can't  fee( 
themselves. 

The  Jefferson,  scheduled  to  open  ii 
1992,  isn't  yet  actually  selling  its  32; 
$106,000-to-$260,000        condomini 
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4  private  liiing  room  and  a  nursing  station  at  the  Fairfax 

tiifaid  service,  a  health  club  and  24-hour  emergency  call  buttons. 


3t|ms.  But  Marriott  began  test-market- 
pig  them  in  1987  with  a  mail  survey 
i  4,200  area  residents;  over  900  re- 
r  ponded,  confirming  another  of  Mar- 
i\  ott's    marketing    insights:     Direct 
a  lail  is  a  good  way  to  reach  the  elder- 
i  h  "They  R.S.V.P.  It's  the  group  that 
;1  rew  up  with  Emily  Post,"  observes 
1 4ary  Morrow-Bax,  senior  living  ser- 
fs ices  national  director  of  marketing. 
E  What  do  the  affluent  elderly  say 
;lhey  want  in  their  final  homes?  Balco- 
( lies  and  patios,  safe-deposit  boxes,  a 
1  onvenience  store  and  a  barber  and 
li  eauty  shop  on  the  premises.  Also,  in 
e  astern  urban  areas,  they're  keen  on 
(  ocktail  loimges.  "One  of  the  things 
:  hat's  been  inherently  wrong  with 
shis  business  over  the  past  years  is 
hat  it's  been  more  of  a  developer- 
Iriven   business    than   a    consumer- 
iriven  business,"  says  James  Eden,  se- 
dor  living  services  general  manager. 
Marriott  finds  that  the  people  who 
inblinkingly  write  out  $1,000  deposit 
;hecks  do  so  as  a  kind  of  insurance 
)olicy.  "Most  of  them  who  sign  up  are 
^^ateful  it's  not  going  to  happen  for 
wo  or  three  years.  It's  deliberating 
ime,"    says     Morrow-Bax.     During 
hpse  two  or  three  years  they  may 
lave  a  scare — a  heart  attack,  a  friend 
vho  falls  and  isn't  found  for  hours. 
Nhtn       they       get       that       scare, 
here's  a  Marriott  salesperson  ready  to 
listen  sympathetically. 

In  fact,  Marriott  may  keep  in  closer 
:ouch  than  the, kids.  The  Jefferson's 
iepositors,  for  example,  have  already 
eceived  from  Marriott  six  newslet- 
ers,  one  follow-up  questionnaire  on 
he  Jefferson's  design,  four  project  up- 
dates, a  Thanksgiving  greeting  card, 
ind  invitations  to  a  luncheon  and  a 
seminar  on  estate  planning  and  sell- 
ing a  home.  Also  planned:  teas,  parties 
md  social  committees.  The  object:  to 
turn  the  list  of  depositors  into  a  com- 
munity, with  cliques  whose  members 


prod  each  other  to  move  in.  After  all, 
an  active  social  life  is  a  big  part  of  the 
attraction  here. 

The  Marriott  people  listen  careful- 
ly. The  Fairfax  and  Quadrangle  re- 
quired that  residents  pay  large  entry 
fees  (as  much  as  $203,500  for  a  two- 
bedroom),  as  well  as  hefty  monthly 
charges.  The  fees  are  90%  refundable 
when  a  resident  dies  or  moves,  but 
they  worry  many  affluent  elderly  who 
want  to  conserve  capital,  and  frankly 
exclude  many  middle-class  retirees 
with  good  pensions  but  not  as  much 
in  the  bank.  As  a  result,  Marriott 
plans  to  make  most  future  projects 
somewhat  more  modest  straight  rent- 


als, with  no  entry  fees,  and  charges 
(including  one  meal  a  day)  ranging 
from  $900  a  month  for  a  studio  to 
$2,000  a  month  for  a  couple  in  a  larger 
apartment.  In  straight  rentals,  resi- 
dents will  pay  extra  if  they  need  nurs- 
ing; the  Quadrangle  and  Fairfax  pro- 
vide it  at  no  extra  charge. 

Reluctant  as  most  people  are  to 
think  about  the  inevitability  of  decay 
and  dissolution,  this  kind  of  product 
is  a  hard  sell.  To  close  the  sale  you 
must  somehow  get  the  customer  to 
think  the  unthinkable  without  turn- 
ing him  off.  No  wonder  Marriott  is 
putting  so  much  money  and  effort 
into  the  project. 


Eddie  Bauer  softened  its  outdoorsy,  tough- 
guy  image,  and  the  money  rolled  in.  And 
with  it,  a  potential  problem.. 

Pig  sweaters 

versus 
sleeping  bags 


By  Charles  Siler 


A  POPULAR  ITEM  in  Eddie  Bauer 
stores  these  days  is  the  "Wil- 
b  bur  the  Pig,"  sweater,  a  wom- 
en's ragg  wool  sweater  in  blue  and 
pink  with  a  large  pig  design  on  the 
front.  The  sweater  is  part  of  a  group  of 
patterned  sweaters  that,  since  being 
introduced  four  years  ago,  has  quickly 


grown  to  make  up  half  of  Bauer's 
sweater  sales.  And  yet  Wayne  Bado- 
vinus,  chief  executive  of  the  Red- 
mond, Wash. -based  retailer  and  cat- 
aloger,  would  just  as  soon  not  talk 
about  Wilbur. 

"I'd  hate  to  be  known  as  the  pig- 
sweater  store,"  he  says  a  little  sheep- 
ishly. Curious,  since  clothes  like  the 
Wilbur  sweater  are  such  an  important 
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Women  s  clothing  from  the  Fddie  Bauer  catalog 

Better  suited  for  a  trip  to  the  mall  than  an  expedition  to  Nepal. 


\>ii\  Lamtwit  \U(nx 


[)jj.  L_imwt,;  Mjirn 


F.ddw  Ikiiur  s  Wuyhc  Badorinns 
"Retooling  while  btisiness  is  solid." 

part  of  a  new  product  mix  that  helped 
give  Bauer  its  best  year  ever  in  1988. 
Pretax,  pre-interest  earnings  in- 
creased 29%,  to  $23  million,  as  sales 
rose  31%,  to  $301  million. 

Once  knov^rn  as  the  "expedition 
outfitter"  because  its  well-designed 
outerwear  was  used  by  adventurers 
like  the  first  U.S.  climbers  to  ascend 
Mount  Everest,  Bauer  was  sold  by  its 
founder  Eddie  Bauer  in  1968  to  an 
investor  group,  which  sold  the  com- 
pany to  General  Mills  Inc.  in  1971. 
General  Mills  fumbled  with  the  com- 
pany for  years  before  getting  the 
bright  idea  of  broadening  both  image 
and  product  line.  Last  year  General 
Mills  sold  Bauer  for  $261  million  to 
Spiegel  Inc.,  the  $1.4  billion  (reve- 
nues) catalogcr  based  in  Oak  Brook, 
111.  "When  we  bought  it,  the  invest- 
rn^^nt  community  said  we  paid  a  pre- 
~  "  says  John  J.  Shea,  Spiegel's 
riitivc.  "Now  they  say  we 
"iy."  This  year  Bauer 
a  $35  million,  before 
r  on  $410  million  in 


SiH)l^iUL\  (Ilk/  /isJuNi;  rods 

Adding  a  touch  of  the  old  image. 

revenues.  Spiegel  will  earn  about  14% 
after  taxes  on  its  investment. 

Well-crafted  fishing  rods,  rugged 
tents  and  sleeping  bags  and  drab  but 
extremely  functional  clothes  once 
covered  Bauer's  store  racks  and  cata- 
log pages.  They  have  been  replaced 
over  the  last  six  years  with  brightly 
colored  sweaters,  fake  alligator  belts, 
floral  scarves,  pleated  slacks  and  styl- 
ish jackets.  The  heavy  outerwear  is  in 
the  back  of  the  store.  "Those  same 
people  who  got  into  backpacking  in 
the  Sixties  now  have  children,"  Bado- 
vinus  says.  "They  don't  want  to  sleep 
on  the  ground  anymore." 


So  Eddie  Bauer  turned  its  back 
the  hikers  and  hunters,  white-w 
rafters  and  fishermen  who  once  i 
its  cash  registers.  The  theory  was 
customers,  and  especially  worr 
would  rather  buy  sweaters,  belts 
scarves  from  Eddie  Bauer  than  fi 
the  Gap,  or  Sears,  or  even  Mac 
because  the  Bauer  name  still  stooc 
rugged  quality.  And  it  worked. 

Since  January  1988  the  numbe 
Eddie  Bauer  stores  has  nearly  dout 
to  98.  Sixty  store  openings 
planned  by  the  end  of  next  year.  I 
despite  the  rapid  store  growth, 
catalog — practically  the  compar 
only  advertising — has  kept  pace,  c 
sistently  accounting  for  38%  of  sa^ 

Badovinus,  a  career  departm 
store  executive  who  was  chief  ope: 
ing  officer  at  San  Francisco-based 
tailer  Williams-Sonoma  Inc.  for  a  yl 
before  coming  to  Bauer  in  1987,  s»i 
that  by  1994  Bauer  should  be  a;! 
billion  company. 

But  Bauer  now  has  a  more  sutii 
image  problem.  Badovinus  realizes  j 
his  concern  about  the  pig  sweaterl 
lustrates,  that  the  long  gone  camp .{ 
gear  lent  credibility  to  other  Baia 
products.  With  all  that  "expeditic^ 
stuff  gone,  less  and  less  sets  Baucis 
sweaters  apart  from  those  sold  by  t« 
competition. 

His  solution:  bring  back  some « 
that  outdoor  gear.  But  not  too  mui 
In  the  bigger  downtown  stores  li 
Seattle,  San  Francisco  and  Chica; 
Bauer  is  setting  up  counters,  selli^ 
the  old  image  with  a  new  line  of  m 
chandise:  $30,000  antique  shotgu 
$2,000  split  bamboo  fly  rods,  soi 
heavy  saddlebag-style  leather  lugg.; 
and  a  few  handmade  duck  calls, 
don't  have  any  illusions  about  tl 
making  any  money,"  Badovinus  sa- 
"But    It    IS    legitimate    theater    tl 
makes  a  store  exciting."  | 

In  this  spirit,  Badovinus  is  spendi 
$1.5  million  to  launch  a  new  catal 
this  fall  that  reintroduces  Bau 
camping  equipment  in  a  token  offt 
ing  (two  tents,  three  sleeping  baj 
and  updated  versions  of  outerwe; 
like  the  company's  legendary  B 
down-insulated  parka. 

For  the  first  time  in  five  years  Bau 
IS  also  getting  back  into  the  adventv 
er-sponsoring  business.  The  compai 
will  supply  Alaskan  DeeDee  Jonro 
with  insulated  coveralls  and  oth 
clothes  for  her  effort  in  next  Marcl: 
grueling  1,100-mile  Iditarod  dog  si 
race  from  Anchorage  to  Nome. 

"We  are  trying  to  do  this  retoolir 
while  our  business  is  solid,  so  w 
won't  have  to  go  on  a  crash  reme 
chandising  program  someday,"  Bade 
vinus  says.  ■ 
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If  you  need  the  breadth  of  a  global  view  and  the 

challenge  of  frequent  argument  with  conventional 
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an  outrageous  pun  or  two — subscribe  to  The 

Economist.  It's  where  the  quoted  get  their  quotes. 
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Residents  of  Hood  River,  Ore.  (pop.  4,520) 
used  to  curse  the  winds  of  the  Columbia 
River  Gorge — until  they  began  sweeping 
windsurfers  and  their  dollars  into  town. 

In  search  of 
nuclear  winds 


By  Marc  Beaachamp 


SOME  13,000  years  ago,  floodwa- 
ters  of  Old  Testament  propor- 
tions scoured  a  channel  1,000 
feet  deep  in  the  40-million-year-old 
volcanic  rock  of  the  Cascade  Range. 


Result:  the  80-mile-long  Columbia 
River  Gorge,  a  portion  of  the  natural 
boundary  that  today  separates  Oregon 
from  Washington. 

Cool  marine  air  rushes  down  the 
gorge  as  warm  air  rises  over  the  plains 
of  central  and  eastern  Oregon.  Winds 


of  15mph  to  45mph,  with  gusts  up 
60mph,  blow  through  this  fir-line 
wind  tunnel  almost  year-roimd. 

Not  long  ago  local  residents  curse 
the  winds.  They  played  havoc  witl 
fishermen,  boaters  and  water-skien 
and  made  it  difficult  for  fruit  grower 
to  spray  their  crops.  (The  Hood  Rive 
Valley,  some  60  miles  east  of  Port  ^ 
land,  is  one  of  the  world's  leadin, 
producers  of  winter  pears.) 

These      days,      however,      people 
around  Hood  River  complain  if  thBi 
wind  isn't  blowing.   The   reason 
windsurfing,  which  has  become  on 
of     the     coimtry's     fastest-growin 
sports.  From  May  to  November  th 
Columbia   River   Gorge    becomes 
mecca  for  thousands  of  the  sport' 
most  serious  devotees.  They  bravi 
40mph  winds,  8-foot  swells  and  barg(  ^ 
traffic  to  try  to  break  the  river  spee( 
record  of  42mph.  Says  one  "board 
head,"  "If  you're  not  out  of  control    ;!' 
you're  not  going  fast  enough."  , 

The  gorge  is  popular  for  more  thai  ^ 
speed.  For  North  Americans  it's  not  as 
hard  to  reach  as  Maui,  Aruba,  Cancur 
and  other  windsurf  hot  spots  (see  box 
opposite).  Nor  are  there  any  sharks  oi 
nasty  coral  reefs  to  worry  about.  Anc 
the  river's  6mph  current  runs  against 
the  wind,  meaning  sailboarders  don't 
have  to  waste  so  much  time  tacking 
back  to  where  they  started. 


I. 


latng  wvuts  up  to  4'iviph  on  the  Columbia  Rii<er 
lot  out  ttf  control,  you're  not  going  fast  enough. 
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The  man  generally  credited  with 
tting  the  gorge  on  the  windsurf  map 
Doug  Campbell,  44,  a  former  emer- 
ncy-room  doctor  and  windsurfer 
)m  the  central  Oregon  town  of 
nd.  In  1982  Campbell  organized  the 
St  sailboard  race  on  the  river.  Fifty 
ople  came.  This  summer's  Pro- Am 
e  (one  of  several  annual  sailboard 
ents  on  the  Columbia)  drew  60,000 
ilboarders  and  spectators.  They 
me  from  as  far  as  Tahiti,  Japan,  Ger- 
any  and  Brazil. 

Sailboarding  in  the  gorge  is  not  for 
e  faint-hearted.  Hypothermia  is  a 
nger  (even  in  midsummer  the 
urmest  the  water  gets  is  70  degrees). 
sides  the  wall-high  swells  and  600- 
Dt  barges,  sailboarders  also  have  to 
Dk  out  for  fishing  nets  laid  by  local 
dians — and,  of  course,  one  another. 
Most  gorge  sailors  are  men,  aged  20 
35.  But  there  are  more  women  ev- 
Y  year.  A  good  number  of  sail- 
arders  are  approaching  middle  age, 
d  a  few  are  into  their  70s. 
The  windsurfers  have  developed 
eir  own  lingo.  To  "shred"  is  to  go 
3t;  to  "do  air"  means  to  jump. 
,oops"  are  flips.  A  "nuclear  wind"  is 

unusually  heavy  one.  (The  term 
iginally  was  a  reference  to  the  nu- 
ar  power  complex  at  Hanford, 
ash.,  about  110  miles  upriver.  Gen- 
ally  speaking,  all  winds  over  30mph 
e  called  nuclear.) 

For  hardcore  boardheads  in  the 
rge,  the  most  challenging  places  to 
il  are  across  the  Hood  River  Toll 
idge  on  the  Washington  side  of  the 
/er,  at  the  Hatchery,  Swell  City, 
oug's  Beach  and  Doug's  West 
amed  after  Doug  Campbell).  Nov- 
es  can  find  more  sheltered  areas  at 
e  Hood  River  Marina  and  a  few 
iles  east  at  The  Dalles,  Ore. 
For  Hood  River,  the  windsurfing 
)om  came  just  in  time.  The  local 
onomy  was  becalmed.  Hood  River's 
rgest  lumber  mill  was  struggling  to 
ay  open,  the  antiquated  cannery  was 
luttered  and  the  local  Jantzen  shirt 
ctbry  had  closed  down.  Unemploy- 
ent  nudged  20% . 

Windsurfing  helped  bail  out  the  lo- 
J  economy  and  will  bring  well  over 
10  million  into  the  area  this  year 
one.  New  restaurants  have  opened 
fering  Japanese -and  Greek  food.  Old 
juses  with  river  views  in  Hood  Riv- 
s  unfashionable  "Caimery  Row" 
jve  been  bought  up  by  windsurfers 

speculators.  Others  have  been 
tmed  into  bed-and-breakfast  hotels, 
jveral  condo  projects  have  sold  out. 
And,  of  course,  there  are  plenty  of 
Jw  businesses  dedicated  to  making, 
nting  and  selling  sails,  boards,  wet 
lits  and  other  gear.  To  get  outfitted 


for  gorge  sailing  can  run  upwards  of 
$5,000.  Wind  conditions  require  sev- 
eral different  board  and  sail  sizes  (the 
stronger  the  wind,  the  smaller  the 
board  and  sail).  Sailboarders  may  need 
several  wet  suits  for  the  widely  vary- 
ing water  and  air  temperatures. 

The  Hood  River  telephone  directo- 
ry now  lists  some  40  windsurf-related 
businesses,  including  a  weekly  news- 
paper for  boardheads  and  a  video  pro- 
duction company. 

What  if  your  idea  of  fvm  isn't  shred- 
ding across  the  water  at  40mph? 
Windsurfing  isn't  Hood  River's  only 
attraction.  On  calm  days  sailboarders 
and  tourists  ride  mountain  bikes 
along  old  logging  roads,  raft  down  the 
rapids  of  the  Columbia's  tributaries 


and  fish  for  salmon,  trout  and  bass. 
Nearby,  11,235-foot-high  Mount 
Hood  offers  skiing  year-round.  Some 
20  miles  west  is  the  620-foot-high 
Multnomah  Falls,  one  of  Oregon's 
most  popular  tourist  sites. 

And  to  numb  the  aches  and  pains 
from  battling  nuclear  winds  on  the 
river,  several  local  wineries  offer 
tours  and  tastings.  Sailboarders  can 
also  soak  sore  muscles  in  the  mineral 
baths  and  get  a  massage  at  the  rustic 
Carson  Hot  Springs  Resort,  across  the 
river  in  Washington. 

Accommodations  range  from  camp- 
sites and  bed-and-breakfasts  ($25  to 
$50  a  day)  on  up  to  the  Columbia 
Gorge  Hotel,  built  in  1921,  where  riv- 
er-view rooms  start  at  $150  a  night.  ■ 


Other  windsurfing  hot  spots 


Back  in  1983  and  1984,  when 
the  gorge  was  "still  a  Ijit  of  a 
secret  known  to  a  few  hundred 
people,  Maui  was  the  place,"  says 
Bruce  Peterson,  a  sailmaker  and 
professional  windsurfer  who  pock- 
eted $4,500  in  prize  money  for  win- 
ning the  1989  Gorge  Pro-Am  wind- 
surfing competition.  Maui  may 
have  lost  some  cachet  but  none  of 
its  popularity. 

Intrepid  wavesailors  who  like  to 
flip  their  boards  on  mast-high 
waves  sail  Maui's  north  shore,  at 
places  like  Hookipa.  Begiimers  and 
intermediates  who  prefer  flatter 
water  and  gentler  winds  ply  the 
south  shore,  around  Kihei. 

On  the  U.S.  mainland.  Cape  Hat- 
teras  on  North  Carolina's  Outer 
Banks  provides  "the  best  advanced 
windsurfing  on  the  East  Coast," 
says  Tom  James,  editor  at  large  of 
WindRider  magazine.  The  Outer 
Banks,  which  arc  out  in  a  bow- 
shape  as  much  as  30  miles  into  the 
Atlantic  from  the  mainland,  bene- 
fit from  a  consistent  offshore  wind, 
and  the  inland  waterway  is  shal- 
low for  miles. 

Warm  water  and  steady  winds 
are  what  make  Corpus  Christi, 
Tex.  a  big  hit  with  sailboarders 
down  south.  A  favorite  spot  for  be- 
ginners is  Bird  Island  Basin,  on  Pa- 
dre Island. 

On  the  West  Coast  the  San  Fran- 
cisco Bay  area  draws  raves  for  its 
robust  winds  and  scenic  locales. 
WindRider's  James  says  it  "could  be 
the  best  place  to  windsurf  in  the 
continental  U.S."  Expert  sail- 
boarders brave  the  cold  waters  to 
cruise  from  Crissy  Fields,  right  in 


the  center  of  the  city,  to  Alcatraz 
or  Berkeley  or  under  the  Golden 
Gate  Bridge. 

For  the  truly  adventurous,  there 
is  the  Baja  Peninsula.  Starting 
about  300  miles  south  of  the  U.S.- 
Mexico border,  a  series  of  points 
jut  out  from  Baja  into  the  Pacific 
Ocean,  providing  superb  wavesail- 
ing  with  steady,  strong  winds  that 
occasionally  become  nuclear.  But 
if  you  go  to  Baja's  west  coast,  plan 
to  pack  your  four-wheel-drive  with 
tent,  sleeping  bag  and  all  the  food 
and  water  you'll  need,  since  you'll 
likely  be  windsurfing  in  a  wilder- 
ness area. — Ray  Healey  Jr. 


Getting  up  to  speed  in  Maui 
Another  Mecca  Jot  sailboarders. 
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Collectors 


Editorial  cartoons  don't  interest  many  col- 
lectors, which  has  created  a  collecting  op- 
portunity for  stockbroker  Dennis  Ryan. 

Nast  and 
other  nasties 


By  Christie  Brown 


EDITORIAL  CARTOONS  in  news- 
papers and  magazines  can  put 
the  emotions  in  high  gear  as 
the  cartoonists  daily  condemn,  praise 
or  lampoon  public  figures  and  events. 
Even  today,  many  people  remember 
the  1968  cartoon  by  Pulitzer  Prize 
winner  Paul  Szep  of  the  Boston  Globe 
depicting  Lyndon  Johnson  as  Pinoc- 
chio  with  a  four-year-long  nose. 

The  drawing  for  that  cartoon  is  just 
one  of  1,800  original  editorial  car- 
toons that  Dermis  Ryan,  a  Los  Ange- 


les-based broker  for  Paine  Webber,  has 
amassed  over  the  past  eight  years.  His 
collection  includes  all  the  Pulitzer- 
winning  cartoonists,  as  well  as  earlier 
masters  of  the  genre  like  Thomas 
Nast,  C.K.  Berryman,  Charles  Bar- 
tholomew and  Winsor  McCay.  They 
date  from  1880,  when  photoengraving 
was  first  used,  to  the  present. 

There  are  only  about  250  editorial 
cartoonists  in  the  U.S.  now,  and  many 
of  their  styles  are  instantly  recogniz- 
able. But  by  definition  the  message  in 
editorial  cartoons  is  so  timely  that  the 
artistic  skills  are  overlooked  and  the 


jokes  quickly  become  dated.  As  a  i 
suit,  there  is  virtually  no  market  f 
the  original  drawings.  No  dealers  sp 
cialize  in  editorial  cartoons,  there 
little  literature,  and  only  a  few  eai 
American  cartoonists  like  Nast  aj 
Paul  Revere  ever  show  up  at  auctio 
(Unlike  original  comic  book  or  fil 
cartoon  creations,  which  are  currer 
ly  very  hot.) 

Ryan  bought  his  first  cartoon 
1981  when  he  was  struck  by  a  bitii 
drawing  by  Bill  Schorr  in  the  LosAnfi 
les  Herald  Examiner  about  the  attemi 
ed  assassination  of  Pope  John  Paul 
Ryan  impulsively  called  Schorr  to  bi 
the  original.  Schorr  sold  the  drawii 
to  Ryan  for  only  $100,  and  Ryan  had 
new  hobby. 

At  first,  the  veteran  stockbroker  d 
cided  to  concentrate  on  cartoons 
fating  to  the  economy  and  the  sto< 
market.  He  looked  through  out-c 
state  newspapers  in  a  library 
wrote  to  20  artists  requesting  copi 
of  appropriate  cartoons,  and  the  pric 
they  were  asking.  The  respons 
flooded  in.  Within  a  month  his  offi' 
walls  were  covered  with  30  origin 
cartoons,  which  had  cost  from  $25 
$150  each.  One  is  a  1979  cartoon  I 
Jim  Larrick  in  the  Jackson,  Miss.  CU* 
ion-Ledger  showing  a  '"buUybear"— 
two-headed  creature  that  can't  decii 
which  way  to  go.  It  cost  only  $50. 

Discovering  he  was  one  of  a  handf; 
of  collectors  of  such  original  art,  ai 
that  the  price  was  right,  Ryan  decidi 
to  broaden  his  collection  to  inclu( 
editorial  cartoons  relating  to  all  maj 
historical  U.S.  events  since  1880. 


Photos  b>'  Wa>Tte  Shuiubula 
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\-mv.s  Ryan's  collection  includes  a  7979  cartoon  of  a   "hullviwar" 
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TO  HND  OUT  WHAT  SEPARATES 

HEYOUfOTGO  FROM  OTHER  LUXURYCARS, 

YOU  HAYETO  GET  INSIDE  IT. 


^AFEir  M^E 


MyiTI-UNK  INPErENPENT 


AP^  HriTKAUul^  UNIT 


mwi'^  m€ 


SUPPLEMENTAL  RE^TKAIKT 


iim  ALL(7Y 


Inside  the  Volvo  760  you'll  find  more 
Ji  just  leather-trim  seats,  power  win- 
ivs,  and  a  high-end  stereo  system. 

You'll  find  a  level  of  automotive  engi- 
iring  that  exceeds  that  of  many  cars  in 
class. 

Consider,  for  instance,  Volvo's  unique 
ilti-link  independent  rear  suspension. 
dike  conventional  systems,  Multi-link 
)ws  each  wheel  to  react  individually 
varying  road  conditions.  The  result  is 
exceptionally  smooth  ride  coupled 
Ih  precise  road  handling. 

X9  Volvo  Norlh  Amenta  Corporadon. 


^^LAP^RE 


h^  WHEEL  m^O^ 

Also  consider  the  760's  choice  of 
power  plants.  You  can  have  a  highly 
responsive,  overhead  cam  V-6.  Or  an 
intercooled,  turbocharged  four  that  can 
rocket  the  760  from  0-55  MPH  in  less 
time  than  it  takes  many  so-called 
performance  sedans. 

But  even  more  important  than  0-55 
is  the  time  it  takes  to  go  from  55-0.  Which 
is  why  the  760  comes  with  a  state-of-the- 
art  anti-lock  braking  system  (ABS). 
With  ABS,  you  can  practically  stand  on 
the  brakes  with  little  chance  of  skidding 


or  losing  control.  Even  on  wet  surfaces. 

For  additional  safety,  the  760  is 
equipped  with  a  driver's  side  Supplemen- 
tal Restraint  System.  And,  of  course,  it  is 
replete  with  all  the  safety  features  Volvo 
has  long  been  famous  for 

All  of  which  goes  to  prove  that  if 
you're  in  the  market  for  a  luxury  car,  you 
should  look  into  the  Volvo  760. 

After  all,  no  other  car  in  its  class  has 
such  an  impressive  interior 


A  car  you  can  believe  in. 


f  lif  (Beslon  i,l>IK6' 


Pulitzer  winner  Paul  Szep's  1968  cartoon  of  Lyndon  Johnson  as  Pinocchio 


Tho"-as  :Vfi<vr  applautis  Presitient  Grot<er  Cleivlami  in  1886 


His  main  sources  have  been  the  a 
ists  or  their  heirs,  and  placing  adv< 
tisements  in  newspapers.  For  exai 
pie,  he  bought  many  of  his  38  C. 
Berryman  cartoons  from  Berrymar 
daughter,  Florence,  in  Washingto 
D.C.  Berryman  (1869-1949)  was  far 
ous  for  his  political  lampoons  in  tl 
Washington  Star. 

Ryan  has  frequently  traveled  to  tl 
artists'  homes  to  dig  through  thf 
works  for  the  cartoons  he  wants 
June  he  snapped  up  120  cartoons  on 
three-week    trip    visiting   30   artis 
around  the  country.  His  cost:  $50 
$150  per  cartoon.  Ryan's  purchas 
have  included  a  1924  cartoon  by  Ro 
ert  Ripley  (creator  of  Ripley's  fieto'e 
or  Not].  It  portrays  heavyweight  cha 
pion   Jack   Dempsey   sitting  atop 
mountain,  a  man  without  peer. 

Wars   are   a   recurrent    subject 
Ryan's  collection.  One  outstand 
example  is  a  1916  rendering  of  Unc 
Sam  walking  a  "neutrality"  tightro 
across  the  Atlantic,  carrying  arms 
the  Allies  and  cotton  for  Germany, 
was  drawn  by  Chicago  Tribune  ca 
toonist  John  McCutcheon. 

The  "old  master"  of  U.S.  editori. 
cartoonists  since  1880  is  indisputabl] 
Thomas  Nast  (1840-1902),  whose  ca 
toons  were  published  in  Harpei 
Weekly  and  many  major  journals  of  t 
day,  including  Phunny  Pbellow,  Ni(.\ 
Sax  and  Vanity  Fair.  And  the  prices  f 
his  work  are  exceptional,  too.  "Thl 
price  of  a  Nast  drawing  has  gone  fror 
$500  to  $1,800  in  the  past  ten  years, 
says  Draper  Hill,  a  cartoonist  at  th 
Detroit  News  who  is  writing  a  biogrj 
phy  of  Nast.  Ryan  blew  his  budget  o 
nine  works  by  Nast,  including  a 
1886  cartoon  applauding  Presiden 
Grover  Cleveland  for  his  handling 
civil  service  reform. 

Ryan  has  nearly  completed  hi 
quest  for  historically  significant  cai 
toons  over  the  past  century.  They  fil 
13  cartons,  which  he  keeps  in  a  ware 
house.  "The  returns  are  diminishin 
for  me  at  this  stage,"  he  says. 

But  his  broker's  instinct  for  seeing 
profit  opportunity  has  been  aroused 
Ryan  plans  to  show  the  collectioi 
next  year  at  the  Pasadena  conventioi 
center — by  invitation  only — and  thei 
may  offer  the  entire  collection  for  sal 
as  a  block.  His  total  investmen 
amounts  to  a  little  over  $100,000,  bu 
he  feels  that  a  museum  or  privatt 
individual  will  get  a  bargain  fo 
"somewhere  in  the  seven  digits." 

"I  would  like  a  museum  to  dedicat< 
a  wing  to  it,  or  someone  like  Donak 
Trump  might  like  it,"  says  Ryan,  ir 
whose  breast  hope  obviously  spring; 
eternal. 


218 


FORBES,  SEPTEMBER  18,  1989 


Many  financial  institutions 
can  manage  your  portfolio.  But 
getting  a  variety  of  specialized 
services  you  may  need,  and 
want,  is  another  matter. 

That's  why  we  created  the 
Merrill  Lynch  Consults™  Service, 
to  make  available  to  you  individ- 
ualized portfolio  management, 
along  with  other  related  services. 

Your  Merrill  Lynch  Financial 
Consultant  can  work  with  you  to 
help  identify  your  investment 
objectives,  and  the  degree  of  risk 
you're  willing  to  take.  Then  they'll 
help  identify  a  portfolio  manager, 
from  among  those  participating 
in  our  service,  whose  experience 
and  philosophy  match  your 
objectives. 

You'll  also  receive  a  detailed 
quarterly  performance  evaluation 
which  you  can  review  with  your 
Financial  Consultant,  along  with 

©1989  Merrill  lynch,  Pierce.  Tenner  &  Smith  Inc  Member  SIPC 


monthly  account  statements.  \bu 
can  use  this  information  to  redi- 
rect the  efforts  of  >our  individual 
portfolio  manager,  if  necessary 
And,  if  you  have  any  questions, 
you  can  call  your  portfolio  man- 
ager directly 

The  Merrill  Lynch  Consults 
Service  is  part  of  our  (xigoing  com- 
mitment to  meet  our  client  needs. 


For  more  information,  and  help 
w\\h  a  risk  evaluation,  return  the 
coupon.  Or,  for  a  faster  response, 
call  us  or  your  Financial  Consul- 
tant today 

Merrill  Lynch.  For  the  services 
you  deserve. 

1800  637-7455,  ext.  5876 


r 


Mail  to:  Merrill  Lynch,  Pierce,  Fenner  and  Smith  Inc.,  Response  Center, 
P.O.  Box  30200,  New  Brunswick,  NJ  08989-0200 

Please  send  me  more  information  about  the  Mei  rill  Lynch  Consults™  Service. 
Name 


n 


Address. 
City 


State 

Home  PhoneL 


-Zip_ 


) 


Merrill  Lyncti  customers,  please  give  the  name  and  location  of  your  Financial  Consultant. 


I_ 


5876 


Merrill  Lynch' 

A  tradition  of  trust 


Careers 


Mues  and  Lillian  Cahn  sold  their  biAsiness 
before  it  got  too  big  for  their  tastes.  And 
then  they  started  another. 

Goat  cheese, 
anyone? 


iu 


By  PbyllJs  Bemum 


OST  ENTREPRENEURS  dream 
of  turning  a  small  business 
into  a  big  one.  Miles  and  Lil- 
lian Cahn  prefer  to  keep  things  small. 
"Mom-and-pop  operations.  That's  the 
kind  of  business  we  like  to  run,"  says 
Cahn.  Right  now,  he  and  his  wife  are 
on  their  second. 

The  first  operated  out  of  a  factory 
near  New  York's  garment  district 
where  some  200  members  of  the 
Pocketbook     &.     Novelty     Workers 


Union  Local  1  were  turning  out  pri- 
vate-label billfolds.  It  was  a  marginal 
business  with  marginal  prospects.  In 
1960,  after  running  the  business  for 
the  owners  for  more  than  a  decade, 
the  Cahns  bought  the  factory  "in 
probably  one  of  the  first  lbos."  To 
supplement  the  low-margin  billfold 
business,  they  added  handbags  of 
their  own  design,  made  from  sturdy 
cowhide  and  bearing  the  name  Coach. 
(Most  handbags  then  were  made  from 
thin  cardboard-lined  skins.) 
In  a  trendy  business,  the  Cahns  es- 


chewed trendiness.  Coach  bags  we; 
never  the  fanciest  or  highest-price 
and  year  in  and  year  out  Miles  ar. 
Lillian  Cahn  produced  the  same  has; 
styles.  Thus  was  a  classic  produc 
bom.  By  the  early  Eighties  depar 
ment  store  demand  for  Coach  ba^  - 
was  more  than  the  company  coul 
produce.  The  Cahns  had  to  ration  oi  ^g 
the  bags  to  the  department  store 
Still  Miles  Cahn  refused  to  expand  hi 
operation,  which  occupied  4  floors  { 
a  12-story  Manhattan  building. 

Why    not    expand?    Because    th  '- 
Cahns  had  always  been  in  business  fc  •; 
more  than  money.  Unlike  a  lot  of  sel  { C 
made  people,  they  continue  to  ident:  If- 
fy with  the  common  herd  and  hav  ^ : 
little  interest  in  making  The  Forbe  r 
Four  Hundred.  Dedicated  New  York  I: 
ers  with  highly  developed  social  con  ^ 
sciousness,  they  kept  manufacturin  j,. 
in  the  city  long  after  other  companie  j. 
had  moved  out  in  pursuit  of  lowe  ^ 
rents    and    taxes.    They    hired    ani  f 
trained  minorities,   provided  above  j 
union-scale  wages  and  all  manner  o  5,. 
benefits,  such  as  a  generous  retire : 
ment  plan  and  a  Thanksgiving  bonus  , 
Unlike  competitors  who  made  leathe  1 
goods  in  Asia  and  booked  orders  in  ;  c 
showroom.  Miles  and  Lillian  wouh ,, 
invite  handbag  buyers  from  Saks  Fiftl  j 
Avenue  and  Neiman  Marcus  to  tou  ^ 
their  Manhattan  factory.  Hispanics  n 
many  of  them  Argentinean,  had  re  ^ 
placed   the    Eastern    European    Jew;  j. 


A/'  "V  ...alyn  uiih  tu<o  luihy  ffoatsfrotn  his  IxtJ 

Vaif         ^-'daon  Valley  farm,  is  a  maHcetiMig  tool 
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ho  originally  sewed  and  tailored  in 
le  loft.  The  object  of  the  tour  was  to 
eve  that  American  craftsmen  could 
ill  produce  a  quality  product. 
Expanding  would  have  meant  pay- 
g  more  attention  to  finance  and  ad- 
;inistration  and  less  to  the  details  of 
liming  a  business  and  dealing  with 
orkers  on  a  first-name  basis.  The 
ahns  expanded  psychically  instead, 
hey  began  taking  three-day  week- 
ids  away  from  the  business,  leaving 
in  the  capable  hands  of  their  staff. 
In  1986,  with  none  of  their  three 
lildren  interested  in  the  business, 
le  Cahns  bowed  to  the  inevitable, 
hey  sold  out.  The  buyer  was  Sara 
26.  The  price,  estimated  somewhere 
I  the  neighborhood  of  $30  million, 
/hen  they  sold  the  handbag  business, 
ley  divided  $1  million  of  the  pro- 
eds  among  their  200  fac- 
iry  workers,  based  on 
leir  seniority. 
But  the  Cahns  didn't  just 
t  back  and  try  to  enjoy 
dsure.  They  turned  their 
jare  time  occupation  into 
second  business.  In  1983 
ley  had  purchased  a  300- 
cre  dairy  farm  in  Colum- 
ia  County,  in  the  Hudson 
iver  Valley  north  of  Man- 
attan.  Among  other 
lings,  at  first  they 
lought  they  might  grow 
tiiitake  mushrooms  but 
ijected  that  idea.  Soon 
ley  decided  on  producing 
oat  cheese. 

Goat  cheese?  Why  not? 
Wasn't  the  affluent  yuppie 
eneration  into  exotic 
aodstuffs?  The  brand 
ame?  Coach  Farm — sold  in  gourmet 
hops  and  even  featured  on  the  menus 
f  some  chic  New  York  restaurants. 
The  Cahns  have  built  a  lovely 
lOuse  on  the  property.  From  outside  it 
3oks  like  a  well-weathered  farm- 
louse;  inside  it  is  French  country 
tyle.  But  the  Cahns  are  all  business 
lere:  They  have  spent  well  over  a 
oillion  dollars  (they  won't  say  exact- 
y  how  much)  to  build  the  ultimate  in 
vertically  integrated  goat  farm. 
liey  raise  hay  on  fields  cultivated 
ccording  to  ecologically  sound  prin- 
iples.  They  feed  it  to  their  600  pure- 
•red  Alpine  goats,  which  are  then 
nilked  on  the  most  up-to-date  milk- 
ng  carousel;  and  finally,  in  a  spotless 
Teamery,  they  produce  cheese  that 
he  New  York  Times  has  called  "rich 
ind  creamy.  . .  sweetly  nutty." 

Their  goats  produce  some  20,000 
)Ounds  of  milk  per  week,  which  is 
umed  into  roughly  I  ton  of  cheese. 
Doach  Farms  is  the  largest  such  opera- 


tion in  the  U.S.  By  culling  the  herd  for 
high  producers,  and  through  careful 
artificial  insemination,  the  Cahns 
have  increased  milk  per  goat  from  5 
pounds  to  7  pounds  per  day.  Their 
customers  include  restaurants  like 
Lutece  and  the  Quilted  Giraffe. 

Not  surprisingly,  the  operation  has 
yet  to  break  even.  With  luck,  Coach 
Farm  will  produce  $1  million  in  sales 
this  year.  "Break-even  has  been  an 
elusive  target,"  concedes  Miles  Cahn. 
"Whenever  we  get  to  a  higher  volume, 
our  costs  have  followed  suit." 

To  reach  break-even,  they  need 
more  goat's  milk.  Out  of  the  600  goats 
on  the  farm,  Cahn  is  actually  milking 
about  300  at  any  given  time,  plus  pur- 
chasing milk  from  a  lOO-goat  herd 
that  he  doesn't  own.  (The  rest  are 
yearlings  or  are  "dry"  before  giving 


Miles  Cahn  displaying  goat  cheese 
Will  the  busiMiess  get  too  big? 


birth.)  What  Cahn  didn't  realize  when 
he  began  was  that  he  can't  really  com- 
pete with  the  family  farm:  To  produce 
more  milk  himself  would  cost  more 
than  simply  to  buy  it  from  a  nearby 
farm.  Especially  since  the  Cahns'  em- 
ployment practices  are,  and  have  al- 
ways been,  pretty  unusual.  For  exam- 
ple, now  they  offer  the  20  employees 
on  their  goat  farm  wages  above  what 
the  farm  workers  in  this  depressed 
rural  area  of  the  state  usually  receive, 
as  well  as  major  medical  insurance, 
which  Cahn  says  costs  him  around 
$300  per  employee  per  month. 

A  neighboring  dairy  farmer  sold  off 
his  cow  herd  to  qualify  for  govern- 
ment funds  in  the  Dairy  Termination 
Program  three  years  ago.  The  Cahns 
helped  their  neighbor  get  into  goat 
milking  to  supplement  their  own  sup- 
plies. But  despite  its  high  costs,  the 
Cahns'  own  milk-producing  carries 
side  benefits.  The  farm,  just  like  the 
factory  before  it,  is  an  effective  mar- 


keting tool.  To  enlarge  the  market  for 
goat  cheese,  the  couple  are  doing 
some  of  the  same  things  they  used  to 
do  when  they  peddled  handbags.  They 
take  chefs  and  buyers  on  tours  of  their 
model  farm  to  show  them  that  their 
cheese  is  handcrafted  and  farm  fresh. 
These  farm  tours  end  with  a  stop  at 
their  hilltop  home  overlooking  the 
farm  valley,  where  there  is  a  tasting  of 
their  cheese  as  well  as  a  few  of  Lil- 
lian's own  recipes,  including  tomato 
soup  made  with  their  yogurt  drink, 
chicken  breast  stuffed  with  the 
cheese,  and  a  fruit  topping  made  with 
their  cheese  curd.  The  tour  sells 
cheese:  It  conveys  the  feeling  that  the 
little  old  farmer  is  living  over  the 
store,  so  to  speak.  Considering  the 
snobbery  of  some  of  their  customers, 
it  helps  that  they  are  living  in  a  home 
attractive  enough  to  be  fea- 
tured in  a  recent  issue  of 
House  Beautiful. 

Behind  the  marketing  fa- 
cade is  a  real  business.  The 
creamery  was  built  with 
capacity  to  process  3,500 
pounds  per  week,  almost  a 
doubling  of  present  utiliza- 
tion. To  make  use  of  that 
capacity  would  take  a  lot 
of  capital — for  example, 
the  considerable  invest- 
ment necessary  to  pur- 
chase the  machinery  to  de- 
velop flavored  yogurt  (so 
far,  it  comes  only  plain). 
Their  yogurt  and  aged 
cheese  have  long  shelf 
lives,  but  they  would  need 
an  outside  distributor  to 
reach  distant  markets.  The 
Cahns  are  also  trying  to  de- 
velop new  kinds  of  goat  products,  like 
goat  milk  shampoo  and  soap.  In  short, 
this  business,  like  their  old  one, 
shows  signs  of  getting  too  big  and 
complicated  for  the  Cahns'  tastes. 

Miles  is  now  68,  Lillian  65.  Instead 
of  quiet  country  life,  the  cheese  busi- 
ness is  consuming  all  their  time  and  a 
good  piece  of  their  capital.  And  why 
build  for  the  long  term  when  your 
kids  have  no  interest  in  taking  over? 
But  people  like  the  Cahns  probably 
wouldn't  be  happy  as  retired  gentry. 

What  of  Coach  Leatherware?  Under 
Sara  Lee,  its  volume  has  increased  five 
times,  to  over  $100  million,  and  the 
network  of  its  own  stores  has  gone 
from  7  to  40.  Does  this  bother  the 
Cahns?  Not  at  all.  As  he  puts  it:  "Sara 
Lee  is  happy  with  the  purchase,  and 
we  are  happy  because  running  a  big 
business  just  isn't  our  style." 

By  the  way,  if  you  haven't  tried 
Coach  Farm  cheese,  we  suggest  you 
do.  It's  an  excellent  product.  ■ 
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Edited  by  Jason  Zweig 


The  house  that  Boyd  built 


'any  people  figured  the  Jefferies 
.Group  would  have  withered 
away  by  now.  What  they  didn't  figure 
on  was  Frank  Baxter. 

In  the  takeover  wave  that  swept 
America  in  the  1980s,  the  Los  Ange- 
les-based Jefferies  Group  emerged  as 
the  nation's  largest  trader  of  stocks 
outside  the  established  markets.  If  an 
investor  wanted  to  buy  a  large  block 
of,  say,  Texaco  shares  at  10  p.m.  East- 
em  Time,  Jefferies  was  the  outfit  to 
call:  Traders  were  available  all  night, 
ready  to  buy  and  sell.  But  IV2  years 
ago  Jefferies  got  snared  in  Wall 
Street's  insider  trading  scandal  when 
the  firm's  ambitious  founder,  Boyd 
Jefferies,  now  58,  was  charged,  among 
other  things,  with  parking  stock  for 
Ivan  Boesky.  Jefferies  pled  guilty  in 
March  1987  and  as  part  of  the  settle- 
ment agreed  to  sever  ties  to  his  firm 


for  5  years. 

Enter  Frank  Baxter,  a  15-year  Jeffer- 
ies veteran,  who  quietly  assumed 
Boyd's  tarnished  throne  in  the  trading 
room.  Baxter  clearly  had  the  confi- 
dence of  his  subjects.  Despite 
"months  of  shame  and  anxiety,"  says 
he,  not  a  single  employee  quit. 

Customers  appear  to  have  kept  the 
faith,  too:  Even  with  Wall  Street 
slumping  last  year,  the  Jefferies 
Group  earned  a  record  $16  million  on 
sales  of  $145  million.  The  Jefferies 
Group's  shares,  which  trade  over-the- 
counter,  cratered  to  a  low  of  $7.50 
back  in  1987,  but  have  since  bounced 
back  to  $14.50. 

Baxter,  52,  the  square-jawed  son  of  a 
northern  California  cattle  rancher, 
couldn't  be  more  different  from  his 
flamboyant  predecessor.  "I'm  boring, 
and   I   like   a   boring  company,"  he 


iiijtA  most  qfour  miatake*. 


claims  flatly.  One  of  Baxter's  fi: 
moves  was  to  hire  several  former  J 
curities  &.  Exchange  Commission 
ficials  to  supervise  trading.  Baxi 
says  he  himself  personally  scrutiniz 
"every  position  the  firm  takes,  eve 
day."  AJnong  other  precautions,  B£ 
ter  has  cut  the  amount  of  capital  th 
company  traders  can  risk  to  $100  m 
lion,  from  $250  million  previous 
As  for  any  newfangled  trading  strai 
gies,  Baxter  follows  a  simple  rule 
we  have  to  call  our  attorney,  we  pro 
ably  shouldn't  do  it." 

But  don't  label  Baxter  a  dull  cai 
taker.    As    institutional    trading 
clined  after  the  crash,  he  expanded  ttr 
Jefferies  Group's  trading  in  foreij  ^ 
stocks  and  junk  bonds — where  pro: 
margins  are  fat.  He  has  also  mov(  ,•; 
the  group  into  giving  advice  on  corp 
rate  finance,   with  an  emphasis  c 
mergers  and  acquisitions.  Asked  wh 
kept  him  going  during  the  dark  da 
of  1987,  the  deeply  spiritual  Baxt 
replies,  "I  rely  on  a  higher  power  fi 
the  inspiration  I  need,  let's  just  lea 
it  at  that." 

Is  it  possible  that  Boyd  Jefferie 
who  is  now  living  in  Aspen,  will  r  (jv 
turn  to  run  the  firm  once  his  cour 
ordered  separation  expires  in  199^  ^ 
"That  would  be  very  difficult,"  sa^  u; 
Baxter.  "But  I  do  miss  him.  I  miss  h 
energy  and  his  boundless  ideas."  F 
adds,  "Pride  was  behind  most  of  ox 
mistakes.  Humility  is  a  better  bus 
ness  plan."— Ralph  King  Jr. 
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Indianapolis  intrigue 

Central  Newspapers,  the  Indianaj 
olis  company  behind  Da 
Quayle's  fortune,  has  itself  hit  th 
headlines  lately.  After  55  years  as 
tightly  held  private  company,  Centn 
is  about  to  go  public — against  mar 
agement's  wishes.  Lurking  behind  th 
scenes  is  Beurt  SerVaas,  70,  an  Indi 
napolis  manufacturing  tycoon  who  i 
also  president  of  the  City-Count 
Council,  the  government  body  tha 
rules  Indianapolis  and  surroundin 
suburbs.  Central  Newspapers  ha 
been  at  war  with  SerVaas  for  decade 
over  civic  issues  such  as  privatizing 
local  utility  and  building  a  domed  sta 
dium.  SerVaas  favored  both;  Centra 
opposed  them.  SerVaas  has  earned 
reputation  as  the  only  man  in  towi 
who  could  face  down  Quayle's  unci 
Eugene  PuUiam,  patriarch  of  the  Cen 
tral  Newspapers  empire. 

SerVaas  began  prodding  the  news 
paper  chain  to  sell  out  or  go  public 
two  years  ago.  He  had  just  bought  i 
small  block  of  Central  shares  from 
PuUiam  heiress  who  had  grown  frus 
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iurt  SerVaas 

^  ueoon,  agitator. 

■0 

'^'  ated  with  the  company's  puny  divi- 
'P  ;nds  and  the  low  price  the  company 
'  ifered  to  buy  back  her  stock.  Before 
''  ing,  SerVaas  had  joined  forces  with 
^  ;veral  dissatisfied  local  charities  that 
"  so  held  Central  stock.  Last  month, 
'  ith  a  band  of  disgruntled  family 
^  lembers  behind  them,  SerVaas  and 

le  charities  won  their  fight. 

"  SerVaas  certainly  isn't  in  it  for  the 

'  loney.    His   private   manufacturing 

"  cnpire  grosses  about  $200  million  a 

ear.  The  grandson  of  Dutch  immi- 

■rrants,  SerVaas  trained  as  a  doctor  but 

ever    practiced.    After    serving    in 

/orld  War  II,  he  bought  a  small  elec- 

roplating  plant  in  Indianapolis  and 

ravitated  to  local  turnaround  situa- 

ons.  SerVaas'  companies  chum  out  a 

dde  variety  of  products:  rubber,  met- 

I  forgings,  detergents,  pharmaceuti- 
als  and  truck  engines. 

As  if  all  that  weren't  enough,  Ser- 
Vaas owns  Curtis  Publishing,  until 

cently  traded  on  the  Philadelphia 
.xchange.  Once  the  nation's  leading 
ublisher,  Curtis  ov^ms  the  resurrect- 
d  Saturday  Evening  Post,  which  is  now 
3cused  on  health  and  fitness  as  well 
s  general-interest  subjects  (circula- 
ion,  650,000).  The  magazine  is  also 
inabashedly  inspirational,   as  befits 

II  owner  who  served  as  chairman  of 
leverend  Pat  Robertson's  campaign 
abinet  in  1988.  Says  SerVaas  with  a 
;huckle,  "Pat  had  me  down  for  Secre- 
ary  of  Commerce." 

As  it  turned  out,  Indianapolis  made 
juite  a  different  contribution  to  the 
^^hite  House. — Eric  Schmuckler 


Var  is  swell? 

The  magazine  Soldier  of  Fortune 
won  a  major  court  battle  last 
nonth,  but  its  war  for  survival  is  far 
irom  over.  Publisher  Robert  K.  Brown 
:oncedes  that  his  magazine,  which 
sills  itself  as  the  "Journal  of  Profes- 


sional Adventurers,"  could  yet  be 
pushed  into  insolvency  by  a  lawsuit 
alleging  its  advertisements  contribut- 
ed to  an  assassination. 

Brown,  56,  was  elated  last  month 
when  a  federal  appeals  court  over- 
turned a  $9.4  million  damage  award 
against  his  magazine's  parent  compa- 
ny, Boulder,  Colo. -based  Omega 
Group  Ltd.  The  appeals  court  ruled 
that  Soldier  of  Fortune  should  not  be 
held  responsible  for  the  murder  of  a 
Texas  woman  whose  husband  hired 
her  killer  through  one  of  the  maga- 
zine's classified  advertisements. 

But  for  Brown  it  may  be  too  early  to 
party.  An  Alabama  jury  may  soon  be 
hearing  a  similar  suit  that  seeks  to 
hold  the  magazine  responsible  for  a 
murder  committed  by  a  mercenary 
hired  through  its  classifieds.  The  vic- 
tim's two  sons  are  seeking  a  total  of 
$110  million  in  damages.  This  suit 
could  hold  up  where  the  earlier  failed. 
Reason:  The  advertisement  specifical- 
ly offered  the  services  of  a  "gun  for 
hire"  who  would  consider  "all  jobs." 
The  Texas  verdict,  by  contrast,  was 
overturned  in  part  because  the  ad  in 
question  simply  offered  an  ex-Marine 
for  "high-risk  assignments." 

Could  there  be  even  more  of  these 
liability  suits  facing  Soldier  of  Fortune 
in  the  future?  "Sure,  it's  possible," 


says  Brown  nonchalantly.  "But  we 
stopped  running  ads  like  that  years 
ago.  The  statute  of  limitations  will 
start  running  in  our  favor  soon." 

After  being  kicked  out  of  the  Green 
Berets  for  insubordination  during  the 
Vietnam  War,  Brown  founded  Soldier 
of  Fortune  in  1975  with  less  than 
$10,000.  Today  it  is  a  monthly  arsenal 
of  articles  on  mercenaries,  guerrilla 
warfare  and  deadly  weapons.  Its  clas- 
sifieds hawk  everything  from  bullet- 
proof vests  to  blowguns,  and  its  annu- 
al convention — featuring  classes  in 
counterterrorism  and  in  knife-fight- 
ing— attracts  some  8,000  mercenar- 
ies, misfits  and  curiosity  seekers. 

Soldier  of  Fortune's  circulation,  al- 
most all  through  newsstands,  is 
around  120,000— down  20%  from  its 
1985  peak,  thanks  to  negative  publici- 
ty and  distribution  problems.  Brown 
grosses  some  $5  million  a  year.  But 
after  distribution  costs,  overhead  and 
legal  fees  in  the  liability  cases,  he 
says,  he  nets  less  than  $1  million.  So 
if  the  Alabama  case  goes  against  him, 
"We  might  have  to  go  Chapter  1 1  or 
Chapter  7,"  he  says.  "The  plaintiffs 
will  get  a  lot  of  old  office  furniture 
and  stuff  hanging  on  the  walls,  and  I'll 
go  across  the  street  and  start  a  new 
magazine." — f.Z.  and  Paul  Klebnikov 


Soldier  of  Fortune  publisher  Robert  K.  Broun 
Can  he  awu-vive  the  next  court  verdict? 
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Napoleon  tried  and  failed.  But  you  can  capture  the  world's  largest 

market  now  by  using  CNN  International  to  reach  influential 

decision  makers  and  business  travellers. 

Don't  wait  until  1992  to  triumph  in  the  EC. 


IMTERAJATIONAL 

Fen-  moi-e  information,  call  Kay  Delaney,  VP,  CNN  International  1-212-692-6900. 


The  Forbes/Wilshire  5000  Review 


Edited  by  Steve  Kichen 


Wilshire  5000 
P/E':  14.4 


Maiket  value  of  Wilshixe  5000 
$3,222.2  bUUon  as  of  8/25/89 


-Wilshire  5000  equity  index 

The  total  price  of  all  stocks  for 
.which  daily  quotations  are 
available,  weighted  by  market  value 


A^V 


Dow  Jones 
industrial  average 
The  total  price  of  30 
blue-chip  industrial  stocks, 
adjusted  to  reflect  splits. 

Data  plotted  quarterly. 
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Dow  Jones 
P/E*:  12.1 


'Capitalization  weighted 
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O  -o  Percent  change  in  last  two  weeks. 


I     I     I     I     I     I     I     I     I     I     I     I     I 
AS      ONDJFMAMIf      A 


'79 


'80 


'81 


•82 


■83 


84 


'85 


'87 


'88 


'89 


hen  and  now.  In  the  last  12  months  stock  prices  recov- 
ed  sharply  from  the  October  1987  crash.  The  Dow 
idustrials  are  up  35%,  while  the  overall  market,  as 
leasured  by  the  Wilshire  index,  shows  a  32%  increase.  It 
now  clear  that  the  present  market  is  not  following  in 
le  footsteps  of  the  post- 1 929  market.  Measured  by 
lonth-end  closes,  the  Dow  index  peaked  in  August  1929 
380.  Exactly  two  years  later  it  was  priced  63%  lower.  In 
:t,  it  took  the  Dow  more  than  25  years  (imtil  November 


1954)  to  produce  a  month-end  close  above  the  August 
1929  value. 

During  the  last  two  weeks  the  Dow  industrials  finally 
surpassed  their  August  1987  precrash  peak  of  2722  and 
finished  the  two-week  period  at  2732,  just  two  points 
short  of  the  new  high  hit  on  the  previous  trading  day.  The 
Nasdaq  index  ended  the  two-week  stretch  at  its  highest 
point  ever.  The  Wilshire  index  of  nearly  6,000  issues 
shows  a  1.3%  gain  for  the  two-week  period. 


Closeup  On  the  Equity  Markets 


Fartoriuanee  of  six  leading  indexes 

Percent  change 

Wilshire 
5000 

Forbes 
500^ 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

in;last  4  weeks 

2.6 

2.5 

3.7 

2.3 

1.8 

3.1 

in  last  52  weeks 

32.1 

31.7 

35.4 

32.3 

29.7 

24.7 

Stoek  perfonnanee  tiaaed  on  six  key  investor  yardstieks' 

Percent  change 

Company  size 

Volatility* 

P/E  multiple 

Dividend  yield 

Growth  profile^ 

Share  price 

large 

small 

high 

low 

over  22 

under  8 

over  4.2% 

none 

high 

low 

over  $36 

under  $5 

in  last  4  weeks 

3.2 

2.6 

2.4 

2.3 

1.9 

4.6 

2.0 

1.6 

2.5 

1.9 

3.2 

1.3 

in  last  52  weeks 

35.4 

30.1 

21.8 

20.1 

33.5 

23.5 

11.4 

28.0 

27.1 

23.5 

35.1 

12.3 

Wilshiie  index  reflects  price  performance.  It  differs  slightly  from  market  value  of  outstanding  stocks  because  of  retirements  of  equity  since  mdex  was  created.  ^Based  on  sales. 
Equal  weighted  indices  containing  all  shares  with  market  capitalizations  over  $10  million.''A  stock's  sensitivity  to  overall  market  movement  Highvolatihty  issues  have  wide 
rice  fluctuations,  low-volatility  issues  are  more  stable.  ^A  quantitative  evaluation  of  a  stock's  growth  image,  determmed  by  Wilshire  Associates. 

■lote:  All  data  for  periods  ending  8/25/89.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  the  Action  Is 


iii:.;over  plays  and  •.  w  rumors  helped  push  stocks  to 
record  levels  d^trinv,  the  last  two  weeks.  The  consumer 
durables  sector  posted  the  best  gain,  a  jump  of  3.5%.  The 
sector  was  led  by  rumblings  that  a  bid  would  be  made  for 
Maytag,  which  rose  13%.  In  the  consumer  nondurables 
sector,  Lyphomed,  a  Rosemont,  111.  pharmaceutical  com- 
pany, rose  42%,  to  30V'8.  Fujisawa  Pharmaceutical,  which 


already  owns  30%  of  Lyphomed,  wants  to  buy  the  remai 
ing  stock  at  $31  per  share.  In  the  same  sector.  Tiffany    ,« 
Co.,  a  retailer  of  jewelry,  rose  25%  amid  takeover  specul 
tion  and  the  release  of  improved  quarterly  results.  Tex  yp 
Air,  with  a  24%  gain,  led  the  transportation  group.  Tl  ' 
carrier  armounced  it  was  considering  an  offer  to  sell 
stake  in  Continental  Airlines,  reportedly  to  SAS. 


''V^'     Percent  change  in  last  52  weeks  OO-  Percent  change  in  last  2  weeks 
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Technology 
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W  hat  the  Analysts  Think 


Prices  rise,  estimates  fall.  Analysts  cut  1989  eamings 
estimates  for  all  nmc  Wilshire  sectors.  In  our  previous 
report  finance  stocks  had  the  smallest  estimate  cuts, 


while  in  the  last  two  weeks  estimates  for  this  group  wer  *■ 
cut  the  most.  Grubb  &.  Ellis,  Farm  &  Home  Financial  antji 
First  Tennessee  National  show  some  of  the  sharpest  cuts 


Poreeasting  the  Forbes  Sales  500 

Performance 
period 

Average 
eamings  per 
share          P/E 

latest  12  m.jtihs 
j  1989  estimates 
1990  estimates 

S3.33         13.9 
3.65         12.7 
4  00          11.6 

Rank  based  on 
change  in  estimite 


Sector 


Uiilities 


CoDbumcr  nondurables 


Raw  maierials 


Capital  goods 


Consumer  durables 


Technology 


Energy 


Transportation 


Finance 


Estimated  1989 
EPS  P/E 


$2.95 


2.54 


3.35 


2.97 


3.37 


2.99 


3.30 


2.41 


3.34 


12.5 


16.8 


10.5 


14.5 


12.1 


12.8 


12.7 


14.0 


10.8 


%  change  in  1989  estimai 
in  2  weeks       in  4  weeks 


1^ 
all 


-0.13% 


-0.33 


-0.60 


-0.70 


-1.05 


-1.16 


-1.26 


-1.91 


-3.70 


-0.35% 


-0.64 


f 


-1.11 


-1.28 


-1.60 


-2.83 


-2.10 


-2.60 


-3.88 


~  "S"s  estimates  (rom  over  3,000  secunty  analysis  Data  are  compiled  and  updated  continually  by  the  Institutional  Brolcei 

vikIi,  joiKh  cn  K>jn,  a  New  York-based  brokerage  firm 
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Statistical  Spotlight 


iiying  stocks  that  are  offfroTn  their  highs 
risky  business,  but  Peter  Greco  has  some 
:reens  that  improve  the  odds. 

Catching 
the  rebound 


By  Dooglas  W.  Exxetxey 


CONTRARIANS  aic  a  dime  a  doz- 
en, but  Peter  Greco,  a  partner 
in  the  Buffalo,  N.Y.  invest- 
ent  advisory  firm  of  David  Elias 
c,  puts  a  somewhat  special  twist  on 
te  game.  To  him,  contrarianism  does 
)t  mean  just  going  against  the  crowd 
r  buying  stocks  that  are  out  of  favor 
.  the  sense  of  having  low  price/eam- 
.gs  ratios.  He  wants  only  stocks  that 
;  thinks  are  unjustifiably  out  of  fa- 
ir. In  other  words,  he  doesn't  think 
le  market  is  always  wrong;  he  just 
links  it  is  sometimes  wrong  about 
[dividual  stocks. 
A  Greco  stock  typically  has  a  price 


down  sharply  from  its  high,  earnings 
depressed  by  a  recent  acquisition  or 
restructuring,  and  a  low  ratio  of  price 
to  sales.  Often,  earnings — and  thus 
the  stock  prices — are  depressed  by  a 
company's  conscious  decision  to  in- 
vest in  its  futures.  Sometimes  the 
company  is  trading  cheaply  because 
of  past  management  blunders  that  the 
market  is  irrationally  projecting  into 
the  future. 

Ames  Department  Stores  is  one  of 
Greco's  contrary  stocks.  This  former 
institutional  favorite  is  now  selling 
for  about  half  of  its  previous  high.  Its 
earnings  were  killed  in  1986  by  some 
embarrassing  inventory  writedowns. 
It  has  also  had  trouble  digesting  the 


Contrary  stocks 

Analyst  Peter  Greco  counts  these  stocks  as  rebound  candidates.  They 
have  missed  the  rally,  largely  because  of  recent  earnings  problems.  They 
are  all  trading  at  less  than  1  times  sales. 

Company 

Price 

5-year              Price/ 
recent           high      low           sales 

Price/ 
cash  flow 

Allied-Signal 

39'/. 

55 

26             0.49 

6.6 

Ames  Department  Stores 

191/4 

35 

8             0.16 

7.1 

Bethlehem  Steel 

21V8 

29 

5             0.29 

2.3 

Black  &  Decker 

23 

27 

13             0.50 

7.1 

Eastman  Kodak 

SOVs 

71 

28             0.90 

6.4 

Esterline 

11% 

31 

8             0.34 

6.4 

Goodyear  Tire  &  Rubber 

531/8 

77 

25             0.28 

4.3 

Greyhound 

36'/8 

46 

19             0.40 

7.8 

Sears,  Roebuck 

45 '/2 

60 

26             0.30 

7.7 

Xerox 

675/8 

85 

36             0.41 

6.1 

Sources:  Media  General  via  Lotus  CD  lm>estmerU;  Forbes 

October  1988  acquisition  of  the  Zayre 
retail  chain.  Latest  12-month  earn- 
ings are  off  36%,  but  Greco  expects 
that  Ames  will  soon  return  to  double- 
digit  profit  growth. 

In  his  search  for  companies  invest- 
ing in  the  future,  Greco  starts  with  a 
few  broad  stock  screens.  The  accom- 
panying table  lists  some  of  his  favor- 
ites. Each  has  a  price-to-sales  ratio  of 
less  than  1  (that  is,  the  total  market 
value  of  the  company  is  less  than  the 
company's  revenues).  The  ratio  of 
stock  price  to  cash  flow  is  less  than  8 
(where  cash  flow  is  crudely  defined  as 
aftertax  earnings,  plus  depreciation 
and  amortization).  All  trade  at  least 
15%  below  previous  highs. 

Kodak's  February  1988  acquisition 
of  Sterling  Drug,  to  which  Wall  Street 
reacted  with  scorn,  drained  anywhere 
from  1 5  cents  to  25  cents  a  share  from 
Kodak's  1988  earnings,  and  it  will 
cost  the  company  another  10  or  15 
cents  this  year.  Greco,  however, 
thinks  the  purchase  will  pay  off  some- 
day. Kodak  has  a  price-to-sales  ratio  of 
0.9  and  a  price-to-cash  flow  figure  of 
6.4.  Greco,  expecting  much  from  Ko- 
dak's current  restructuring,  which  in- 
cludes a  lot  of  layoffs,  projects  an 
earnings  growth  of  30%  in  1990  over 
the  current  year. 

Also  on  this  list  are  Allied-Signal 
and  Greyhound,  two  companies  that 
are  backing  away  from  their  previous 
diversification  efforts.  In  1987  Grey- 
hound sold  the  bus  lines  that  bear  its 
name,  and  the  company  is  now  down 
to  three  core  businesses:  soaps  and 
detergents  (Dial,  Purex  and  other 
brand  names),  travel  services  and  bus 
manufacturing.  Allied-Signal  unload- 
ed its  electronic  instrumentation 
group  and  is  now  concentrating  on 
aerospace  and  automotive  parts. 

Esterline,  a  Bellevue,  Wash. -based 
manufacturer  of  precision  instru- 
ments, is  selling  at  scarcely  more  than 
a  third  of  its  price  five  years  ago.  It 
hasn't  paid  a  dividend  since  1986.  But 
Greco  expects  a  turnaround:  In  No- 
vember 1987  Criton  Technologies, 
the  largest  shareholder  of  Esterline, 
began  managing  Esterline  vmder  con- 
tract. In  the  latest  12  months  Ester- 
line earned  83  cents,  against  a  loss  of 
$3.09  a  year  ago. 

While  some  investors  turn  up  their 
noses  at  Xerox  and  Sears,  Greco  sees 
opportunities.  He  thinks  that  Sears' 
assets  are  worth  around  $75  a  share. 
"Not  many  people  recognize  that 
Sears'  Discover  Card  is  starting  to 
show  profits,"  he  says.  ■ 
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How  did  Americas  growth  companies 
gain  17  mdllion  jobs  uMe  Fortune  50C|: 
companies  were  losing  3-1  mdllion? 


As  Time  Magazine  recently  reported,  the  eighties  have  brought  a  new 
reality  to  the  American  marketplace. 

While  many  of  our  largest  companies  struggle,  a  new  group  of  growing 
companies  is  bursting  with  opportunities.  Creating  new  products,  new  jobs 
and  new  sales. 

If  you're  finding  it  tougher  and  tougher  to  do  business,  perhaps  you 
should  think  about  whom  you're  doing  business  with. 


tv 


The  magazine  for  growing  companies 
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Capital  Markets 


MONEY  &  INVESTMENTS 


By  Ben  Weberman 


The  liquidation  of  busted  S&Ls  will  lower 
rates  on  certificates  of  deposit  rates.  Time 
to  switch  to  Ginnie  Maes? 

GOING-OUT-OF- 
BUSINESS  SALE 


spread  has  vanished:  The  five-year 
CD  pays  sHghtly  less  than  the  8.4% 
you  can  get  on  the  Treasury. 

Spreads,  meanwhile,  have  wid- 
ened on  Ginnie  Mae  passthroughs. 
Today  you  can  pick  up  about  160 
basis  points  over  Treasurys  for  a 
9.5%  Ginnie  Mae,  up  from  a  low  of 
100  basis  points  over  Treasurys 
within  the  past  year  (160  basis 
points  means  $160  in  extra  income 
from  every  $10,000  invested). 

Think  of  it  this  way.  An  s&ll  is  in 
business  to  make  money  off  the 
spread  between  the  savings  certifi- 
cate paying  8%  and  the  Ginnie  Mae 
paying  9.5% .  With  more  s&ls  going 
out  of  business,  the  less  the  compe- 
tition in  that  activity  and,  thus,  the 
wider  the  gross  profit — the  spread 
between  the  certificate  of  deposit 
and  the  Ginnie  Mae.  In  these  cir- 
cumstances it  makes  sense  to  cut 
out  the  middleman. 

If  you  have  a  certificate  maturing 
in  coming  months,  you  may  get 
sticker  shock  when  the  time  comes 
to  renew.  The  thrift  may  offer  you  a 
percentage  point  less  return  than 
you  were  getting.  You  don't  have  to 
swallow  the  cut.  Withdraw  the 
money  and  buy  a  Ginnie  Mae  or 
other  mortgage  security. 

But  don't  make  the  shift  unless 
you  are  willing  to  give  up  liquidity. 
Girmie  Mae  mortgage  pools,  avail- 
able in  $25,000  denominations,  are 
federally  guaranteed  but  not  very 
liquid.  That's  why  I  say  don't 
switch  into  these  unless  you  are 
prepared  to  hold  them  for  five  years 
or  SO;  otherwise,  transaction  costs 
will  eat  up  the  higher  income. 
There  is  some  unpredictability  in- 
volved, too:  Principal  is  returned  in 
unpredictable  lumps  over  30  years. 

Various  competing  mortgage  se- 


The  massive  bailout  of  the  savings 
industry  will  bring  profound 
changes  in  money  market  interest 
rates.  By  and  large,  the  changes  will 
mean  that  you  should  consider  tak- 
mg  money  out  of  thrift  accounts 
and  get  better  yields  by  putting 
money  into  the  sorts  of  assets  that 
thrifts  own — namely,  mortgage  se- 
curities. That's  kind  of  like  cutting 
out  the  middleman. 

As  the  government  shuts  down 
insolvent  s&ls,  the  volume  of  sav- 
ings deposits  needed  by  the  industry 
will  be  reduced  immensely.  With 
fewer  institutions  competing  for 
your  deposit  dollars,  they  don't 
need  to  offer  as  good  a  rate  to  get 
your  money. 

At  the  same  time,  savings  associ- 
aliions  will  find  it  desirable  or  neces- 
sary to  sell  off  residential  mort- 
gages. They  will  be  selling  billions 
of  dollars  of  mortgages  and  mort- 
gage-backed securities  weekly  into 
the  secondary  market. 

Liquidation  pressure  has  already 
put  a  discernible  imprint  on  money 
rates.  Earlier  this  year,  average  rates 
on  brokered  five-year  certificates  of 
deposit  were  rurming  37  basis 
points  above  rates  on  comparable 
Treasury    notes.    Since    then,    the 

Ben  Weberman  is  a  contributing  editor  of 
Forbes  magazine. 


curities  offer  somewhat  lower 
yields  but  more  predictable  average 
lives  than  raw  mortgage  pools.  To 
create  these  securities,  investment 
bankers  carve  up  the  mortgage 
pools  put  together  by  Federal  Na- 
tional Mortgage  Association  (Fan- 
nie Mae)  and  the  Federal  Home 
Loan  Mortgage  Corp.  (Freddie  Mac) 
into  separate  "tranches"  with  vary- 
ing maturities.  These  securities  lie 
intermediate  between  Ginnie  Maes 
and  Treasurys  in  predictability  of 
repayment  streams.  As  for  yields,  a 
Freddie  Mac-  or  Fannie  Mae-guaran- 
teed pool  that  has  been  sliced  into 
collateralized  mortgage  obligations 
yields  maybe  135  basis  points  more 
on  the  tranch  with  a  five-year  aver- 
age life  than  a  Treasury  bond  of  sim- 
ilar maturity. 

Any  mortgage  security  has  what 
is  called  maturity  risk.  Prepay- 
ments speed  up  when  market  rates 
decline,  shortening  up  the  invest- 
ment time  frame  just  when  it  is 
unprofitable  to  reinvest  funds.  Slic- 
ing mortgages  into  tranches  does 
not  eliminate  this  hazard;  indeed,  it 
accentuates  it  on  certain  tranches. 

Some  of  these  mortgage  carve-ups 
are  aimed  at  the  institutional  mar- 
ket and  some  are  retail  oriented  and 
available  in  $1,000  denominations. 
You  have  to  be  more  than  a  little 
cautious  about  the  latter.  Mortgage 
securities  are  mathematically  com- 
plex beasts.  When  the  pros  carve  up 
a  Ginnie  Mae,  there  is  nothing  to 
stop  them  from  taking  the  best  cuts 
for  themselves  and  leaving  you  with 
the  dark  meat. 

My  advice,  then,  is  to  keep  your 
investing  tastes  as  simple  as  possi- 
ble. Buy  things  whose  prices  are 
quoted  in  the  newspaper — that  in- 
cludes Treasury  obligations,  Ginnie 
Maes  and  some  kinds  of  collateral- 
ized mortgage  obligations.  And 
make  darned  sure  your  broker  isn't 
charging  you  so  much  for  the  trans- 
action that  the  switch  no  longer 
makes  economic  sense. 

Don't  invest  all  your  money  at 
once.  Ginnie  Mae  spreads  (versus 
Treasurys)  could  keep  widening  as 
more  s&ls  are  liquidated,  possibly 
to  250  basis  points.  But  at  that  point 
they  would  be  irresistible  bargains 
for  substantial  investors. 

One  last  point.  Certificates  of  de- 
posit and  mortgage  securities  are 
subject  to  state  income  tax;  Trea- 
surys are  not.  For  investors  livmg  in 
high-tax  states  that  distinction  adds 
50  or  100  basis  points  to  the  effec- 
tive yield  of  the  Treasury.  ■ 
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MONEY  &  INVESTMENTS 


Buckle  your  seat  belts.  The  bull  market  is 
about  over.  The  ride  is  rougher  ahead. 

THE  END  IS  NIGH 


By  Kenneth  L.  Fisher 


A  good  many  analysts  have  become 
more  bullish  with  the  market  hit- 
tmg  its  alltime  high,  but  I  see  a 
peak.  As  I  write,  the  market's  mo- 
mentum is  clearly  upward,  but 
waming  flags  are  flying  for  this  bull 
market's  death,  and  soon. 

Bulls  correctly  note  that  major 
bull  markets  don't  end  without 
speculation,  and  they  haven't  seen 
It  yet.  But  I  do.  Optimism  is  back  in 
the  air.  A  recent  /iarron's  interview 
had  all  five  of  its  five  market  seers 
envisioning  the  Dow  at  3000  within 
12  months.  Then  see  the  widely 
read,  but  often  wrong,  /i^ink  Credit 
Analyst,  with  its  new  "Dow  5000" 
forecast.  And,  amazingly,  it's  not 
alone.  Where  will  the  buying  come 
from?  1  don't  know,  because  institu- 
tional cash,  as  measured  by  Indata 
of  Stamford,  Conn.,  is  at  its  lowest 
level  in  four  years. 

The  speculative  format  changes 
form  with  almost  every  new  market 
peak.  That  way  you  don't  notice 
when  it  is  upon  us.  Afterward,  all 
bubbles  seem  silly. 

When  the  postmortems  are  in, 
the  LBo  craze  will  be  seen  as  a  key 
aspect  of  the  speculative  froth  that 
accompanied    this    top.    Note    the 

l^'itifieth  L  Fisher  ts  a  Woodstde,  Calif -based 
!    'taruii^.  He  fjas  uritten  tu<o  hooks: 
'  S'rfet  Waltz  and  Super  Stocks. 


bubble's  growing  size,  which  in 
1989  will  total  several  hundred  bil- 
lion dollars  worldwide — virtual 
100%  leverage.  New  York's  Kohl- 
berg  Kravis  Roberts  has  already 
done  about  $40  billion  of  lbos  this 
year.  Today's  lbos  occur  at  valua- 
tions 300%  above  those  prevailing 
when  LBOS  first  appeared  ten  years 
ago.  Without  a  resurgent  stock  mar- 
ket to  justify  prices  that  let  the 
LBoers  liquidate  their  flotsam  later 
at  profits,  this  game  of  monopoly 
would  have  ended  back  in  1987. 

Another  obvious  bubble  is  the 
flood  of  institutional  money  being 
thrown  at  foieign  stocks.  These 
supposedly  sophisticated  folks  ab- 
solutely do  not  see  that  they  are 
speculating.  They  see  themselves 
reducing  risk  by  "diversifying  glob- 
ally." But  the  vast  bulk  of  the  bucks 
heads  for  countries  with  steep  valu- 
ations and  hot  price  action  (Japan 
being  number  one).  Remember,  the 
dollar  value  of  Japan's  market  alone 
IS  fully  half  that  of  the  world's  total. 
The  ultrahigh  Japanese  valuations 
coupled  with  justifications  for  even 
more  remind  me  of  America's  elite 
"one-decision"  big-cap  stocks  of  the 
1970-72  mania.  You  recall  what 
happened  after  that. 

Much  of  this  could  have  been  said 
last  year,  but  with  less  force.  Lend- 
ing urgency  to  my  concern  is  a  host 
of  very  current  events.  The  Index  of 
Leading  Indicators  is  down  for  the 
fourth  time  in  five  months.  Retail 
sales  have  been  weak  since  April. 
Inventories  continue  building. 

The  Purchasing  Manager's  Index 
has  fallen  by  2.S%  since  1988  and 
hasn't  been  this  low  since  the  last 
recession.  Durable  goods  orders  are 
falling — right  now.  Ditto  for  truck- 
ers' shipments  in  many  areas.  Con- 


struction spending  has  fallen  since 
January,  despite  recent  lower  inter- 
est rates.  Look  out  below! 

In  the  midst  of  all  this,  buried  in 
Aug.  1  newspapers:  The  Conference 
Board's  Consumer  Confidence  In 
dex  hit  its  highest  level  since  1969 
And  you  tell  me  that  we  are  not  in  a 
period  of  speculation? 

Then,  too,  the  "yield  curve"  in 
verted  in  May.  In  English,  that 
means  short-term  interest  rates  are 
now  higher  than  long-term  rates, 
just  the  reverse  of  how  they  normal- 
ly are.  The  yield  curve  is  now  in- 
verted in  every  major  nation  except 
West  Germany.  Whenever  the 
curve  has  pointed  downward  world- 
wide, a  few  months  later  we've  seen 
a  recession  and  bear  market.  Why 
should  this  time  be  different? 

Finally,  it  has  been  much  too  long 
since  we  have  felt  any  sustained 
weakness  in  stocks.  Since  Decem- 
ber 1987  we've  been  lulled  by 
steadily  rising  prices  without  any 
real  hiccups.  Another  danger  signal. 

All  this  stock  market  euphoria  in 
the  face  of  these  dismal  facts  re- 
minds me  of  John  Templeton's  fa- 
mous phrase  that  the  four  most  dan- 
gerous words  ever  spoken  are  "This 
time  It's  different." 

Do  I  therefore  recommend  ditch- 
ing all  stocks  now?  No.  The  mo- 
mentum is  still  on  the  upside,  and  a 
few  months  can  seem  like  forever  at 
a  market  peak.  Also,  I'm  a  believer 
in  stocks.  And  I  could  be  wrong. 
Timing  markets  is  always  treacher- 
ous. But  remember:  The  stocks  that 
do  well  in  a  rising  market  aren't  the 
same  ones  that  shine  later.  Use  the 
market's  current  strength  to  get 
your  portfolio  ready  for  a  very  differ- 
ent kind  of  market  than  has  pre- 
vailed in  recent  years. 

My  favorite  defensive  stocks  are 
the  defense  stocks.  Unpopular,  al- 
most to  the  dirty-word  stage,  de- 
fense is  dirt  cheap — as  detailed  in 
my  May  29  colunm.  And  as  the 
economy  weakens,  government  or- 
ders won't,  giving  these  stocks  the 
superior  earnings  momentum  rela- 
tive to  other  stocks  that  they  lack 
now.  Buy  General  Dynamics  (58), 
Gnmimati  (20)  aj^d  McDonnell  Doug- 
las (71).  Also,  buy  the  unpopular, 
cheap  discount  retailers:  A'  nuirt  (43) 
and  Ames  (19).  There  will  be  a  grow- 
irig  demand  for  their  services,  and 
they  are  much  better  firms  than 
their  low  valuations  and  lackluster 
reputations  depict.  I  think  Ames 
should  sell  above  30  before  1991. 
Meanwhile,  be  careful.  ■ 
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PRE-PUBLICATION  OFFER 


THE  NEW  3-VQLUME  SET  OF 

orbes  Thoughts  on  the  Business  of  Life 


3  Forbes  Scrapbook  of 
Dughts  on  the  Business  of  Life,  in 
h  its  one-  and  expanded  two- 
ume  forms,  has  for  a  number  of 
irs  now  been  appreciated  by  a 
twing  number  of  devotees  for  its 
arls  of  wisdom  that  span  the 
ituries  from  ancient  times  to  mod- 
iday. 

-orbes  is  proud  to  announce 
it  yet  another  volume  has  been 
ded  to  this  collection  of  timeless 
otes.  The  three-volume  set,  print- 
on  fine  quality  stock,  bound  in 
le  cloth  and  housed  in  a  hand- 
me  matching  slipcase,  is  the 
intessential  bedside  companion 
h  over  10,000  meticulously 
Ned  quotes  of  many  of  the  world's 
safest  authors.- 


The  set  also  makes  an  ideal 
holiday  or  birthday  gift  for  business 
associates,  friends  and  those 
hard-to-please  colleagues  on  your 
list.  It  is  a  pleasure  to  read,  wheth- 
er you  choose  to  sample  a  random 
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MONEY  &  INVESTMENTS 


Here's  an  investment  letter  with  a  re- 
markable record  of  calling  markets;  the 
day  after  Black  Monday  it  predicted  new 
highs.  Why  hasn  V  it  beaten  the  market? 

MURPHY'S  LAW 


By  Mark  Hulbert 


Murphy's  Law  states  that  if  some- 
thing can  go  wrong,  it  will.  And  it 
applies  particularly  in  the  stock 
market,  as  I  can  attest  after  nine 
years  of  monitoring  investment  let- 
ter performance  in  my  Hulhert  li- 
nanckil  Digest 

Consider  the  case  of  Market  Logic, 
the  systematic  and  scholarly  service 
edited  by  Norman  Fosback  and 
Glen  Parker.  This  letter: 

•  came  as  close  as  any  I  follow  to 
calling  the  beginning  of  the  bull 
market  in  August  1982,  becoming 
fully  invested  just  six  weeks  prior; 

•  remained  fully  invested  until 
April  1987,  when  it  built  up  a  20% 
cash  position  at  ojia  2425,  six 
months  before  Black  Monday; 

•  predicted  calmly  on  its  hotline  di- 
rectly after  the  crash  that  the  bull 
market  was  still  alive  and  that  new 
highs  would  be  forthcoming,  then 
resumed  its  fully  invested  stance 
very  close  to  the  stock  market's 
postcrash  low  in  December  1987, 
staying  that  way  ever  since; 

•  beat  the  market  over  the  last  nine 
years  on  a  pure  timing  basis,  one  of 
the  handful  of  letters  (or  institu- 
tional .   vestors)  to  do  so. 


M'vk  Hulbert  vi  editor  uf  the  Alexandria. 
<  d   Hulbf  rt    Financial    Digest.    His 
■■'>  /■  is  The  Hulbert  Guide  to  Finan 
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Other  letters  were  bullish  during 
the  early  years  of  the  bull  market,  of 
course.  But  many  of  them  prema- 
turely bailed  out  prior  to  the  1987 
top — for  example,  Charles  Allmon's 
Growth  Stock  Outlook,  whose  model 
portfolio,  despite  this  mistake,  is 
now  ahead  of  the  dividend-reinvest- 
ed s&p  500  for  the  past  nine  years. 
Other  letters  made  it  through 
1987's  tricky  markets  more  or  less 
unscathed.  But  most  of  them  re- 
mained bearish  during  the  bulk  of 
the  stock  market's  subsequent  ral- 
ly— for  example.  Bob  Prechter's  El 
liott  Waie  Tlworist 

Indeed,  a  notable  feature  of  post- 
crash  sentiment,  as  I've  pointed  out 
several  times,  is  that  the  market 
timers  with  successful  records  have 
been  even  more  bearish  than  the 
consensus.  Market  Logic  was  the  pri- 
mary exception.  Recently,  the  oth- 
ers seem  to  be  deciding  it  was  right. 

Looks  good,  huh?  But  Murphy's 
Law  has  struck  again.  Although 
Market  Logic's  stock  portfolio  has 
been  ahead  of  the  market  for  signifi- 
cant periods  during  the  last  nine 
years,  according  to  my  count  it  now 
trails  markedly — up  273.2% 
through  the  end  of  this  past  July,  as 
compared  with  the  s6ip  500's  total 
return  of  345.8%.  And  over  the  last 
three  years,  despite  navigating  the 
1987  crash  better  than  most  inves- 
tors, this  portfolio  has  made  just 
21.1%,  as  compared  with  the  S&.P 
500's  62.1%. 

What's  gone  wrong?  It  surely 
wasn't  overtrading.  The  average 
holding  period  ior  Market  Logic's  rec- 
ommended stocks  is  one  of  the 
longest  in  the  newsletter  industry; 
the  average  holding  period  of  its  cur- 
rent recommendations  is  nearly 
seven  years.  Their  infrequent  trad- 


ing sometimes  annoys  new  suh 
scribers  looking  to  get  in  on  the 
action.  But  it  also  means  that  com- 
missions have  taken  a  very  small 
bite  out  of  performance. 

Instead,  it  is  Market  Logic's  stock 
selection  that  has  been  faulty.  Fos- 
back and  Parker  tend  to  favor  sec- 
ondary stocks.  And  at  least  until 
recently  this  bull  market  has  been  a 
blue-chip  affair.  Moreover,  they 
choose  their  stocks  according  to  a 
number  of  tried-and-true  criteria 
such  as  low  price/earning  ratios  and 
high  ratios  of  insider  buying  to  sell- 
ing. Academic  studies  of  the  stock 
market  show  that  these  criteria 
have  excellent  long-term  records. 
They  are  so  good  that  they  have 
been  recognized  as  exceptions  in 
the  efficient  market  hypothesis — 
the  so-called  "popular  anomalies." 
But  over  the  last  few  years,  for  some 
reason,  they  just  haven't  worked 
well  (see  my  Mar.  21,  1988  column, 
"Keep  an  open  mind"). 

To  be  sure,  the  secondary  stocks 
favored  by  Market  Logic  may  yet 
have  their  day  in  the  sun.  Such  is- 
sues supposedly  do  well  in  the  latter 
stages  of  a  bull  market.  Market  Log- 
ic's performance  may  yet  surpass 
the  s6ip  500's  if  the  bull  market 
does  enter  into  a  final,  more  specu- 
lative stage. 

Perhaps  not  surprisingly,  Fosback 
and  Parker  are  predicting  that  pre- 
cisely this  will  occur.  Their  econo- 
metric models  project  that  their  un- 
weighted average  of  all  stocks — 
which  tracks  secondary  stocks 
more  closely  than  blue  chips — will  |||n{ 
gain  more  than  twice  as  much  over 
the  coming  12  months  than  will  the 
s&p  500.  And  recently,  I  heard  Fos-  jS': 
back  argue  at  a  San  Francisco  con- 
ference that  the  preconditions  for 
another  crash  of  Oct.  1987's  magni- 
tude are  just  not  present. 

This  is  good  news  for  the  bulls, 
given  that  Market  Logic's  market  r 
timing  has  been  its  best  feature  over 
the  past  nine  years.  And  it  would  be 
good  news  for  Fosback  and  Parker, 
as  it  might  propel  their  performance 
ahead  of  the  market's. 

In  the  meantime,  however,  the 
Market  Logic  story  is  an  instructive 
example  of  how  good  one  can  be  at 
market  timing  and  still  not  beat  the 
s&p  500  (which  is  perhaps  why  we 
shouldn't  fixate  on  this  one  mea- 
sure of  performance).  To  beat  the 
market,  each  of  a  number  of  differ- 
ent things  must  fall  into  place.  To 
lag  the  market,  Murphy's  Law  need 
strike  only  once.  ■ 


: 


9,-SWS'-? 


FORBES,  SEPTEMBER  18,  1989 


I 


iz 


I 


:; 
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What  if  the  soft  landing  turns  into  a 
hard  landing  instead?  Which  investments 
would  benefit?  Which  would  be  hurt? 

A  RECESSIONIST'S 
PORTFOLIO 


By  A.  Gaiy  Shilling 


Soft  landing;  Almost  all  econo- 
mists keep  assuring  us  that  the 
economy  is  entering  a  soft  land- 
ing— business  growth  will  slow 
enough  to  keep  inflation  at  bay,  but 
not  so  much  as  to  precipitate  a 
recession.  That  would  be  lovely  if 
true.  I  don't  think  it  is  true.  I  expect 
a  rather  hard  landing. 

I've  never  seen  a  soft  landing. 
Since  at  least  1900,  every  time  in- 
terest rates  rose  to  combat  an  over- 
heating economy,  a  recession  fol- 
lowed. Furthermore,  all  the  data 
used  as  evidence  of  a  soft  landing 
are  the  usual  signs  of  an  upcoming 
recession — weakness  in  interest- 
rate-sensitive  sectors  like  housing, 
moderation  in  consumer  spending, 
even  the  shift  toward  monetary  case 
by  the  Fed,  which  normally  occurs 
at  just  about  the  peak  of  business, 
but  after  it  has  laid  the  recessionary 
foundations. 

The  U.S.  economy  may  be  in  a 
recession  or  about  to  enter  one,  and 
it  could  be  long  and  deep.  There  are 
any  number  of  problems  that  could 
seriouslv  undermine  business  and 
consumer  confidence:  the  savings 
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and  loan  crisis,  overleveraged 
American  corporations,  overbor- 
rowed  consumers,  bankrupt  Third 
World  debtors,  vulnerable  real  es- 
tate and  protectionist  pressures. 
Furthermore,  the  next  downturn 
probably  will  be  global.  All  other 
major  countries  are  only  six  to  nine 
months  behind  the  U.S.  in  tighten- 
ing monetary  and  fiscal  policy  to 
offset  excessive  economic  growth 
and  inflationary  pressures. 

Add  It  all  up  and  you  have  a 
strong  probability  of  a  worldwide 
business  slump  by  early  1990. 

The  good  news  for  investors  is 
that  there's  money  to  be  made  in 
times  of  rapid  change,  and  reces- 
sions are  no  exception.  Here  are  ten 
possibilities. 

1.  High-quality  bond  prices  will 
rise  substantially  as  the  recession 
produces  the  usual  surplus  of  in- 
vestment funds,  lowers  inflation 
and  largely  eliminates  the  remain- 
ing inflation  fears  carried  over  from 
the  1970s.  Yields  will  decline  as  the 
Fed  virtually  dumps  money  out  of 
airplanes,  once  the  recession  is 
clearly  in  evidence,  in  order  to  miti- 
gate the  terrible  impact  of  high  in- 
terest rates  on  the  financial  prob- 
lems I  mentioned  above.  A  serious 
slump  could  cause  long-term  Trea- 
sury bond  yields  to  fall  to  4%  to  5%, 
compared  with  over  8%  today,  pro- 
viding appreciation  of  45%  to  70%, 
plus  the  current  coupon  return,  over 
the  next  year  or  two. 

2.  Telephone  and  selected  electric 
utility  stock  prices  will  rise  as  inter- 
est rates  fall. 

3.  Cyclical  stock  prices  will  fall  as 
the  recession  takes  its  toll  on  earn- 
ings, especially  if  it  is  long  and  deep. 
Even  a  mild  recession,  however, 
could  cause  disappointments.  The 


tremendous    cost-cutting    in    t 
1980s,  especially  in  manufacturi: 
has  been  largely  through  reductio; 
in  blue-collar  compensation, 
has  shifted  the  cost  structure  froj 
variable  toward  fixed  costs,  and  tli 
bigger  the  fixed  costs,  the  less  tot 
costs   can  be   cut  when  busine. 
turns  down,  and  the  more  vulner 
ble  corporate  earnings  become. 

4.  Growth  stocks  whose  eaminj 
are  truly  unaffected  by  the  businei' 
cycle  will  benefit  as  investors  see' 
alternatives  to  disappointing  cycll 
cal  equities  and  as  interest  rates  fal 

5.  Prices  of  copper  and  other  ii' 
dustrial  commodities  will  declir 
significantly  as  global  deman 
shrinks  but  production  cuts  lag. 

6.  Oil  prices  will  decline  sharpb 
The  discipline  of  the  oil  cartel  ma 
well  collapse.  Financially  weak  o 
producers  in  and  out  of  opec  ma 
actually  increase  their  oil  export 
as  prices  fall,  in  order  to  maintai 
the  dollar  earnings  that  are  despei 
ately  needed  to  service  their  hug 
foreign  debts. 

7.  Other  tangible  assets  are  vu! 
nerable  in  a  downturn,  especially 
it's  severe.  These  could  includ 
coins,  gold,  commercial  building 
and  perhaps  single-family  homes 

8.  LBOS,  especially  in  the  cyclica 
industries,  will  be  in  trouble,  an 
their  junk  bonds  may  collapse 

9.  The  dollar  may  weaken  in  th 
short  term  as  interest  rates  her 
drop  but  rise  in  the  longer  run  as  tb 
recession  spreads  and  reduces  inter 
est  rates  in  other  countries.  Politi 
cal  and  economic  uncertainty 
abroad  have  consistently  triggerec 
flights  to  the  dollar  and  to  the  U.S 
security  markets,  the  deepest  anc 
broadest  in  the  world. 

10.  The  high-flying  Japanest 
stock  market  may  decline  signifi 
cantly.  Japan  remains  very  sensi 
tive  to  foreign  trade,  especially 
with  the  U.S.  Furthermore,  the  re 
cession  may  test  Japan's  ability  tc 
effect  smoothly  the  needed  transi 
tion  from  an  export-led  and  rapidl> 
expanding  economy  to  a  domesti 
cally  driven,  more  moderately 
growing  one. 

Setting  new  highs  recently,  the 
stock  market  obviously  has  not 
been  anticipating  the  deep  and  glob- 
al recession  I  foresee.  Neither  has 
the  bond  market,  where  Treasurys 
still  yield  over  8%.  So,  if  I  am  right, 
there's  good  money  to  be  made 
shifting  out  of  cyclicals  and  tangi- 
bles and  into  long  bonds,  utilities 
and  growth  stocks.  ■ 
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[^Housing  is  likely  to  be  a  buyer's  market 
'4or  at  least  another  year.  Here's  why. 

DOWN  BUT  NOT  OUT 


By  Charles  E.  Babin 


If  in  my  Forbes  column  of  Sept.  9, 
1985, 1  predicted  the  Reagan-era  tax 
4  initiatives  would  deal  a  blow  to  the 
nation's  home  builders  and  mort- 
gage lenders.  With  the  phasing  in  of 
tax  cuts,  the  subsidy  to  home  own- 
ership eroded  and  the  housing  sec- 
tor languished.  A  recovery  is  at  least 
a  year  away. 

House  prices  are  linked  to  the  af- 
tertax cost  of  home  ownership,  and 
this  cost  has  climbed  as  marginal 
tax  rates  have  been  reduced.  When 
marginal  rates  reached  70% — the 
top  rate  when  Reagan  took  com- 
mand in  1981 — the  government 
subsidized  the  lion's  share  of  hous- 
ing costs  because  they  were  largely 
tax-deductible — especially  during 
the  early  years  of  the  mortgage. 

The  reverse  also  holds.  If  margin- 
al tax  rates  drop,  the  government's 
share  of  housing  costs  falls  while 
the  homeowner's  increases.  Thus 
does  tax  policy  affect  the  affordabil- 
ity  of  housing. 

For  the  typical  home  buyer,  the 
1986  tax  package  had  a  double-bar- 
reled effect.  The  number  of  tax 
brackets  was  cut  from  14  to  3  and 
inflation  indexation  was  intro- 
duced. These  significantly  reduced 

Charles  E  Bahin  is  managing  director  of 
BRS  Capital  Management.  Inc ,  an  invest- 
ment management  firm,  in  Boston. 


the  pace  at  which  taxpayers  were 
pushed  into  higher  tax  brackets. 
Second,  the  top  marginal  rate  was 
cut  from  50%  to  3>3>%.  The  cumula- 
tive impact  was  to  increase  materi- 
ally the  aftertax  cost  of  home  own- 
ership. Whereas  the  overall  econo- 
my advanced  at  a  robust  3.7%  pace 
in  1987  and  4.4%  in  1988,  residen- 
tial investment  fell  in  both  years. 

In  1989  the  problems  have  per- 
sisted. And  now,  given  the  scale  of 
the  S&.L  debacle,  even  sound  devel- 
opment could  find  It  tougher  to  se- 
cure construction  loans. 

The  table  below  reveals  the  mag- 
nitude of  this  tax  effect  and  updates 
the  calculations  that  were  present- 
ed here  four  years  ago.  Notice  that 
from  1975  through  1980 — a  period 
when     there    were     no     statutory 


changes  to  the  tax  system — there 
was  no  change  in  the  aftertax  afford- 
ability  of  home  ownership.  Aftertax 
housing  costs  as  a  percentage  of  af- 
tertax income  was  10.5%  in  1975 
and  10.6%  in  1980.  Yet  during  this 
period  the  average  home  price 
climbed  85%,  interest  rates  in- 
creased 50%  and  property  taxes 
doubled.  This  was  affordable  be- 
cause the  tax  subsidy  increased  dra- 
matically as  the  family  marginal  tax 
rate  shot  up  from  34%  in  1975  to 
49%  in  1980. 

But  by  1985,  after  the  first  round 
of  phased-in  tax  cuts,  the  ability  of 
the  hypothetical  family  to  afford  a 
home  fell,  as  the  marginal  tax  rate 
dropped  back  to  38%. 

Now  there's  a  new  setback:  The 
economy  is  slowing.  Should  a  reces- 
sion occur,  housing  will  probably  be 
hit  hard.  Potential  home  buyers, 
worried  about  job  security,  can  be 
expected  to  put  off  buying  a  house. 
So,  despite  improvement  in  the  af- 
fordability  formula,  recovery  in 
housing  may  be  postponed. 

Notice  I  said  "postponed."  There 
is  a  direct  relationship  between  in- 
terest rates  and  housing  activity.  If 
history's  a  guide,  early  indications 
suggest  that  today's  lower  interest 
rates  will  benefit  the  economy  in 
1991,  with  a  leaner,  more  competi- 
tive housing  industry  leading  the 
pack.  If  so,  there  may  well  be  excit- 
ing investment  opportunities,  the 
most  likely  candidates  being  the  fi- 
nancially sound  and  well-managed 
home  builders.  ■ 


Home  affbrdability 

Lower  marginal  rates  are  great  for  taxpayers,  but  they  do  make  housing 
less  affordable.  By  lowering  the  value  of  deductions,  the  Reagan  tax  cuts 
have  raised  the  fraction  of  aftertax  income  needed  to  pay  for  a  house. 

1975 

1980 

1985 

1988 

Average  home  price' 

less:  25%  down  payment 
equals:  mortgage  amount 

$39,000 
-9,750 
29,250 

$72,800 
-18,200 

54,600 

$90,800 

-22,700 

68,100 

$112,800 

-28,200 

84,600 

Initial-year  payments 

mterest^ 

real  estate  taxes' 

less:  tax  savings'* 

equals:  aftertax  interest  and 
real  estate  tax  cost 
plus:  principal  payments 

equals:  aftertax  housmg  costs 

2,624 

975 

-1,224 

2,375 
200 

2,575 

7,439 

1,820 

^,537 

4,722 
138 

4,860 

8,514 

2,270 

^,901 

6,883 
221 

7,104 

8,736 

2,820 

-3,162 

8,394 
437 

8,831 

Gross  income 

less:  tax  liability'' 
equals:  aftertax  income 

29,635 
-5,000 
24,635 

56,808 
-11,150 

45,658 

60,000 
-8,820 
51,180 

80,902E 
-13,137 
67,765 

Ahertax  housing  cost  as  a 
%  of  aftertax  income 

10.5% 

10.6% 

13.9% 

13.0% 

'Figures  from  National  .'Vs.sociation  of  Realtors      -Figures  from  Federal  Home  Loan  Bank  Board 
Approximate  30-vear  fixed-rate:  19^5  =  90%;  1980=  1364%:  1985=  12  52%   1988=  103=1%      '2  5%  of 
market  value      ^Imputed  from  appropriate  year  tax  tables     E;  Estimate 
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orbes  Market/ 


FINE  WINES 


FINE  WINES 


WEST  COAST 'S  LARGEST  SELECTION  OF  RARE  WINES 


100,000  Bottle  Inventory  for  Collectors 
Fine  Wines  of  the  World  from  1870-1986 


RO^MNEE  CONTI 
MONTRACHET 
CHATEAU  PETRUS 


CH  DYQUEM 
RARE  PORTS 
RARE  CALIFORNIA 


Request  our  60-page  catalog  of  fine  &  rare  wines. 

\fk  ship  promptly.        VISA/MC/Am.  Exp. 
415  459-3823        415  456-9463        FAX  415  456-8858 


Marin  Wine  Cellar 


2138  4th  Sl  San  Rafael 
CA  94901 


BUSINESS  OPPORTUNITIES 


BY  OWNER 


AUTOS  BOAIS  AIRPLANES 

BUSINESSES  'INE  ART 

HORSES  LUXURV  HOMES 

I  140  000  INDIVIDUAL  jSHNGS 

NO  BROKERAGE 
>  COM^1lSSlO^ 

-  COMPU'ERiiSTiNGS 

Z  uPrATEt)  [/AiLV 

'  loll  Free  1  800-327-9630 


cci  I  YOUR  B'Q'^'^'^T'^'s-''^ 


in  Japanese  MLS- 


PDnDCDTV  'yP^  service  Reach 
»   nUrCni  I    1000  s  ol  Brokers/In- 

lU  I A  PAN  veslors/Corporalions 
■•■  Wfllllll  m Japan  freelrans 
lalion/typesenmg  Also  display  ads,  brokerage/ 
agency  services,  consulling.  matketiTig  trade 
shows  NO  COMMISSION 

Hon  K  Bunker  1-800-USA-2111 


REPOSSESSED  VA  &  HUD  HOMES 

available  Irom  governmeni  horn  $1  wilhoul  credil 
Chech  Vou  repair  Also  drug  seizures  and  tax 
delinquem  loreclosures  CALL  (8051  682-7555 
EXT  H-1030  lor  repo  list  your  area 


SEIZED  CARS — Porsche,  Ferran  Vetle 
etc  Trucks,  boats,  4-wheelers,  TVs  stereos 
lurniture  by  Drug  Enlorcemeni  Agency,  FBI  l(}S 
Unbelievable  bargains  on  late  models  Available 
your  area  now  Cs"  (805)  682-7555  EXT  C-1031 


PROFITABLE  BUSINESSES 

FOR  S.\I  F  by  ow  ncr 

KNiahlisheci'Succcssl'ul 

Good  icrms-'ownt-r  financing 

West  &  Midwcsirrn  stales 

AFFIIiAlLO 

m  siNTss coNsirurANTS 

"lains  ^l')-S-(8-«S88 
;  ttlo  Springs,  CO 


ecstf- 

(212)  • 


■lation  writ '  or  call; 
MarKetC  ■  i«:itied, 
-  \  ;jYin:  i 


BUSINESS  OPPORTUNITIES 


INCORPORATE  IN  DELAWARE! 

Specialists  in  setting  up  Delaware 
Corporations.  General.  Aircraft. 
Boat  &  Shell  Corporations 

„^  I  „^ ,     CallWrile  tor  FREE  KIT: 

,„,,y         P.O,Box484-FB 
>  Wilmington,  DE  19899 

Zv, ' 


;/ 


800-321  -CORP  ■  302-652-6532 


1 J^  1-dOO-USA-LIST^ 

AD  M  tnl^ 
BUY  - 

nahO»*l  L'UfTig  St^r-cr    Mc 

-  SELL  -  TRADE 

PROPERTV- 

POtWllNGBUVtRS  4 
'.LL'OS  TOGETHER 

-PRODUCTS-SERVICE 

NO  BROKERAGE  FEES 

BUSINESS  ACQUISITION 

PRESIDENTS 


L.  BUY  IT 
YOU    RUN    IT 

SEND  RESUME  AND  LETTER  TO  CHAIRMAN 
1500  EXECUTIVE  Dfl.  ELGIM,  IL  60123 


SOFTWARE 


Write  your  own 

BUSINESS  PLAN 

start  to  finish  with  this 
Unique  StandAlone™ 

Word  Processing- 
Spreadsheet  Program 

Irom  PSI  Research 

•  NEEDS  NO  OTHER  SOFTWARE 

•  Money  Back  Guarantee 

•  178  pg  Workbook,  Binder,  &  Disk 


Call  1-800-228-2275 

I  Also  Ask  Fpr  FREE  CATALOG       30399 


FINANCIAL  SERVICES 

BIG-NAME  STOCKS 
TO  UNLOAD  NOW: 

My  new  Performance 
Ratings  of  all  NYSE 
stocks  show  200  ex- 
tremely vulnerable 
stocks  (rated  8  or  9) 
-including  some  very  ] 
famous  names - 
which  I  believe  could 
■•take  a  bath."  Ill  rush  ^..r,j.f.  y^r,- 
you  the  Performance  M*Ri'NZWElG 
Ratings  ($39  value)  as  a  bonus  with 
your  subscription  to  The  Zweig  Fore- 
cast Time  IS  crucial, 

Three-Month  Trial  $50,  One  Year 
$245,  Visa  or  MC  1-800-633-2252 
Ext  9064 

THE  ZWEIG  FORECAST 

P.O.  Box  360,  Bellmore,  NY.  11710 


Introductory  Trial 

Value  Line 
Only  $60 


An  introductory  subscription  to  The 
Value  Line  Investment  Survey 

brings  you  the  2000-page  Investors 
Reference  Service — ^Value  Line's  most 
recent  reports  and  ratings  on  1700 
stocks.  You  will  also  receive  analyses 
of  about  130  stocks  each  week  for  10 
weeks  for  $60.  Available  only  once 
every  two  years  to  any  household.  30 
day  Money-Back  Guarantee. 

SCall  Toil-Free 
1-800-633-2252 

(Ext  2686-Dept.416E04) 

American  Express,  MasterCard  or 

Visa  7  days  week,  24  hrs.  a  day. 


DISCOUNT  STOCK  BROKER 
MURIEL  SIEBERT  &  CO.,  INC. 

Our  VIP  Accounts  receive 

Persor^al  Service  and 

Quality  Order  Enecutions 

at  commission  rates  as  low  as 

2cpershr0TC   3f  per  shr  Listed 

($50  mm  charge  per  Oder) 

To  compare  rates,  call 

The  Discount  Prolessionals  ■ 

Muriel  Siebcrl  &  Co.,  Inc. 

444  Madison  Ave.,  NY,  NY  10022 

1-718-SIE-BERT  1-800-USA-0711 

Mt-u-  r;v3t  1967  SIPC  F02 


HARD  TO  BORROW 

No  Credit  Check 
Guarantees  IVovldcd 

Wc  do  not  make  loans 

Minimum  SIOO.OOO  .S-SO  years 

The  Funding  Assistance  Corp 

505  Park  Ave. 

U.S.A.  (212)  755-9400 

Fax  (212)  755-7339 


Forbes:  Capitalist  Tool 


EXECUTIVE  SERVICE 


We  give  our  executive  clients  the  ui 
ability  10  move  into  job  changing  qi 
and  confidently  by  providing  a  seri 
guarantees  that  are  unprecedented  i 
field.  To  maintain  the  high  level  ol  S£ 
thai  this  requires,  we  limit  our  practi 
senior  executives,  and  to  no  more  tf 
new  clients  a  we^  in  each  of  our  oft 
We  even  guarantee  your  satisfaclior 
the  job  youaccept  for  twofull  years!  F 
offices  call   1-800-359-1800. 

EXECUTIVE  RESOURl 
INTERNATIONAL,  INC 

122E.  42ndSL,  NY.  NY 
Offices  in  NY,  NJ,  We3^  ac,  Boaton, 


REAL  ESTATE  SERVICI 


YOU  CAN  MAKE  $1,000,000-1- -1- 
IN  ONE  REAL  ESRTE  OEVEUIPMENT 

Vou  can  lose  SI  .000.000  lusl  as  guicldy  Knowledg 
deciding  lador,  300  ol  the  Country's  lop  real  eslali 
opeis  comtme  ttieir  know-hw,  the  ms  and  ouls  in 
StudfOaelcpmenl Course  20,000  graduJes,  senoi 
like  Dlympia  t  >M,  Dammell  Crm.  Kaitman  i 
Homart,  Pilte  Corp..  Toll  Bros..  Rouse  Co.,  Genei 
Corf..  Prudoitial  Dev„  Del  Webb,  S395  plus  S/H  C 
on  todays  market  conditcns  To  order  serious  part) 
call  THE  HEDI  FOUNDATION  ■  (508)  3M-2665, 
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BUSINESS  SERVICES 


N.A.G.L.S. 

View  pn.-ciousgonisloncs  li)r  sale 

on  (.iinipuler.  free  of  charge 

(416)  238-4985 

For  (urihcr  inlorniulion, 
(416)  238-8044 


MISCELLANEOUS  FOR  S 


i 


INVESTMENT  GEMSTONl 
GUARANTEED  LIQUIDITY 

We  buy  &  sell  Diamonds  and  all  Pre 
Gemstones    Free  wholesale  catalog 
1967'  Member  Jewelers  Board  of  Thl ' 
Chamber  of  Commerce 

HOUSE  OF  ONYX 

One  Main  Street 

Greenville,  Kentucky  4234S 

TOLL  FREE  i-«MM26-«3S2 


EDUCATIONAL  SERVICI 


to 


COLLEGE  DEGRE 

BACHELORS  •  MASTERS  •  OOC 

Ux  Won  I*  jM 
lipercnct  No  CussiM 

Call  (213)  471-0: 

Outsid*  CaUlont 

1  •  B0O-423-32< 

or  send  atxaiite  resyi 

lor  ftet  Evaluation 

P»cinc  Western  University 

600  N  Sapuivvai  Bn«     0«p4   18S   1<H  HrQtm  CA  V 


brbes  Market/ 


lia 


I  CORPORATE  ITEMS 


CORPORATE  ITEMS 


WINE  CELLARS 


WINE  CELLARS 


100%  Cotton/Your  Logo! — 

[Better  Than  Lacoste  or  Ralph  Lauren! 

yrc.it  quality,  unconditionallv-iiuaranrted-pulu  shirts  ^rc  100%  cuttun.  American 
Jc.  and  i;u>tom  cmhroidcrcd  with  your  lojiti  t>r  dcsijjn.  Minimum  order  just  mx  >hirt>. 
.1  pruc  hst,  hrt'chure  and  intcirmation  ahuur  our  othL-r  tircat  products  call: 

1-800-274-4787 
The  Queensboro  Shirt  Company 

Dcpt  ns,  119N  lull  Si,  Grccnpoml.  \Y  11211 


MERCHANDISE 


OP  SWEAT 
R  6  WEEKS 


pNIC«-  the 

|>r  to  costly  and 

rassing    under 

hand    or    toot 

Short  treatment 

lectronic  D'ionic 

these  areas  dry 

veek  periods.  Try 

recommended 

@  $125  ea.  pair 

fy  which).   Send 

\HCIW\sa  #  &  exp. 

CA  res.  add  6% 

15    DAY    MONEY 

GUAR 

lAL  MEDICAL  CO. 
Oept.  FOB-23 
Armacost  Ave. 
ngeles,  CA  90025 

3    ord»rs  — MC/ 
-800  HEAL  DOC 


C  i9«9CeNME0CO 


FACSIMILE  MACHINES 


BEST  PRICES  IN  THE  COUNTRY 
~iL\.  SERVICE  AND  TRAINING 
lALES  TAX 


mx  OP  AMERICA 

l-aOO-SAS-MUfX 

AMeWCA  S  LOW  PtaCB  FAX  OtSTglBtfTOB 


FAX  PAPER 


X      PAPER 


juaranteed  lowest  prices 
:4  hour  shipping 
}ealer  inquiries  invited 


lall  or  fax  for  catalog/price 
"el:  (516)  239-1854 
ax:  (516)  239-1939 


V-Z  FAX  PAPER  MFG. 


CORPORATE  ITEMS 


Make  your  training  messages 
stick  with  humor. 

Learn  how  from  John  Cleese. 

Free  8  minute  video  rental 
with  your  first  order  of  a 
Video  Arts  program  in 
management,  selling,  or 
customer  care. 

For  a  FREE 
catalog  call: 

VIDEO 
ARTS 

1-800-553-0091 
xl69 

In  IL 

1-312-291-1008 
xl69 


CORPORATE  SERVICES 


CORPORflTE  VIDEOS 

skyrocket  Your  Soles 

producers,  scriptwriters,  camera 

crews  &  talent 

Beam  Us  Aboard! 

EP  Technologies  (21 2)686-6693 


BUSINESS  SERVICES 


CAUGHT! 

Employee  theft,  drug  use  with 

concealed  video 

by  Sperry- Vision  Corp. 

Call  for  FREE  VHS  tape 

and  information. 
Mr  Kelly  1-800-ROBBERY 


WiNECELLARS-  USA 

18  Models  -  We  won't  be  undersold! 
Immediate  shipment  on  most  models. 
Handmade  Wood  Cellars  Your  Cost 


ViS3/MC/AmEx/Discover 


296  Bottle  Credenza 

Ret:  $  2795 

$  1795 

440  Bottle  Capacity 

2495 

1695 

700  Bottle  Capacity 

3495 

1995 

Designer  Models 

-  Not  Handtimde 

40  Bottle  Glass  Door 
60  Bottle  Glass  Door 


$  599 
749 


$  499 
659 


FurVault  tiolds  about  8  Furs  $3495 


$  1895 


Custom  Cellars  &  Racking  Systems  -  Call  For  Catalog 

134  W  131ST  St.  Los  Angeles  •  800/777/VlNO  (777-8466)  or  in  CA  213/719-9500 


REAL  ESTATE 


LITTLE    VALLEY    RANCH. The 

famous  6,400-acre  Little  Valley  Ranch 
is  located  50  miles  northwest  of  Helena, 
Montana,  near  Avon.  Virtually  all  of 
the  ranch  is  deeded,  li  is  estimated  at 
350  balanced  animal  units  and  includes 
a  good  irrigated  hay  base  and  native 
grass  foothill  pastures  highlighted  by 
groves  of  conifers  and  aspen.  In 
addition  to  extensive  working 
improvements  and  a  foreman's  house, 
the  ranch  offers  a  delightful  five- 
bedroom  main  residence  designed  to 
accommodate  and  entertain  guests. 
Situated  in  the  heart  of  Norman 
Maclean  Country,  the  property  is  in  an 
area  of  closely  held  mountain  ranches, 
yet  is  easily  accessible  to  airports  and 
several  major  rivers.  Debtor  in 
possession  has  ordered  immediate  sale. 
Contact  exclusive  agent  for  seller:  Hall 
and  Hall,  Inc.,  P.O.  Box  1924,  Billings, 
Montana  59103.  (406)  252-2155  or 
(406)  682-7583. 


MAJOR  PRICE  REDUCTION 
WYOMING  RANCH.  Adjoining  the 
national  forest  on  iwo  sides,  this 
l,l(X)-acre  ranch  lies  ai  the  end  of  the 
road  in  its  own  basin,  a  20-mile  drive 
from  Cody.  The  architect-designed, 
11-year-old  main  residence  contains 
more  than  6,000  square  feet.  The 
original  log  home  is  a  classic  in  good 
condition,  and  sited  to  command  a 
panoramic  view  of  the  peaks  of  the 
Absaroka  Range.  A  caretaker's  house, 
barn  and  log  recreation  hall  complete 
ihe  ranch.  The  terrain  includes  rock 
palisades,  open  hills,  lush  spring-fed 
valleys,  ponds,  timbered  hillsides,  aspen 
groves  and  a  mountain  stream.  The 
price  has  been  reduced  to  $1,500,000. 
Contact  exclusive  agent  for  seller:  Hall 
and  Hall.  Inc..  P.O.  Box  1924,  Billings. 
Montana  59103.  (406)  252-2155  or 
(406)  682-7583. 


Elegant  Compound  With  Large 
Home  and  Guest  House 

on  40  Extraordinary  Acres  in  foothills 

35  minutes  from  Denver. 

Approximately  1  hour  to  major  ski  areas. 

$1.5  million.  Brochure 
Colorado  Real  Estate  Brokers,  Inc. 

(303)  674-5060: 
PO  Box  2499,  Evergreen,  CO  80439 


Eurocave 

WINE  CELLARS 

Spoil  yourself,  not 
your  wines,  witti  the 
perfect  temperature  and 
humidity  control  of  a 
Eurocave  wine  cellar. 

IMMEDIATE  DELIVERY 
on'unils  up  to  2,000  bottles, 

prices  from  only  $995  ^. 

FREE  Cellar  Catalog 

800-356-VINO 

Dept.  D-1 

THE  WINE  ENTHUSIAST 

Box  39,  Pleasantville,  NY  10570 


BUILDING  SUPPLIES 


£xcellence  inQak 


Meticulously  deiailed  oak  entrances 
lid  tnhTiur\  for  prestigious 
liomes  and  businesses. 
Our  exclusive  handmade 
door  and  moulding 
systems  are  produced 
on  a  limited  basis 
bv  master  craftsmen 

We  invite  you  (o  call 
or  write  for  free 
leaflet,  or  complete 
$12  portfolio. 


•  Box  898- F 
Ignacio,  CO  81 137 
^)0   245.366-'  Ext.  F 


COMPUTERS 


BiTmflRYmflC 


INDUSTRIESINC 


Our  i:ih  vcaroi  DI.SCOINT.S. 
COMPITF.R.S  &  IKI.Ul.AR  PHONES 

yp    t*rcpdid    Sj\L-  Ijx 
lull  hac  KOO-2.<l-.t6)M) 


I 


mSEEl 


:S||  KdIN  K«.x  ,  Kan  lUiiuslonl  TX  774S() 
I  71VXy2  il747  t-ij  (7H|  S74-4S(,7 


Streetwalker 


Edited  by  Thomas  Jaffe 


Caveat  aviator 

A  word  of  caution  for  those  inves- 
tors borne  aloft  by  the  takeover 
speculation  in  airline  stocks.  During 
the  Reagan  Administration,  all  pro- 
posed airline  mergers  were  approved 
by  the  Department  of  Transportation. 
But  Transportation's  power  over 
these  deals  officially  ended  Dec.  31, 
1988.  The  Department  of  Justice  now 
holds  sway;  and  Justice,  under  Presi- 
dent Bush,  has  so  far  taken  a  tougher 
stance  on  such  matters.  While  it  ap- 
proved the  acquisition  of  nwa  Inc., 
the  parent  of  Northwest  Airlines,  by 
Alfred  Checchi's  consortium,  it  re- 
jected two  other  far  more  convention- 
al deals:  usAir's  proposed  purchase  of 
Eastern's  Philadelphia  operations,  and 
the  proposed  merger  of  the  reserva- 
tion systems  of  Delta  and  amr,  Amer- 
ican Airlines'  parent. 

No  guarantee,  then,  that  Justice 
will  go  along  with  Wall  Street's  fur- 
ther urge  for  airlines  to  merge 


Dutch  treat 

Analysts  James  Halstcad  and  Julius 
Maldutis  of  Salomon  Brothers 
have  put  out  a  buy  on  klm  Royal 
Dutch  Airlines.  Don't  look  for  a  bid- 
ding war  to  erupt  here;  the  Dutch 
govemment  owns  28%  of  the  52.8 
million  Big  Board  shares.  Which  may 
help  explain  why  the  stock — recent 
price  of  25 — has  risen  only  19%  since 
the  start  of  1989,  while  other  U.S- 
listed  airline  stocks,  as  a  group,  are  up 
60%  during  that  period. 

klm's  earnings  were  flat  for  the  fis- 
cal year  ended  Mar.  31,  1989.  Exclud- 
ing profits  on  assets  sales  and  after 
dividends  on  preference  stock  and 
staft  bonuses,  the  carrier  netted  just 
$2.63  a  share. 

So  why  do  these  analysts  like  klm? 
Because  they  see  it  expanding — indi- 
rectly. KLM  invested  S400  million  in 
the  NWA  deal — and  will  be  able  to 
raise  its  stake  in  nwa  to  20%  through 
the  exercise  of  warrants. 

The   analysts   foresee   cooperation 

between  the  cargo  operations  of  the 

pair  leading  to  higher  profits  for  both 

in  the  Pacific  and  North  American 

m.arkets.  They  also  think  the  North- 

'     "nnection  will  give  klm  greater 

.:  the  U.S.  passenger  market. 

ime  t^ken — and  this  is  where 


investor  klm  stands  to  benefit — the 
size  and  profitability  of  Northwest's 
North  Atlantic  passenger  business 
could  increase  dramatically  through 
future  marketing  agreements  with 
KLM.  At  present,  the  pair  serve  only 
eight  cities  in  common  in  North 
America  and  just  six  in  Europe. 

Halstead  and  Maldutis  expect  klm 
to  earn  S3  a  share,  up  14%,  in  the 
current  fiscal  year,  and  are  looking  for 
a  19%  gain,  to  S3. 57,  in  fiscal  1991. 
The  stock  sells  for  a  cheap  seven 
times  estimated  earnings  for  the  fiscal 
year  that  begins  in  just  eight  months. 

A  KIM  Jet  at  J  I- K 

The  Northwest  connection  will  fly. 


Cash  machine 

Analyst  Charles  Neuhauser  of  Balti- 
more's Legg  Mason  Wood  Walker 
is  the  first  to  admit  a  technology  whiz 
he's  not.  But  Neuhauser  does  have  an 
eye  for  companies  that  are  cheap  on 
cash  flow.  And  that's  the  way  he 
looks  at  NCR  Corp.  ncr  Chairman 
Charles  Exlcy  Jr.  recently  said  he 
wouldn't  rigidly  oppose  a  bid  for  the 
$6  billion  (sales)  maker  of  business 
information  processing  systems.  The 
stock  spurted  to  66 '/2  on  speculation 
NCR  might  attract  an  offer. 

NCR  IS  best  known  for  its  automated 
teller  machines  and  point-of-sales  ter- 
minals, primarily  for  the  retail  and 


financial  markets.  It  also  makes  conk 
puter  systems  and  data  communis  r 
tions    products.    The    servicing    ( f; 
equipment  already  installed  accoun 
for  about  one-third  of  sales. 

Neuhauser  estimates  1989  earninf  ev 
will  be  roughly  $5.30  a  share,  aboiit, 
flat  with  last  year.  Cash  flow:  aboi  ■ 
$13.20  a  share,  pretax.  Recent  stoc  i] 
price:  64y4  on  the  nyse. 

Neuhauser     isn't     recommendii, 
NCR  for  its  growth  prospects  or  teclj  1' 
nology  leadership,  but  on  the  nurr 
hers  alone.  Cash  on  hand  covers  tot. 
debt  more  than  two  times  over.  Nek 
income    plus    depreciation    exceec' 
capital  spending  by  more  than  50" 
Over  the  last  decade  dividends  havRr 
grown  at  a   14%   annual  compoun  f 
rate.  Over  the  last  six  years  ncr  ha«r 
bought  back  nearly  30%  of  its  stoci 
and  It  is  authorized  to  repurchase  6 
million  more  common  shares  throu.t; 
1990.  (There  currently  are  75.8  mi 
lion  common  shares  outstanding.)     ^. 

What's  NCR  worth?  Neuhauser  estiL 
mates  this  year's  pretax  cash  flow  a  ■ 
$1  billion.  Capitalize  this  at  a  consei 
vative  multiple  of  6.5  times.  Subtract: 
$250  million  of  total  debt.  Then  ad  id: 
$500  million  of  cash  after  applying  hi 
20%  haircut  to  compensate  for  an 
taxes  due  on  the  repatriation  of  foi 
eign  cash.  Finally,  add  $450  miUioj 
from  an  overfunded  pension  plan  an 
cash  from  the  exercise  of  stock  op 
tions  and  the  like.  Grand  total:  aroun 
$7.2  billion,  or  some  $90  a  share.       ^ 

Were  Neuhauser  to  include  thP 
market  value  of  NCR's  fully  consolili 
dated  Japanese  subsidiary,  whicl  | 
trades  publicly  on  the  Tokyo  Stocljt 
Exchange,  that  number  would  be  wel  j 
in  excess  of  $100  a  share.  At  recen j 
prices,  NCR's  70%  stake  in  this  subsid  d. 
iary  is  worth  $2,125  billion,  nearl'H, 
half  the  entire  market  capitalizatioi  i; 
of  ncr!  Hard  to  see  any  risk  here,  bu  u 
there  certainly  seems  plenty  of  upsidi  i 
potential.  jt 


n 
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Golden  opportunity 

Luxembourg-based  Minorco  S.A 
I  lost  out  to  Hanson  Pic.  in  the  nas 
ty  takeover  fight  for  British  mining  j 
giant  Consolidated  Gold  Fields  Pic 
Some  loss.  Minorco  made  a  cool  $l.j 
billion  on  its  30%  stake  in  Consoli 
dated.  Having  earlier  sold  back  to  Sal 
omon  Inc.  its  14%  share  in  the  invest 
ment  house,  Minorco  is  now  sittindi 
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ith  $2.4  billion  in  cash— $14  a 
lare — for  a  stock  whose  American 
epositary  Receipts  sell  over-the- 
junter  for  15  Vs. 

Eric  Ryback,  comanager  of  St.  Lou- 
-based  $578  million  (assets)  Lindner 
and,  a  member  of  Forbes'  honor  roll 
f  top-performing  funds,  thinks  Min- 
rco  is  a  supercheap  stock.  Cash  isn't 
le  only  reason  he  likes  Minorco.  The 
Dmpany  also  holds  large  stakes  in 
veral  natural  resource-related  firms 
round  the  world — worth  another  $  1 0 
share.  In  the  U.S.,  Minorco  owns 
0%  of  Engelhard  Corp.,  42%  of  Inspi- 
ition  Resources  and  48%  of  Adobe 
esources. 

Why  the  nearly  40%  discoimt  from 
sset  value?  Ryback  attributes  it  pri- 
larily  to  the  taint  of  being  60%-con- 
olled  by  leading  South  African  in- 
ustrialist  Harry  Oppenheimer — even 
lough  Minorco  itself  has  no  South 
irican  holdings. 

Ryback  expects  this  discount  to 
arrow  in  one  of  several  ways.  Min- 
rco  could  always  use  its  cash  to 
larply  increase  dividends  to  share- 
olders,  making  the  stock  more  at- 
ractive.  Or  it  could  again  attempt  to 
aake  an  acquisition.  There's  also  the 
hance  that  Oppenheimer,  frustrated 
y  the  discount,  could  try  to  take  the 
ompany  private.  There  are  other  pos- 
ibilities,  all  of  which  would  have  fa- 
orable  implications  for  Minorco's 
hare  price. 
"There's  almost  no  downside,"  Ry- 
ack  says.  "With  the  market  as  high 
s  it  is,  it's  hard  to  find  stocks  like 
his." — John  Heins 


"he  rock  of  Omaha 

arren  Buffett,  the  legendary  in- 
vestor, IS  also  proving  to  be  a 
>retty  fair  insurance  salesman.  Isn't 
hat  what  he's  doing — selling  a  kind 
»f  corporate  insurance  policy — when 
lis  investment .  company,  Berkshire 
i^thaway,  buys  big  hunks  of  convert- 
blie  preferred  in  Gillette,  usAir  and, 
;arlier,  Salomon?  He  protects  compa- 
res from  hostile  takeovers  and 
hrows  in  his  financial  counseling 
vithout  extra  charge.  In  return  he  gets 
i  good  deal  on  the  stocks  he  buys — 
?ood-yielding  preferreds  with  equity 
Dptions. 

Not  to  mention,  of  course,  that 
Berkshire  Hathaway  shareholders  get 
:o  own  pieces  of  some  of  the  best 
:ompanies  around  without  having  to 
pay  huge  premiums  to  purchase  the 
mtire  company.  After  all,  isn't  insur- 
ance one  of  Berkshire  Hathaway's  big- 
gest lines? 


Personal  Affairs  welcomes  Rockport  to  Its  premiere  Issue  October  23rd. 


i 


Rockport  engineers  casual  shoes  to  support,  stabilize  and  unify  the  biomechanics 
of  walking  —  and  get  better  looking  every  day. 

ROCKPORT  IS  a  tegislered  Iradema*  anO  flOCKPORTS  MAKE  YOU  FEEL  LIKE  WALKING  is  a  trademark  ol  THE  ROCKPORT  CO  ©1989  THE  ROCKPORT  COMRSNY  ALL  RIGHTS  RESERVED, 


liy  PARADISE 

An  island  paradise  that  offers 
jTV  you  total  relaxation  plus  the 
thrill  of  discovery.  Stroll 
pristine  beaches.  Go  fishing  for 
the  big  ones.  Sun  yourself  by  our 
pool  or  scuba  in  waters  renowned 
for  the  splendor  of  their  tropical 
fish.  On  Forbes  Magazine's 
Laucala  Island,  all  the  choices 
are  yours. 

BUT  JUST  FOR  A  FEW  . . . 
'  Forbes  loves  its  private  Fiji 
island,  and  we  think  you  will,  too. 
So  we've  put  out  the  welcome 
mat,  but  only  for  a  few  at  a  time. 
We'll  take  up  to  8  guests,  for  7 
nights  and  8  days.  Cost  is  $2,150 


per  person,  which  includes  4 
days  of  tropical  fishing  plus  all 
meals,  lodging  and  a  round-trip 
flight  between  Laucala  and  Nadi 
International  Airport  (on  the 
main  island).  It's  the  "in"  place  to 
go,  away  from  the  cold,  the  traf- 
fic, the  noise,  the  hassle.  Service 
with  a  smile  and  no  tipping. 
For  information  please  write: 
Fiji  Manager   89W8 
Attn:  Enrol  Ryland 
Fort  Garland,  CO  81 133 
or  call  (719)  379-3263 
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AMERICA'S 
UP  6l  comers 


SMALL  BUT  MIGHTY 

Small  companies  are  at  the 
heart  of  the  American  econo- 
my. As  innovators  and  special- 
ists, they  fill  a  needed  gap,  ap- 
peal to  the  demands  of  emerg- 
ing markets,  and  feed  the 
American  system.  Important  to 
our  economic  growth  and  pro- 
gress, they  offer  tremendous 
new  business  opportunities. 

Forbes'  Nov.  13,  1989  Up 
&  Comers  issue  will  focus  on 
the  companies  that  have 
"made  it."  In  1988  Forbes  eval- 
uated more  than  5,000  firms 
with  sales  between  $1  million 
and  $321  million  with  only 
200  passing  the  screening  to 
make  the  Forbes  "Best  Small 
Companies  in  America"  list. 
Forbes  seeks  out  enterprises 
that  are  too  small  to  be  big 

inesses  and  too  big  to  be 
■    ompanies. 

'  •  rs  annually  > wallow 
vS  oi  substantial  Ameri- 


can corporations.  However, 
our  dynamic  economy  contin- 
ues to  produce  new  businesses 
destined  to  grow  and  take  their 
places.  Therefore,  it  becomes 
easier  to  become  an  Up  & 
Comer  than  it  is  to  remain  one. 
The  companies  that  do  manage 
to  stay  on  top  are  products  of 
smart  work,  hard  thinking  and 
dedication. 

STAYING  ON  TOP 

In  selecting  America's  best 
small  companies,  Forbes  looks 
beyond  the  usual  growth  mea- 
surements to  include  analyses 
of  debt/equity,  revenue  and 
stock  price.  This  is  the  first 
step  in  sorting  winners  from 
losers.  To  qualify  as  one  of 
Forbes  Magazine's  best,  a  com- 
pany must  show  a  respectable 
five-year  average  return  on  eq- 
uity, relatively  low  debt  and 
consistent  earnings  growth. 
Only  104  of  the  200  companies 
on  the  1987  Forbes  "200  Best" 
list  qualified  in  1988.  Some 
companies  fell  off  the  list  be- 
cause they  outgrew  the  small- 
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company  category  (defined  a 
under  $321  million  in  sales 
Other    companies    were    acf- 
quired  or  could  not  maintaiiC 
their  exceptional  growth  rates 


FORBES  IS  BIG  IN 
SMALL  COMPANIES 


?■ 


Like  leaders  of  large  corpora 
tions,  America's  small  compa 
ny  top  decision  makers  rely  oi 
Forbes  as  a  valuable  "Capital 
ist  Tool"  for  business  and  in 


lis 


0- 


vestment  information.  In  fact|>c 
Forbes  is  the  most  cost  effi 
cient  general  business  maga 
zine  in  reaching  top  manage 
ment  in  small  companies.       w 
If  you   want   to  win  bijf 
with  small  companies,  be  sur 
to  advertise  in  Forbes'  Up  6 
Comers  special  issue.  - 

Source.  MMR,  1988.  C 


Issue  date:  Nov.  13,  1989 
Closing  dates: 
All  partial  pages  -  Oct.  2 
4-color  full  pages  -  Oct  9 
B&W  and  2-color  full  pages  - 
Oct.  16 


Flashbacks 


Edited  by  Dero  A.  Saunders 


"The  more  things  change " 

Items  ftom  past  issues  of  Forbes 

t  venty  years  ago  in  Forbes 

i))i  the  isst^e  of  September  20,  1919) 
■  k'ith  this  issue  Forbes  magazine  en- 
rs  its  third  year.  From  the  many 
1  id  letters  we  receive  we  feel  justi- 
1  d  in  believing  that  we  are  issuing  a 
J  blication  of  a  useful,  inspiriting, 
instructive  type,  and  that  there  is  a 
I  ice  for  us.  The  reception  given  us  by 
1  iders  has  been  more  gratifying  than 
le  recognition  we  have  so  far  re- 
( ived  from  advertisers.  Many  adver- 
lers  have  a  fixed  rule  not  to  enter 
i  y  new  and  untried  publication,  on 
le  score  that  many  periodicals  are 
Im  but  few  live.  More  than  one  con- 
I  m  declared  unequivocally  that  they 
'  Duld  not  utilize  our  advertising  col- 
\  ons  until  we  had  weathered  the  first 
1  'o  years.  Well,  we  have  now  round- 
!  out  that  period.  Our  path  has  not 
en  all  smooth.  Yet  we  have  made 
en  greater  progress  than  we  had  rea- 
n  to  expect.  Our  circulation  is  now 
.proximately  35,000 " 

izty  years  ago 

I  rjtti  the  issue  of  September  15,  1929) 

)' business  moves  from  the  summer 

I  to  the  autumn  season  with  a  touch 

irregularity,  which  might  have  been 

j  :pected  after  the  high  levels  of  sum- 

I  er  activity,  but  with  most  lines  hold- 

g  up  well  and  not  a  few  showing  their 

;ual  fall  expansion  from  a  seasonal 

andpoint.  There  are  no  current  indi- 

itions  of  any  near-term  change  in 

ospects,  and  the  final  month  of  the 

iird  quarter  ought  to  show  general 

isiness  moderately  improved  over 

le  two  preceding  months." 

3ne  of  the  most  serious  native  upris- 
igs  with  which  Great  Britain  has  had 
)  cope  in  many  years  has  occurred  in 
ilestine,  where  clashes  between  Ar- 
58  and  Jews  have  resulted  in  wide- 
5read  disorder  and  large  casualties. 
fter  some  rather  serious  delay  it  ap- 
ears  that  the  government  has  gained 
jntrol  of  the  situation." 

ifty  years  ago 

rom  the  issue  of  September  15,  1939) 
It  would  be  the  sheerest  btmk  to 
retend  that  the  sympathy  of  an  over- 
helming  number  of  the  American 
eople  is  not  with  the  democracies,  is 
ot  against  all  that  Hitlerism  repre- 
;nts — Hitler,  who,  after  inflicting 
le  most  savage  measures  to  suppress 


religion,  had  the  audacity  and  hypoc- 
risy to  call  upon  God  to  help  him 
when  he  plunged  his  people,  and  the 
world,  into  ghastly  bloodshed." 

"Under  the  terms  of  the  1939  Reve- 
nue Act,  the  federal  government  for 
the  first  time  allows  any  business 
whatever  to  use  the  'last  in,  first  out' 
method  of  inventory  valuation  in 
computing  income  tax  returns.  Gen- 
eral adoption  of  this  method  can  go  a 
long  way  toward  injecting  sanity  into 
inventory  valuations,  and  thus  into 
the  decisions  that  are  based  on  them." 


Streamlining  a  truck,  1939 


Twenty-five  years  ago 

(From  the  issue  of  September  15,  1964) 
"Hottest  diversification  item  of  the 
year,  and  the  most  transitory:  the  fake 
tiger  tails  being  peddled  by  Jersey 
Standard's  Esso  service  stations  in  the 
East.  So  far  this  summer  2,000  New 
York  and  New  Jersey  Esso  dealers 
have  sold  (at  25  cents  to  50  cents  each) 
some  200,000  tiger  tails,  which  mo- 
torists have  been  attaching  to  their 
gas  tank  caps  in  whimsical  response 
to  the  company's  'Put  a  Tiger  in  Your 
Tank'  advertising  slogan." 

"The  first  military  jet  planes  flew  on 
GE  engines;  but  GE  muffed  the  com- 
mercial jet  business  and  was  far  out- 
distanced by  late-starter  United  Air- 
craft. In  computers,  GE  recognized 
their  importance  early.  It  bought  the 
world's  first  commercial  computer  in 
1954.  And  it  landed  the  first  big  com- 
mercial computer  order,  a  $30  million 
job  for  Bank  of  America,  also  in  1954. 
But  any  advantage  from  these  firsts 
was  dissipated.  GE  is  now  just  one  of 
the  money-losing  pack  in  computers." 

Ten  years  ago 

(From  the  issue  of  September  17,  1979) 
"\  don't  owe  money  to  the  banks.  I'm 
not  ruiming  for  office.  I'm  not  a  public 
company.  I  don't  give  a  damn  what 


Sir  fames  Goldsmith  and  Lady  Annabel 

anybody  says.  I'm  going  to  do  what  I 
think  is  right.  Not  many  people  have 
that  luxury." 

— Sir  James  Goldsmith 

"Can  it  last?  If  a  study  the  Securities 
&  Exchange  Commission  released  the 
other  day  is  any  criterion,  the  dis- 
count brokers  are  in  Fat  City.  The 
appeal  of  their  plain  pipe-rack,  no- 
frills  commission  structure  enabled 
16  pretty  well  entrenched  discounters 
to  chalk  up  last  year  an  average  300% 
gain  in  pretax  net  on  an  80%  gain  in 
sales.  Business  is  so  good,  according  to 
the  SEC,  that  established  discounters 
are  earning  as  much  as  1 75%  on  equi- 
ty. Such  juicy  rewards  are  a  tribute  to 
low  overhead." 

Discount  broker  Leslie  Quick 


Palndt  Pagnano 
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Amenca  is  the  country  where 
you  buy  a  lifetime  supply 
of  aspirin  for  one  dollar, 
and  use  it  up  in  two  weeks. 
John  Barrymore 


Getting  money  is  like 
digging  with  a  needle; 
spending  it  is  like  water 
soaking  into  sand. 
Japanese  proverb 


If  it  is  more  blessed 
to  give  than  to  receive, 
then  most  of  us  are  content 
to  let  the  other  fellow  have 
the  greater  blessing. 
Shailer  Mathews 


Thousands  upon  thousands  are 
yearly  brought  into  a  state  of 
real  poverty  by  their  great 
anxiety  not  to  be  thought  poor. 
William  Cobbett 


A  bank  is  a  place  where  they  lend 
you  an  umbrella  in  fair  weather 
and  ask  for  it  back  again  when 
it  begins  to  rain. 
Robert  Frost 


John  Adams  and  Thomas 
Jefferson  were  political 
enemies,  but  they  became  fast 
friends.  And  when  they  passed 
away  on  the  same  day,  the  last 
words  of  one  of  them  was,  "The 
country  is  safe.  Jefferson  still 
lives."  And  the  last  words  of 
the  other  was,  "John  Adams  will 
see  that  things  go  forward." 
Harry  S.  Truman 


I  really  believe  that  more 
harm  is  done  by  old  men 
who  cling  to  their  influence 
than  by  young  men  who 
anticipate  it. 
Owen  D.  Young 


cs  no  man; 

- -/,  you  occasionally 

■Tien  who  disgrace  labor. 
'-■--iSSEi.  S.  Grant 


Thoughts 

on  the  Business  of  Life 


Whimpering  never  kept 
a  leaking  vessel  from 
foundering.  Vigorously 
manning  the  pumps  has. 
Get  busy  with  your  head  and 
hands,  not  your  chin. 
B.C.  Forbes 


Having  outlived  so  many  of 
my  contemporaries,  I  ought  not 
to  forget  that  I  may  be  thought 
to  have  outlived  myself. 
James  Madison 


In  all  recorded  history  there  has 
not  been  one  economist  who  has 
had  to  worry  about  where  his 
next  meal  would  come  from. 
Peter  Drucker 


Money  is  like  sea-water:  The  more 
we  drink  the  thirstier  we  become; 
and  the  same  is  true  of  fame. 
Schopenhauer 


The  much-sought  prize  of  eternal 
youth  IS  )ust  arrested  development. 
Edgar  Lee  Masters 


We  hope  that,  when  the  insects 
take  over  the  world,  they  will 
remember  with  gratitude  how  we 
took  them  along  on  all  our  picnics. 
Bill  Vaughan 


More  than  6.000  "Thoughts,"  indexed  by 
author  and  subiect,  are  available  m  a  two- 
volume  boxed  set  at  J37.95  IS18.S0  per  vol- 
ume if  purchased  separately).  Also  avail- 
able, a  one-volume  edition  of  over  3.000 
Thoughts.  •  Pnce:  $18.50.  Send  check  and 
order  to  Forbes  Inc..  60 Fifth  Ave..  New  York. 
N.Y.  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


The  greatest  pleasure  of  a  dog 
is  that  you  may  make  a  fool 
of  yourself  with  him, 
and  not  only  will  he  not 
scold  you,  but  he  will  make 
a  fool  of  himself,  too. 
Samuel  Butler 


Every  child  is  an  artist.  The 
problem  is  how  to  remain  an 
artist  once  he  grows  up. 
Pablo  Picasso 


You  can't  appreciate  home 

until  you've  left  it, 

money  till  it's  spent, 

your  wife  till  she's  joined 

a  woman's  club,  nor  Old  Glory 

till  you  see  it  hanging 

on  a  broomstick  on  the  shanty 

of  a  consul  in  a  foreign  town. 

O.  Henry 


I  find  television  very  educating. 
Every  time  somebody  turns  on 
the  set  I  go  into  the  other 
room  and  read  a  book. 
Groucho  Marx 


A  Text . . . 

A  thousand  shall  fall  at 
thy  side,  and  ten  thousand 
at  th\'  right  hand;  but  it 
shall  not  come  nigh  thee. 

PSALM.S91:^ 


Sent  in  by  George  E.  Washington,  Washing- 
ton, D.C.  What's  your  favorite  text?  The 
Forbes  Scrapbook  of  Thoughts  on  the  Busi- 
ness of  Life  is  presented  to  senders  of 
texts  used. 


Books  are  good  enough  in 
their  own  way,  but  they  are 
a  mighty  bloodless  substitute 
for  living. 
Robert  Louis  Stevenson 


Whoever  serves  his  country  well 
has  no  need  of  ancestors. 
Voltaire 
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In  1913,  when  football  history  was  made,  Allendale 
had  been  tackling  loss  control  problems  for  78  years. 


>tre  Dame  at  Army.  A  tough  %ht.  Until  Notre  Dame 
shed  its  secret  weapon-  the  forward  pass.  In  the  last  half, 
erback  Gus  Dorais  and  star  receiver  Knute  Rockne  dazzled  the 
i.  Thirteen  passes,  10  completions.  And  when  Notre  Dame 
eered  its  35-13  triumph  over  Army,  Allendale's  engineers  had 
leading  a  winning  team  for  78  years. 
day  at  Allendale,  we  continue  to  shape  the  history  of  loss  con- 


trol with  engineering,  training,  research  and  testing,  responsiveness 
and  fairness  in  the  way  we  do  business.  After  a  century  and  a  half, 
that  part  of  our  philosophy  is  not  about  to  change.  Allendale 
Insurance,  P.O.  Box  7500,  Johnston,  Rhode  Island  02919. 

Allendale  Insurance/Factory  Mutual  System 

Over  150  years  of  progress  and  stability. 
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